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THE OUTLOOK FOR THE SOUTH DAKOTA
ECONOMY

MONDAY, FEBRUARY 11, 1985

CONGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON AGRICULTURE AND TRANSPORTATION

OF THE JOINT ECONOMIC COMMITTEE,
Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in Free-
man, SD, Hon. James Abdnor (chairman of the subcommittee) pre-
siding.

Present: Senator Abdnor.
Also present: Dale Jahr, professional staff member.

OPENING STATEMENT OF SENATOR ABDNOR, CHAIRMAN

Senator ABDNOR. The subcommittee meeting will come to order. I
am very pleased to see this large turnout and interest in the hear-
ing we are holding. This is a pleasure to welcome you all to this
kickoff meeting of our rural initiative program that we will be car-
rying on for over 1 1/2 years. I see we still have people coming in,
and that is what we like to see. To my right and your left is our
economist, Dale Jahr, who is a very important figure on the Joint
Economic Committee. He does a lot of our background work and
puts our plans together. Dale is a young man from South Dakota
who hails from Madison. I took him away from the University of
South Dakota and brought him in so we would have somebody on
that committee that knows something about South Dakota. You
will be hearing from Dale as our meeting goes along.

I want to specially welcome Rod Janzen, Principal of the Free-
man Academy. He has a group of students here today and I
couldn't think of a group I would rather see here than some young
people who we hope are going to be in South Dakota for a long
time to come. I wish I had time to pick their minds, because believe
me I have learned that young people do have thoughts and they
are good, hopefully I will have the time to do that as we go along.

Let me begin by noting that this large turnout does represent
both good news and bad news in my mind. It is bad in that I doubt
that this many of you would be here if economic conditions were
not so depressed here in South Dakota and other States throughout
the midwest. I think it is very good news, though, that so many
people, several of you I know come from quite some far away, have
shown a willingness to take part in this effort to bring the same
economic recovery to America's rural areas that other parts of the
country have experienced.

(1)
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All of you have ideas that deserve to be heard and that is why I
have brought the Joint Economic Committee here to Freeman to
make sure that Washington hears what you have to say. Speaking
of Freeman, I do want to give sspecial thanks to the Cornerstone
Restaurant for providing today s accommodations. I wanted to
begin this rural revitalization effort right here in Freeman because
it is one of South Dakota's most progressive small communities.
The resourcefulness and the energy embodied in this town are
qualities we will need as we move ahead in these difficult times.

The mission we are beginning today is one of historic propor-
tions. The United States is in the strongest economic recovery in
three decades, we are in the midst of it, but unfortunately not all
Americans share in that prosperity. American agriculture and
America's rural areas as we know all too well, are in the midst of
the worst recession since the 1930's. In Washington I frequently
refer to our rural areas as the forgotten economy. In my role as
vice chairman of the Joint Economic Committee, where I will be
overseeing national and rural economic issues, my primary and
number one task is to put agriculture back on the economic map.

When I first joined the Joint Economic Committee, I watched the
brightest, the most acclaimed economic experts in the world come
to testify, people like Walter Heller, Alan Greenspan, and all the
rest of them, but not one of them would mention the word agricul-
ture. In fact, just this year the President's annual economic report
was just released and we had just one page devoted to the crisis
facing rural America. I can assure you, ladies and gentlemen, those
days are over as far as I am concerned. As a Republican leader of
that committee, I can guarantee you that not one single witness,
whether it is Jim Baker, David Stockman, or Paul Volcker or
anyone else who will come before the committee, will not be asked
how agriculture and rural America affects and is affected by the
U.S. economy. We have a strong story to tell here in this part of
the country and Washington, DC has a lot to learn about it. My
role and yours will be to make sure our story gets told and the pol-
icymakers in our Nation's capital listen, learn, and do something
about it.

President Reagan has heard a lot from me already, and he is
going to hear more from me. I am going to be meeting with the
department heads of the administration like David Stockman and
Mr. Volcker at the National Reserve Board, and when they hear
what we will have to say then we will have taken a big step for-
ward, a step that is long overdue and it will be a long time renewal
of our home towns and revitalization of our rural sector. It is going
to be a tough job and we are going to have to roll up our sleeves,
and that is exactly why I have asked you to join my rural economic
task force so that together as a group we can work to overcome the
difficult circumstances facing us. You know as well as I what those
problems are, but just allow me to list a few.

I know our principal issue is agriculture, but today in our kickoff
meeting we are discussing the whole spectrum of rural America, of
course everything does revolve around agriculture, our main
streets, our schools and all, but these are the things we want to
cover. It is an understatement to say that agriculture is in trouble.
I know that and certainly you know it. American farmers are com-
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peting in a global setting. They are trying to beat French subsidies
and aggressive Argentines, Australians, and Canadians. The
strength of the U.S. dollar has hurt us badly in that competition.
As our family farms and independent producers go under, so go our
small businesses and our communities.

Large scale agrifactories tend to reduce the demand for labor and,
subsequently, the demand for the goods and services provided by our
main street merchants. Rural population is not growing as rapidly as
urban. In fact, 800 counties-one-fourth of all the counties in the
United States-lost population since 1980. Next, deregulation has
taken its toll on rural America. While most of the Nation s population
has benefited from deregulation, you and I know how it has hurt here in
rural America. We just do not have enough competition in our
industries such as airlines, buses, railroads, trucking, banking, and
telecommunications to ensure that services we need get delivered.
Believe me this has been a very serious problem and I said exactly that
when they started on this deregulation program. Again the metropoli-
tan areas of the country benefit, but we out in rural America suffer
from it.

The American economy is a rapidly changing one, it constantly
changes, and rural America has not kept pace with those changes. New
technologies must continually be developed and applied to help us stay
in the forefront of economic change. Sixth, without question, the most
important problem taking place in Washington as it affects farmers,
business, and everyone else is the Federal deficit.

We have a national debt of $1 ½/ trillion and we can not continue
to absorb that. We haven't a choice but to learn how to do better
with less. Now alFof these difficulties merge together to form one
very basic problem in our State and the neighboring States-and
that is simply a lack of confidence in rural America. I picked up
the Sioux Falls Argus Leader yesterday to read this headline:
"Fear That Won't Fade Grips Midwest Farmers." That is the
bottom line of everything we are talking about.

There is no confidence out here and things must improve if we
are going to, and we have to have action to bring this about and
get us out of this recession. I left no stone unturned last week
when I had Mr. Volcker in front of me and I told him that the
most single important thing, along with the high interest rates,
was the lack of confidence I am seeing take place out in rural
America. Everyone is scared, everyone is concerned, and I think
this leads to many of our problems. We have to be honest. If some
answers don't develop soon, it is going to be tough to turn this
around. Those answers are not going to come from Washington,
they are going to start here at the grass roots level with all of you
who live with these economic problems day after day.

Today we are going to begin putting out minds together to come
up with solutions, recommendations, and good ideas on how to im-
prove the South Dakota economy and our way of life. Now this
hearing is going to be the blueprint for a national agenda on im-
proving the state of rural America. To compose this blueprint
today we are going to be moving into the following topics: An as-
sessment of the South Dakota communities, small business, and
more specifically agriculture; economic development; the rural
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labor force; the rural financial resources; transportation and public
works; education; health care, and technology for rural areas.

As we explore these areas, let's keep in mind the resources we
have to deal with as we address the issues. We have private sector
resources, we can talk about neighborhood self-help and volunteer
programs, churches, and education, and we have a variety of state-
wide and national organizations, small businesses and large busi-
nesses and, of course, we should talk about what roll our local
county, State and Federal Government should play. In short, we
have a lot of talent and resources going for us. Let's discuss how we
can use these to maximize our opportunity, not to minimize our
problems. So once again let me thank you for attending today.

The fact that you are here is testimony to a State that responds
to its problems with character and courage and by fighting back
rather than knuckling under. It is those areas that make South
Dakota the place where this rural revitalization effort should
begin, and this is our kickoff, this is just going to be one of many
meetings. Some throughout the United States, most of them in
Washington, DC of every group we can think of we will be bringing
in.

So with that, before we start the first witness I am going to have
Dale Jahr set out some ground rules and make a general statement
here. We have three witnesses we have asked particularly to be
here for our kickoff before we go into the general witnesses. I am
sorry I guess we should call on these individuals who volunteered
last fall to begin gathering information for the hearing we have as-
sembled today. I assure you this is something we did not put to-
gether just overnight. We have had our people working on it for a
long time. They have already dedicated numerous hours in prepar-
ing for this National Rural Issues Initiative.

I have Mr. Jerry Johnson, director of the Business Research
Bureau of the University of South Dakota; Mark Edelman, who is
the Public Policy Economist at South Dakota State University; and
Russell Smith, who is director of the Governmental Research
Bureau at the University of South Dakota. That is why I have
asked each of them to share a few of their observations here this
morning in our kickoff. Jerry Johnson will discuss the South
Dakota economy. Jerry, we thank you for coming here today if you
will please come forward.

STATEMENT OF JERRY W. JOHNSON, DIRECTOR, BUSINESS
RESEARCH BUREAU, UNIVERSITY OF SOUTH DAKOTA

Mr. JOHNSON. Thank you, Senator. It is nice to be in the State of
South Dakota. First of all I may comment I have taken a year off
and I am now at Iowa State University for 9 months, and as I was
telling Senator Abdnor in the last several months I have listened
to the people of the State of Iowa get very excited, and I have been
invited in to join them in discussing their problems, and I point out
to them that some of their comments are the same comments that
were being made quite frankly in the State of South Dakota rough-
ly 7 or 8 years ago. Some of the stresses they are just beginning to
experience over there you folks have been through a long time ago.
So I have suggested to them that possibly what they need do is to
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come over to South Dakota and learn a few lessons, because you
folks have already experienced those stresses.

Senator first of all let me commend you on the initiative. I think
it is very clear in rural America that changes are taking place, and
I am gratified certainly that there are as many of you here today
as there are. I have a few written comments that I am going to
make, and then in as much as you have the group as you have, I
would prefer that to allow them of course to make their comments
as I am sure you have more to offer than I have.

During the past several months, attention of course has been in-
creasingly directed to the financial stress that we have seen in the
agricultural sector in this country. Government and industry lead-
ers journey to Washington essentially giving the same message and
that of course is the farm communities is in probably the greatest
financial stress since the depression of the 1930's. From Washing-
ton has frankly come a noteable lack of interest. Agricultural ex-
perts have offered evidence suggesting that up to a third of all
farmers will continue to slide closer and closer to insolvency.

Indeed let me interject this past week I happened to run in to a
fellow in Minneapolis who was offered some additional information
that in excess of 40 percent of all farmers in the central part of the
United States have a debt to asset ratio that exceeds 40 percent.
About 21 percent have debt to asset ratios that exceed something
like 70 percent, suggesting the severity of that problem. Most
smaller midwestern communities, agriculture clearly is the pri-
mary economic activity. The financial stress in agriculture then is
a very important component in describing the various structural
changes that are taking place in the rural community. Inasmuch
as agriculture is such an important aspect I would like to initially
give you a brief historical perspective of some of the things that
have happened.

The 20 years before World War I have commonly been dubbed as
sort of the golden age of American agriculture. During this period
farm income and prices rose rapidly. During and up to 1920 after
World War I prices and incomes continued to rise with foreign
demand interestingly being an important driving force in the
upward movement. In the short recessionary period of 1920 and
1921 the prosperity of the 30 years previously came to an end.
Mortgage indebtedness incurred during that earlier 30-year period
continued to weigh heavily and denied the agricultural sector a
share of the recovery of 1921. Interesting is the parallel of the
1984-85 period. Then, as today, foreign markets failed to absorb the
expanding output which was due to among other things the techno-
logical advances in your industries.

Throughout the 1920's farm incomes and prices remained rela-
tively low. In 1929, in order to promote an orderly agricultural
marketing system, the government intervened in the agricultural
markets for the first time when the Federal Farm Board was cre-
ated. This attempt quite frankly failed. As price takers, the farm-
ers during the depression were probably the earliest and most cru-
elly effected by that depression. I happen to be an Iowa farm boy
and my family came through the depression, and my mother I
guess still remembers it very, very clearly.
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Through World War II and in the 1950's agriculture in general
flourished with a brief slump in 1948 and 1949. During this period
the full parity concept was withdrawn, and however despite this
modest change in the guideline, the soil bank and other programs
continued to provide support to agriculture. In the 1960's about $3
billion was being directed to the agricultural sector to remove from
production of about 250 million acres.

The stormy history then of agriculture is clearly reflected in his-
torical development of the rural communities of America. Most de-
veloped as service centers to the agricultural sector or if they did
not develop as service centers to the agricultural sector, they devel-
oped as centers of local government. Structurally, the communities
were driven by income generated by the agricultural sector. From
this economic base employment and income was provided to sup-
port the secondary or retail trade of these communities. Indeed in
most of these communities you had the clothing store, the hard-
ware store, and the small eating establishment, and each of these
making up what is referred to as sort of the fabric of rural Amer-
ica.

Finally, the banker provided the financial services to facilitate
and support these activities. As providers of service to the commu-
nities, these cities, these small towns appeared to be relatively effi-
cient. Indeed, they were what as economists would call the least
cost structure. Today the question of whether these communities
are any longer the least cost units for the delivery of these services
is in question. Indeed, we see a new development. Real farm
income, of course, has continued to grow. Both the primary sector
and the secondary activities within the community certainly in the1960's and up through 1968 continued to grow. Partially as a conse-
quence of the prosperity, by 1968 for the first time, the United
States was to be faced with a problem of inflation.

Indeed, after 40 years the demand oriented macroeconomic policy
and a maturing economy pressures, on the supply side of the
market were to be felt for the first time. Lagging productivity
along with continued rising prices signaled the beginning of this
new era. Further exasperating the problem again was the entry
into the Viet Nam war. With inflation, a perceived rapid growth in
income left a false impression that each of us were benefiting. We
were benefiting with large gains. Though false the behavior of this
period began was significantly influenced and this changed behav-
ior toward what we are going to call borrowing became very impor-
tant in the 1980's. Indeed, the idea of leverage, borrowing, became
a widely accepted interest of management. This was true in both
the farm and non-farm sector.

With inflation and enormous price increases of 1972 and 1973,
land prices rose rapidly. New equipment was purchased, and new
buildings were built. Businesses similarly sought out new markets
and expansion opportunity. Perceived money growth, indeed most
perceived that it was going to continue, appeared to justify this ex-
pansion. Appeared to justify that we should continue this rapid
growth. To finance the expansion, debt grew very rapidly. Later as
inflation slowed, those who expanded through debt ran in to diffi-
culties as cash flows began to shrink. This was true, and I want to
emphasize this in both the farm and non-farm sectors, it was not
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only the farmers, but certainly in the case of the smaller business
where the same problem existed.

The financial sector was similarly influenced by the inflationary
environment, the rapid growth in their deposits, this provided an
expanded deposit base to be used for lending activities. Due to what
appeared to be the growing equity base in both farm and non-farm
businesses, expanded lending appeared to be a rational course of
action. Indeed it was one of those things where each responded in a
rational manner. With hindsight and the knowledge that much of
the equity was inflation created equity and not based on productivi-
ty, many of these loans probably should not have been made.
Today the cash: flow from these assets that were purchased is
simply not adequate to service the debt and has created many of
our problems.

A comment or so on interest rates. Prior to October of 1979, in-
terest rates were as generally agreed held below market levels by
the actions of the Federal Reserve. As the cost of financing is a
central consideration in the purchase of an asset, these arbitrarily
low levels tended to encourage further borrowing. More important
of course was the impact on individual firms, both farm and non-
farm again, and I want to emphasize that. With low interest rates,
use of assets which were financed with leveraged dollars quite
frankly was a very rational decision on both parties. A firm operat-
ing was able to margin at 20 percent with financing at 8 percent, it
made sense to go out and borrow those funds.

The operating procedures of the Federal Reserve changed in
1979, the rapid change in the interest rate to their perceived
market levels found many firms that were highly leveraged using
short term funds in trouble, considerable trouble. This policy has
had an enormous impact, enormous impacts on the changes that
have taken place in rural America. Indeed let me emphasize that
in a sense, that many of those things that were taking place in
rural America probably would have taken place any way, but what
happened was that this inflationary environment certainly acceler-
ated it.

A couple other comments, with the economically efficient sized
farm entities becoming larger and with the shift of the agriculture
sector away from being a labor intensive industry, and the avail-
ability of highly sophisticated marketing tools, the demand quite
frankly for the local services from the local communities have gone
down. I don't like to say that, I believe in small businesses but
quite frankly some of the larger farmers now are their own whole-
salers. I don't blame them, it is the thing to do. They are going to
the manufacturer directly, again I don't blame them, it is the thing
to do, but it is happening. In terms of marketing today you can
market directly to Chicago, you don't need a local sales person to
do that. It is happening.

Another thing I think we need to have pointed out that is a
changing demography and a changing structure of the demograph-
ics of these communities. At one point it was made clear to me by
actually a South Dakotan when I was up in northern South Dakota
several months ago. After World War II there were those that
came back from the war and when they came back to the local
communities the thing they did was went into businesses. If you
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stop and think about it most of them were 26 to 28 years old, if you
do some addition you suddenly realize about 1981 or 1982 they
began to retire, as they began to retire they began to sell their
businesses to younger people.

What the younger people discovered was given a contract and
given the interest rates we were experiencing in that period, it was
not possible to stay alive in that environment and many of those
businesses have had to go back to the original owners. In terms of
traveling we used to worry about traveling 15 miles, now we don't
worry about traveling 100 miles.

Finally let me begin to summarize by asking a question regard-
ing the agricultural problem. That is, is this a problem that is
going to continue to face us? And the answer is probably yes. The
changes taking place are not done. We probably have several years
to go. Most of us, and I think you ought view it this way is to view
it as there are opportunities out here. I think in South Dakota
there are opportunities like any place else in this country and we
want to view it that way. One thing don't look for a villain, it
doesn't do you any good. Don't blame it on someplace else. We have
a problem, let's address the problem. It is two-fold, first of all there
is a short term problem, the short term problem is providing
income in the short term.

I think we see surfacing out of Washington and various other
sources some ideas as to how to approach this problem. The second
one is a long-run problem and probably a resource allocation prob-
lem, that is much more serious and much more difficult, and frank-
ly it is probably going to happen regardless of what we do. Senator,
I thank you very much.

[The prepared statement of Mr. Johnson follows:]
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PREPARED STATEMENT OF JERRY W. JOHNSON

I.

INTRODUCTION

During the past several months attention 
has been increasingly

directed to the financial stress in the agricultural 
sector.

Government and industry leaders have journeyed 
to Washington

with the same message. The farm community is 
in the greatest

financial stress since the depression of the 
1930's. From

Washington has come a notable lack of interest. 
Agricultural

experts have offered evidence that up to a third 
of all farmers

will continue to slide towards insolvency. Recent 
evidence has

suggested that nationwide approximately 33 
percent of all farm

operators have a debt to asset ratio in excess of 40 percent

with 15 percent exceeding 70 percent.
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In most smaller midwest communities agriculture is the primary

economic activity. The financial stress in agriculture is an

important component in describing the structural changes

occurring in the rural community. Given the importance of

agriculture to the rural community, section II is a brief

historical perspective on the agricultural sector. Section III

reviews the small communities as a social entity for providing

service to the primary sector. The final section discusses the

many facets of the changes taking place in the rural

communities.

II

Historical Perspective:

The Farm Sector

Pe eWorld War II Period

The twenty years before World War I have been dubbed "the

golden age of American Agriculture". Farm income and prices

rose sharply during the period. During and up to 1920 after

World War I prices and incomes continued to rise with foreign

demand being an important driving force in the upward movement.
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In the short recessionary period of 1920-21 the prosperity of

the previous thirty years was to come to an end. Mortgage

indebtedness incurred during the previous period of prosperity

weighted heavily and denied the agricultural sector a share of

the recovery of 1921. Interesting is the parallel to 1984-B5.

Then, as today, foreign markets, failed to absorb the

expanding output which was due to, among other things, the

technological advances in the industry. Throughout the 1920's

farm prices and incomes remained relatively low. In 1929, to

promote "orderly agricultural marketing", the government

intervened into the agricultural markets for the first time

with the establishment of the Federal Farm Board. The attempt

failed with the exhaustion of funds required to absorb the

excess supply which resulted due to the incentives of the

support prices.

As "price takers" the farmers were one of the earliest and most

cruelly affected during the deceleration of the early thirties.

The New Deal farm policy of the Roosevelt Administration was

designed to address the rapid decline in income in the

agricultural sector. From the failure of the Federal Farm

Board the Administration learned the need to restrict supply

through the use of acreage restrictions and marketing quotas.

Though the purpose of the program was to restrict

output-supply, again continued support prices and guaranteed

sales served as enormous incentives to expand output. As a
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short run policy farm income assistance was provided. As a

long run policy to promote a closer relationship between supply

and demand, it probably was not successful.

World War II and Beygon

Through World War II and to the early 1950's agriculture in

general flourished other than a brief slump in 1948 and 1949.

During this period full parity was dropped as a policy

guideline in an effort to withdraw the public sector from its

extensive intervention in the agricultural markets. Despite

this modest change in guidelines the soil bank and other

programs continued to provide support to agriculture. By the

1960's about $3 billion was being directed to the agricultural

sector to remove from production about 250 million acres.

III

Historical Perspective:

A Midwest Community

The stormy history of agriculture is reflected in the

historical development of the rural communities. Most developed

as service centers to the agricultural sector or as centers of
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local government, i.e., as county seats. Availability of rail,

river, or highway transportation served as the basis on which

specific community locations were selected.

Structurally the communities were driven by income generated by

the agriculural sector - the primary economic activity of the

area. From this economic base, employment and income was

provided to support the secondary, retail trade, activities of

the communities. Included was the clothing store, the hardware

and feed store, and the small town eating establishment. Each

represented a vital part of the fabric of the typical small

town. Finally, the banker provided the financial services to

facilitate and support exchange activities in the communities.

As economic and social entities the communities have

flourished, though not escaping the cycles of the agricultual

sector, over the past one hundred years. As providers of

service to the communities they have tended to be relatively

efficient or, in economic jargon, they have been the least cost

social structures for the delivery of services to the rural

communities.

IV

A Setting For Structural

Change
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Inflation =_A New Era

Real farm income continued to grow along with nonfarm income

through the 1960's. Both the primary sector, agriculture, and

the secondary activities within the communities continued to

flourish. Between 1960 and 1968 South Dakota shared with the

national economy in the longest sustained period of growth ever

experienced in our country.

Partially as a consequence of the prosperity, by 1968, for the

first time the United States was to be faced with the problem

of inflation. After forty years of demand oriented

macroeconomic policy and a maturing economy, pressures on the

supply side of the market began to be felt. Lagging

productivity along with continued rising prices signaled the

beginning of a new era. Further exacerbating the problem was

the entry into the Vietnam War.

Inflation Induced Behavior

With inflation, a perceived rapid growth in income left false

signals of expanding wealth. Though false, behavior is and was

influenced. A changed behavioral attitude towards borrowing

took place during this period and was to play an important role

through the early part of 1980. Indeed, leverage became a

widely accepted instrument of management.
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This was true in both the farm and nonfarm sectors. With

inflation and the enormous price increases in 1972-73, land

prices rose rapidly, new equipment was purchased and new

buildings were built. Businesses similiarly sought new markets

and expansion opportunities. Perceived money growth rates

appeared to justify the expansion. To finance the expansion

debt grew rapidly. Later as inflation slowed those who expanded

through debt ran into difficulty as cashflows shrank.

Like the farm and nonfarm businesses, the actions of the

financial sector were influenced by the inflation environment.

With the rapid growth in money income, deposits grew rapidly

providing an expanded deposit base to be used for lending

activities. Given what appeared to be a growing equity base of

both the farm and the nonfarm businesses, expanded lending was

a rational course of action. With hindsight and the knowledge

that much of the equity was inflation created equity and not

based on productivity, many of the loans probably should not

have been made.

Interest Rates

Prior to October of 1979 interest rates were, it is now

generally agreed, held below market levels by the actions of
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the Federal Reserve. As the costs of financing is a central

consideration in the purchase of an asset the arbitrarily low

levels tended to further encourage borrowing. The below market

interest rates and thus lower relative price encouraged

movement of credit into the capital intensive industries.

More important was the impact on the individual firm - farm or

nonfarm. With low interest rates, use of assets which were

finanaced with levered dollars was a rational decision. A firm

operating with a margin of 20 percent and funding at 8 percent

was able to lever his profits with the debt financing. The

same is not true with interest rates at 18 percent.

When the operating procedures of the Federal Reserve changed in

1979 the rapid advance in rates to their market levels found

firms that were highly levered with short term loans in

immeditate trouble. This was true of both farm and nonfarm

businesses. The policy change had an enormous impact upon the

rural communities. Though the structural changes taking place

'would have occurred regardless the process was accelerated.

PDelininD_Peman_ fgor Cgmmnity Services

With the economically efficient sized farm entity becoming

larger; the shift of the agricultural sector away from being a
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labor intensive industry; and the availability of highly

sophisticated marketing tools, the demand for services locally

provided has declined. Many farmers are today large enough to

buy directly from the manufacturer making the retailer no

longer necessary. To sell grain a direct electronic link to the

major national markets is possible. Whether the local community

is any longer the least cost means for delivery of services is

now less clear.

Changing Community Demographics

After World War 11 many of those that had been serving in the

armed forces returned to their home communities to seek

employment. Nationally, the economy was in transition between

a war time and domestically driven economy. Upon returning

many went into business for themselves. These wartime

entrepreneurs are reaching retirement. Most flourished in

their respective businesses from 1950 to the early 1970's.

During the mid 1970's they survived on equity built up during

the 1950's and 1960's. Today, as they retire, they are selling

their businesses to younger men and women who, though excellent

managers, discover that no longer is it possible to purchase a

small rural community business on contract, service the debt,

pay the principle and provide day to day living expenses. The

business, all to frequently, is returned to the orignal seller
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only to be closed.

Growth in RegionalShoflgj- ggnterCs

Added stress to the small retail communities has also been

caused by continued advances made in transportation technology.

The willingness of the consumer to travel many miles to shop in

the regional shopping areas has, to a considerable extent, been

due to the improved conveniences in transportation. The

regional shopping areas have grown rapidly to meet the demands

of their expanded market areas. While the regional shopping

centers have expanded virtually every small community has seen

the return of a modern day general store. Stocked in these

stores are necessity items which are needed on a day to day

basis. The larger shopping facilities have replaced the local

specialty store as the low cost delivery mechanism of the non

convienance goods. The concept of the "dual economy" in South

Dakota reflects the changing marketing patterns. As the

smaller communities have contracted the shopping centers have

continued to grow. Retail sales figures in 1983 began to

reflect this change.

Agricultural Problems - Continuing_ tcess gn Cgmmvnity

From an economists perspective the short run problem in
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agriculture is one of instability in farm income. Since

agriculture is the primary economic base of most rural

communities instability in farm income means instability in

retail trade. Periods of stress are common whether it be due to

low farm prices or poor crops. The long run problem is much

more complex.

Most economists would argue that the underlying problem in the

long run is the over allocation of resources to the agricultual

industry. The evidence used to support this conclusion is the

continued oversupply of agricultural products. The reason for

the oversupply it is argued has been the rapid technological

advances of the past twenty years or more. In 1820 each farmer

produced enough to support four persons. By 1980 the same

farmer could support in excess of sixty persons. Productivity.

since WWII in the agricultural sector has advanced twice as

fast as in the nonfarm economy.

A second problem cited is the insensitivity of the consumption

of agricultural products to price changes. What this means is

that even though prices decline demand for the consumption of

the products does not expand. It further means that prices will

continue to be highly variable and will depend up short run

supply conditions. Regardless, the long run problems of an

industry - agriculture - in transition will continue to play an

important role in the evolution of the rural communities.

The problems of the American rural communities are real as are

the human costs. The costs can be, and should be addressed by

the public sector. However, there is a delicate balance

between market incapacitating intervention into the markets and

providing assistance in overcoming human costs.



20

Senator ABDNOR. Thank you, Jerry. Your remarks gave us a good
kickoff here. I think you have pretty well covered the broad areas
and I thank you and I am happy you will be up here with us when
we get into questions and answers. I think we probably will have
our next gentlemen testify and give us his outlook. He has a lot of
credibility in the agricultural field as well as all throughout South
Dakota, and that is Mark Edelman. He is a noted agricultural
economist and he is going to talk about the South Dakota farm
sector and its relation to the economy. Mark, we are happy to have
you with us. If I didn't say so, he hails from South Dakota State
University.

STATEMENT OF MARK A. EDELMAN, AGRICULTURE AND PUBLIC
POLICY ECONOMIST, SOUTH DAKOTA STATE UNIVERSITY,
BROOKINGS, SD
Mr. EDELMAN. That is right, thank you Senator. I want to make

that point clear. It is certainly my privilege to address this distin-
guished committee and this audience today to discuss some of the
profound problems and challenges facing South Dakota agriculture
in rural communities. I do have more written comments that I will
submit in my prepared statement, but I want to confine my spoken
comments primarily to two areas.

One is to help clarify the problem faced by rural communities,
and also to outline the alternative policy options faced by rural
communities. The rural community problem. It is twofold. The de-
clining farm numbers in a continuing trend for South Dakota. The
census bureau of farm numbers indicate in 1935 we had 83,303
farms. By the 1982 ag census we had 37,148. So farm numbers have
continued to decline. If we look at the age distribution, we expect
that decline to continue at least until the year 2000.

Very simply, the demographics of it is such that we have about
twice as many farmers in the 45 to 65 age category as we have in
the 25 to 45 age category, and so we simply have, will be having
more farmers exiting the industry than have been entering at the
present rates of entry. So, according to some projections that Pro-
fessor Janssen and myself from SDSU put together a couple of
years ago, we expect that by the year 2000 we will be looking at
less than 30,000 farms in South Dakota because of the present age
distribution. That is not saying we like that, but that is where we
see the current trends continuing. The rate of decline is also effect-
ed by the current financial stress in agriculture, and we do have an
indicator of that.

Last week Brian Schmiesing, another SDSU colleague of mine,
and I released a survey of agricultural lenders that we had sur-
veyed in November of last year. We had a 53-percent response rate
of the ag lenders, and in terms of the current level of financial
stress, we found that 16 percent were regarded as being in a weak
financial position, 8.1 percent of farm customers of the ag lenders
were in an inferior financial condition. So that is, there are two
ways to look at that. That implies about 24 percent of the produc-
ers in agriculture are in a weak financial position, but it also im-
plies about three-quarters are in a relatively sound financial posi-
tion.
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Now, while the net effect of the financial stress is to accelerate
the decline in farm numbers, I think it also has to be pointed out
that with lower machinery prices and land prices that we are
seeing some isolated incidents where new entrants are entering
into agriculture at a relatively sound position. What are the rural
community options? Well, for rural community decisionmakers
that are faced with declining farm numbers they basically have
four options to consider.

One is to attempt to diversify the regional economy into basic in-
dustries that do not depend on the number of farms in the area. In
other words, to foster home grown industries as well as attempting
to attract outside industries might provide more local stability in
terms of employment and income.

The second option, is attempt to expand the trade area to stabi-
lize the local economy. Knowing your customer or your market
share penetration and the customer behavior patterns of the region
can assist in adjusting your local goods and services mix to best re-
ceive an optimum level of income and employment for your region.

A third option is to simply consolidate what you have in order to
strengthen or at least maintain a maximum level of services. At a
recent meeting I was at, a board of director member of a business
said that he would rather take his firm into bankruptcy than to
consider partial consolidation or a merger with a competitor. I
guess the point that I am trying to make is that voluntary consoli-
dations of some functions and services in the private sector as well
as the public sector can in many cases be mutually beneficial to
both firms and might maintain a more-a higher level of local
services than if competition had continued and involuntary consoli-
dation occurred at a later time.

The fourth option is simply to do nothing and allow the trends to
continue and economically decline as farm numbers in the popula-
tion base decline. Now that is not optimistic news facing rural com-
munities, but those are the four basic options, and they are, there
is only so many ways out of the box. Now, the first three options
require some investment of time and money with no guarantee of
success. An evaluation of community strengths, weaknesses, oppor-
tunities and threats, can assist in this decisionmaking process, and
the option selected by each community depends on the local re-
sources, opportunities, leadership, and the values of the community
involved. There will be some gainers and some losers as this re-
source allocation occurs. Some communities may be already beyond
help. However, others with sound leadership can turn a trend
around.

Let me close by saying that the instability of the world trade and
exchange system in the 1970's was the cheapest and the biggest
rural development program the midwest had ever seen in our Na-
tion's history, and I think the big question that is facing us today is
that should this international stability be allowed to cripple rural
America during the 1980's; or should some Government assistance
be provided to absorb the adjustment and in order to allow a cush-
ion in rural America to diversify and give it a chance to diversify
rural America's economy.

The specific programs that the Government could consider, one
option is to, of course, do nothing but allow current policies and
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trends to continue. The second approach is to assist agriculture and
thereby assist rural communities. The third approach is to directly
assist rural communities in helping rural communities follow their
developed economic development plans.

Let me close by saying that I appreciate the opportunity again,
Senator, to be asked to testify to this distinguished group. I would
like to point out that SDSU extension has programs in rural devel-
opment, agribusiness management, and public policy as well as
farm finance, marketing, and production management, and to the
best of our ability we are going to be out in the hinterland doing
our job to best assist our clientele as best we can. And I certainly
want to commend you for your attempt to gain greater visibility
for the plight of rural America, and your struggle to, and wish you
success in taking this viewpoint and this message back to Washing-
ton. Thank you very much.

[The prepared statement of Mr. Edelman follows:]
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PREPARED STATEMENT oF MIAmR A. EDEnAN

Observations On The Future Of South Dakota
Agriculture and Rural Communities

Mr. Chairman, it is my privilege to address your

distinguished committee on the profound problems and

challenges that are facing South Dakota agriculture and

rural communities. First, let me reiterate that my assumed

role as an educator is to assist in clarifying the problems,

outlining alternatives, and discussing the probable

consequences. of policy options so that citizens and their

leaders have a more informed appreciation of the facts for

public decision-making.

Second, it is my observation that our private

enterprise and democratic political system has never

guaranteed success. to those.who entered into business.

However, upon occasion we have greatly assisted an ailing

city, business, or sector of the economy and our society

has always provided an opportunity to start over.

The philosophical principal of our society has been to

distribute income according to ability above a minimum

level of basic need. The debate focuses on defining the line

of compromise in this concept. Ever since colonial days,

our political leaders have debated this issue: "What should

the government do for the people?" and "What should the

people do for themselves?" -
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Having said that, let me divide my remaining remarks

into three areas: (1) the nature of problems faced by rural

communities, (2) the options faced by rural communities, and

(3) government's role in assisting rural communities.

The Rural Community Problem

How should rural communities, which are largely

dependent upon agricultural commerce, adjust to their

declining farm customer base? a certain number of customers

are required for a business or any other rural institution

to survive. As a result, many rural communities face

increasing prices and/ or declining local services as their

customer population shrinks. This, in turn, tends to

increase the cost of living and/or reduce the standard of

living for remaining residents.

Declining farm numbers is a continuing trend for South

Dakota. Census Bureau farm numbers peaked at 83,303 in

1935 and declined to 37,148 in 1982. The state-wide net

decline in farm numbers between 1978 and 1982 was 398 farms

per year or 1.0% per year according to the 1982 Ag. Census.

As is true for many states a dual trend is emerging in

farm numbers. Numbers of farm exceeding 1,000 acres in size

have increased as have numbers of farms that have less than

140 acres. The major decline in farm numbers has occurred

in the medium size farm group.

Farm numbers are expected to continue to decline, the

question is: "How fast?" A 1983 analysis by Professor

Janssen and myself at SDSU projected less than 30,000 farms
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by the year 2,000 simply based on the current age

distribution of our farmers and ranchers. We simply have

about twice as many that will exiting due to age as we have

had entering the industry in our state.

The rate of decline in farm numbers is no doubt

affected by the current financial stress in agriculture.

Last week, SDSU Professor Schmiesing and I released a survey

of agricultural finance conditions as viewed by 53 % of the

346 South Dakota agricultural lenders in November 1984. The

lenders indicated their customers' financial position as

follows: 14.3% superior 23.1% good, 38.5% average, 16.0%

weak, and 8.1% inferior. Tn addition, 46.9 % of the

lenders' farm customers had increased their total debt

during the past year. Total debt stayed the same for 34.2%

and declined for 18.9%.

While the net impact of financial stress is to

accelerate the rate of decline, it must be said that lower

machinery and land prices are providing. opportunities for

some new entrants into agriculture.

Rural Community Options

Rural community decision-makers that are faced with

declining farm numbers have four basic community options:

Option 1. Attempt to diversify the regional economy

into basic industries that do not depend upon the number of

farms in the area; Fostering home grown, as well as outside

industry, might provide local stability in employment and

income. , - - -
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Option 2. Attempt to expand the trade area to stabilize

the economy; Knowing your customer area, market share

penitration, and customer behavior patterns can assist in

adjusting the local goods and service mix.

Option 3. Consolidate to maintain maximum services; In

a recent meeting, a board of director member of a business

said that he would rather take his firm under bankruptcy

than to consider partial consolidation or merger with a

competitor. The point is that voluntary consolidation of

functions and services, in the'private as well as public

sector, can in many cases be mutually beneficial to both

firms and might maintain more local services than

continued competition and involuntary consolidation.

Option 4. Do nothing except decline economically as

farm numbers and the population base decline.

The first three options require investment of time and

money with no guarantee of success. An evaluation of

community strengths, weaknesses, opportunities, and threats

can assist ih this decision-making process. The option

selected may vary depending on the resources, opportunities,

leadership, and values of the community involved.

There will be economic gainers and losers as a result

of the current financial stress in agriculture. Some

communities are beyond help,, due to lack of resources and

opportunity. Others may simply lack leadership. As a result,

some communities may remain economically. viable, only if

community leaders actively address the present situation.
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What Can Government Do To Assist
Agriculture And Rural Communities?.

First, there is no question that government has a role

to play in setting our monetary policy so as to promote long

run price stability and low inflation. Agriculture and rural

communities benefit from stable prices just as other sectors

of the economy.

Second, moving toward a balanced budget could possibly

reduce interest rates and reduce the exchange value of the

dollar which would tend to stimulate exports and reduce

imports for agriculture. However, reducing the federal

budget deficit may not reduce the value of the dollar as

much as some in agriculture may hope. As long as we continue

to fight inflation during the 1980's, interest rates must

remain above the inflation rate. Assuming all else constant,

this implies that we are likely to see a higher valued

dollar than we experience during the inflationary 1910s.

Third, the government must decide its future role in

farm policy during 1985. We cannot expect to maintain a

constant share in world commodity markets with high price

supports on top of a strong dollar. Cargill's recent

Argentine wheat import caper demonstrated that.

Tt is true that the largest factor pricing us out of

the world market has been the rise in the value of the

dollar. However, if the value the dollar does not decline,

we must consider lowering supports if we want to improve our

competitive position in world trade.
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On ,the other hand, rapid movement toward market

oriented policy will result in more farm failures in the

short run and larger adjustments for rural communities.

The instability of the world trade and exchange system

in the 1970's, was the cheapest and biggest rural

development program the midwest had ever seen in our

nation's history. The question is should this international

instability be allowed to cripple rural America in the

1980's. Or should some government assistance be provided to

absorb the adjustment and diversify rural America's economy.

What specific programs could the government adopt to

assist rural communities? One approach is to do nothing. A

second approach is to assist financially stressed producers

in order to slow the adjustment process. Third is to assist

rural communities in implementing their economic development

plans. Let's take a closer look at the last two options.

What Should Government Do
About Financially Stressed Farmers?

Option 1. Let present trends and uncertainties in world

production, trade, exchange, and government policy determine

the income of individual farmers and ranchers based on their

luck and ability to cope with their environment. Let those

who do not succeed, rely on their own resources, churches,

private charities, community resources, and current

government programs to start over.

Option 2. Government helps financially stressed farmers

to stay in business through targeted direct financial
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assistance, self-help risk reduction programs, and/or

marketing and financial management training. For example,

the SDSU Ag Lender Survey indicated that over half of their

farm customers' records were inadequated for financial

planning purposes.

Option 3. Government assists financially stressed

farmers to start over by assisting in the provision of off-

farm employment opportunities, targeted financial assistance

to .,4rovide for minimum basic needs, and/or targeted

educational and training assistance programs geared to

new skills or starting another business in the region.

What Should Government Do
About Rural Communities?

Option 1. Let local resources and present trends in

economic forces determine growth and decline of communities.

Option 2. Government provides aid targeted to all rural

communities in a comparable fashion to unban programs.

Option 3. Government targets aid to rural communities

under severe stress in agriculture.

Option 4. Government assists rural regions in

developing and implementing economic revitalization plans.

Tn conclusion, T hope that T have stimulated some

thoughts on the challenges ahead. Certainly SDStL Extension

programs in rural development, agribusiness management,

and public policy, as well as farm finance, marketing, and

52-112 0 - 85 - 2
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agricultural production management, can assist in making

the tough decisions facing many agricultural producers and

rural communities under financial stress. Tn particular,

SDSU Economist Tom Dobbs has discussed local development

options with many local development groups across the state.

The SDSU Agricultural Experiment Station and Census Data

Center can provide relevant local information for developing

action oriented plans in many of the areas suggested by your

rural initiative.

Tn closing, T certainly want to commend you Senator

for your attempt to gain greater visability for the plight

of rural America. Your rural agenda is broad and complete.

T wish you best success in taking the message to Washington.

Senator ABDNOR. Thank you, Mark, for those very fine com-
ments. I know you are doing all you can to help get the economic
conditions in this part of the country turned around. Again, this is
the kind of statement we need when we go back to Washington to
tell people the way it really is out in rural America. For some
reason some of our city cousins and some of our biggest economists
don't seem to realize there is a difference between the conditions
out in rural America and the urban areas. Our next witness is a
gentleman from the University of South Dakota who has done con-
siderable work in Government research. He is going to share with
us his observations of South Dakota from a public policy point of
view, because we are interested in this area and we are doing well.
It is Russell Smith. Russell we are very happy to have you here
today to give us your thoughts.

STATEMENT OF RUSSELL L. SMITH, DIRECTOR, GOVERNMENTAL
RESEARCH BUREAU, UNIVERSITY OF SOUTH DAKOTA

Mr. SMITH. Thank you very much, Senator. Let me say it is
always amazing and heart warming to see the interest that South
Dakotans have in their State and local governments. I think the
turnout at the meeting today is indicative of that interest. Before I
make my remarks I do want to congratulate Senator Abdnor and
his committee on their ambitious program and their ambitious
hearing schedule for the coming 12 to 18 months. I think the
future of rural America, the future of rural South Dakota depends
very much upon the findings of your committee and their recom-
mendations.

I will keep my comments brief as I was instructed to do. I do
have a prepared statement which I will submit, and I would be
happy to provide copies to people who would like the prepared
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statement if you will give me your name. As a political scientst
and a person who is in a position at the university where I am con-
cerned with public policy processes, and governmental structures
for dealing with policy processes, I am interested in how the rural\
economy changes in South Dakota as rural economy is impacting
our local government systems.

As the economy of rural America changes, as the economy of
rural South Dakota changes, there will be, there have been popula-
tion and resource base changes. These bring new problems and new
opportunities. It is important to look at and try to assess the extent
to which our local governments are facilitating and making adapt-
ive responses to this new environment. These governments can fa-
cilitate by trimming back, by shedding old functions that are no
longer needed, and by taking on new functions in different forms.
Likewise these local governments can hinder this process of adapt-
ive response by doing nothing.

To stimulate my own thinking about this area, and to stimulate
dialog with regard to local government functions and changes to a
changing rural South Dakota economy, I have started looking at
how the rural economy effects local government, and I have also
tried to start beginning a process of identifying the types of re-
sponses that local governments might take. My research is in
progress. My comments are tentative, there is a great deal of work
I want to do. There are a great number of people I want to talk
with. I do want to make four points though.

As Mark has indicated, the number of farms is declining in the
State and will in all likelihood continue to decline. It is important
to realize that traditionally the rate of decline in farm numbers in
South Dakota has been slower than the national average. More re-
cently, since 1977, the decline has speeded up, has sped up. While
we don't have good information, based upon what Mark and his
colleagues are finding at SDSU through their survey work, the de-
cline is in all likelihood continuing to accelerate as the farm econo-
my undergoes additional stress.

It is also important to understand the number of South Dakota
farmers who rely upon agriculture as their primary occupation is
extremely high. It is still around 80 percent. This is higher than
the national average which I believe is what, around 60, or 51,
slightly over 50 percent I believe. While we rely upon farming
more so than other States on the average for our occupations, pri-
mary occupation and earnings, our reliance is declining at a rate
faster than the national average. To me these trends indicate a
worsening farm economy in the State. These trends indicate signifi-
cant impacts in the future of our rural communities.

I have tried to look at the relationship between farm decline and
community and county population decline, and there is a signifi-
cant substantial relationship between the two. As farms decline,
county population declines. The primary exception to this is those
counties with an urban community over 2,500 population, and
there are 21 counties in that category. Those counties are able to
fend off population declines that result from the decline in farm
numbers. Counties with no urban center are not able to counter
the decline in farms. They lose population.
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Our small towns are also losing population as the farm numbers
decline. Towns of fewer than 2,500, regardless of whether they are
in a county with an urban center or not, have lost population since
1960. Towns under 500 are in the worst stress of all, roughly
around 70 percent of those communities having lost population
since 1960.

It is also important I think to keep in mind not only that as
farms decline, counties and their communities decline, but we have
another problem in this State. It is not just the problem of decline,
it is a problem of small size. The majority of our counties lost popu-
lation from 1960 to 1980; 75 percent of our counties today have
fewer than 10,000 people in them, and a third of our counties have
fewer than 5,000 residents. The problem of small size makes for rel-
atively inefficient governmental service delivery.

South Dakota has long been regarded as one of the most over-
governed States at the local level in the country. In the 1960's we
shared the distinction or we had the distinction, we didn't share it,
we had the distinction of having the most local governmental units
per person or per 1,000 people of any State in the country. Today
we are number 17. We have a double problem, a problem of a large
number of governmental units, and those numbers are static even
though population is declining, and our governmental units are rel-
atively inefficient in delivering services.

The burden, the financial burden of local government in this
State for many years was greater than the national average. If you
look at the proportion of the personal income going to local Gov-
ernment services in this State, in 1967 I believe it was around 105
percent of the national average. Today it is below that national av-
erage, but State government in South Dakota has picked up much
of that local financial burden. Local government's revenues in this
State in 1982, around 22 percent of those revenues were derived
from State aid. So if we look at State and local government finan-
cial burdens in this State we see that we pay relative to the rest of
the country, around 105 percent of the national average in terms of
personal income. Well, what I see is an extraordinarily large
number of governmental units that are small and they are relative-
ly inefficient.

What can we do about it? There are two primary strategies I
think that I see from a governmental perspective. One is to pro-
mote structural change. Multicounty consolidation, city/county
consolidation in some cases. Some of our smaller communities may
want to think about disincorporation. We may have to also think
about and should think about transfer of functions from the coun-
ties to the State, and from cities to counties. The record at the na-
tional level and in South Dakota is not very optimistic with regard
to structural change.

We like our small governmental units, we feel closer to them, we
feel that they are more accessible, we also link large size with
higher taxes. I think that is a false assumption, but most of us
share that assumption. I don't think we will see a great deal of ini-
tiative from local governments and their citizens. I think what we
probably will be looking at is State leadership in this area. I am
not sure where that leadership will come from or in what form it
might come.
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The second option is what I guess I would call local self-help, and
in that category I include strategies such as cooperative regional
service delivery, alternative revenue raising mechanisms, and regu-
latory changes that reduce the demand for Government services. I
also think that we need to think, pay more attention to the in-
creased use of volunteers. Volunteerism has been the backbone of
local government in this country for years, and I think we need to
renew attention to that.

In responding to the need for change in local government sys-
tems, I think we have to place the greatest burden at the State and
local level. There is not a great deal the Federal Government can
do to aid this process. There are three things, though, that I would
offer at this point. First I think the Federal Government can con-
tinue to strengthen the roll of State governments as policymakers
in this country. That has been underway for several years. I would
like to see it continue. Block grants have put States in the driver's
seat, so to speak, and have reversed the several decade process of
national local linkages.

Now the national government is focusing more on States and re-
storing them to their position of influence over local governments.
So block grants can continue to strengthen States. It can continue
to help them be leaders in addressing State problems. State and
local problems. Second, the Federal Government I think can best
aid rural areas, and let's face it, the best policy for most rural citi-
zens and for those communities and counties that are threatened
with population decline, because of the decline in farms, the best
policy for those people and those communities and counties is in a
agricultural policy that restores profitability to the farm sector.

Finally, as these communities undergo adjustment and adapt to
these changes, the Federal Government can continue to provide
training and other rural development programs and resources that
can help all of us. All too often, however, these programs are not
targeted adequately, and this is in large part a function of the fact
that we know all too little about what is going on in rural America.
As we have, as rural America has been lowered in terms of its im-
portance, our data gathering and information has also been re-
duced. Thank you very much Senator for the opportunity to pro-
vide these comments.

[The prepared statement of Mr. Smith follows:]
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PREPARED STATEMENT OF RUSSELL L. SMiTH

"Adapting Lcal Oaverzsent to A Changirg 1ral South Iakota"

Intlroction

Since the early 1970's identification of the reveral of the long-.stardan

pattern of rural-to-metropolitan migration, much attention has been focused on

the status and condition of nometropolitan America. This renewed interest was

welcomed by rural observers, residents, and elected officials alike. As a

result of this attention, however, there has been a good deal of "blurring" of

nrual issues. For example, much of the recent writing on nornetropolitan cam-

unity governaent and development focuses on the nature and nmnagernt of growth

in oil and coal "boantowns," retirement and recreation centers, and rural places

(camunities with fewer than 2,500 people) within or adjacent to metropolitan

areas. Issues of planning for growth, developing public service delivery systems,

local govemnment manageit and decision maldng capacity, and mewicaer-oldtiuer

conflicts are treated as among the most critical topics. While such topics are

important, they are most relevant for conaunities in the South, Southwest, and

West, where growth is most likely to be sustained in ncnetropolitan areas.

fhere is, however, another type of nonrmetrpoUtan "ccamuity"-the nral

county with no towns over 2,500 population, asid mumicipalities of fewer than

2,500 residents-the Census Bureau's aigeraraly accepted dividing lime better

"rural" and "urban" canmitites. 'hese camunities have been, and will in all

likelihood, continue to decline in both population and resources. Tis paper

focuses on these casunities and their local govesnents in South Dakota. me

long-tera trens of decline in the family-fanr in this state is not lLokely to

be halted. The consequences of this decline are ennrous, particularly for

the hurxieds of rural South Dakota comunities and their countiss Aiich were es-

tablished during the banner years of agriculture in this state. nhe local govern-

ment "carrying capacity" of South Dakota is diminishing. At the same time the

local government carrying capacity of South Dakota is being eroded, the structure
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of local government is charning all too little. New asd innovative responses

to changing rural comainity contexts is needed in South Dalkota and should be

seen as a vital part of any rural development strategy. Likewise, new efforts

to help existing asi emerging South Dakota "growth centers" need to be undertaken.

After reviewing the linkages between farms and canarnities, the paper

evaluates the "carrying-capacity" of the state for local government. This capacity

is contrasted with the current system of local government. The divergence of

carrying-capacity and the current local government "load" argue for a renewed

look at options for change. Mle final section of the paper presents Scne courses

of action for the future.

FUna-Community Linkages

Farms are a diverse group - they differ by acreage; nature of the

agricultural enterprise; who controls resources and makes operating decisions;

who does the work; and what the goals and aspirations of the farm ard its operators

are (Larson, 1981). These features, as well as the total number of farms in an

area, play a crucial role in structuring the nature and welfare of rural non-

metropolitan caurunities and their surrounding countryside.) 'Tis section profiles

the linkages between farms and rural ca nities. A grasp of fara-camrunity

relationships will help place the population and econanic erosion of much of

South Dakota in proper perspective.

Sane Numbers

A good place to start is by looking at the economic importance of fanms for

rural cammunities in America. Farming, to no one's surprise, is big business for

such ccnasnities. Underscoring this notion is the fact that the share of fans

incane used to purchase farm inputs has increased over time. In 1977, for example,

lIn a related sense, the services asd ecananic and social opportunities found

in rural cormunities affect the life of rural farm people, although this is not the
primary focus of this paper.
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90 percent of America's $99 billion cash income from fanning was spent for farm

production purposes (ESCS, 1979:31). This translates into an average experditure

of $32,807 per farm for production inputs. After farm expenses were paid out, a

net income of $19.8 billion remained from farming operations in 1977 (ESCS, 1979).

This includes $8.5 billion of n-ennaney income ($7.2 billion for the rental value

of farm dwellings, plus allowances for the value of farm products consuned by

fanm households). Net farm income per farm in 1977 was $3,800.

Income from off-farm jobs held by farm operators and their family members,

as well as from other non-farm sources, added $31.9 billion in income. This

resulted in an average income of $18,692 for farm operator families. Included

in this total are $1,781 from non-farm sources, $3,791 in net cash income from

the farm and $3,120 in non-money income (ESCS, 1979:32, 39, 59).

While farm operators and menbers of their families are generally viewed by

the no-farming population as comprising the farm workforce, almost one-third of

farm labor is drawn from ncn-family members. The number of persons hired in 1977

totaled almost 2.4 million, and they completed 254 million man-days of farm work.

Perhaps most important is that the bulk of these workers are drawn from the local

community and area - only 7 percent traveled overnight from their usual place

of residence (Fowe, 1979:8). Almost 80 percent of these workers lived off the

farm, compared with 35 percent in the 1940's.

Fanas and Caomunities

The past four decades have brought a declining number of farms. This has

led to fewer opportunities to enter farming as either an omner or a tenant, and

it has led to a thinning out of the farm population - the farm population has

become less dense as the average acreage per farm in the U.S. rose from 175 in

1940 to 440 in 1982. While the rural community effects of such a change sees

easy to envision, the impacts are not uniformly one of decline. Factors such as

the availability of non-farm job opportunities in the area or community for the
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displaced farm population, the level of gross and net farm incate for those

remaining in farming, the relative importance of farming in the cmmnunity's

econ XI and population, and net migration into and out of the canunity can

reduce negative impacts of structural changes in agriculture.

In general, the proportion of workers engaged in agriculture in an area is

related to out-eigration patterns; the higher the agricultural workforce the

higher the net out-migration (Bowles, et al., 1977:225-239). For example, in

the North Central Census region - the region containing South Dakota - counties

with 50 percent or more of their workers in agriculture in 1960 had a net out-

migration between 1960-1970 of 19 percent of total popualtion, and 66 percent

of sales between the ages of 20 and 24. Counties with less than 10 percent

employed in agriculture had virtually no loss through net migration for total

population, and only 6 percent for males, aged 20-24 (Bowles, et al., 1977).

Typically, this net out-migration is reflected in a loss of total population.

Beale (1976) found that counties with 30 percent or more of the workforce employed

in agriculture had an average 10.7 percent loss of population. In this regard,

it is particularly noteworthy that the smaller towns were the ones most likely

to be negatively affected where out-migration resulted in population loss. In

the North Central states, towns with a population of less than 500 were less

likely to have a stable or growing population than were nonmetropolitan towns

with more than 500 residents (Beale, 1974:5-7).

As the number of farms declines, and as the size of farms increases, the

number of farms tributary to a given caomanity shopping and trading center

typically declines. This, in turn, generally reduces the volume of demand for

goods and services supplied by the cassunity, thus reducing local employment

opportunities and revenues which are tied to the local consumer sector. Additional

canmunity population decline has been found to be associated with these changes

(larson, 1981). Such changes in trading areas don't always show up quickly,
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however. Initial farm declines in Nebraska didn't translate into business declines

in towns; new tributary areas and shopping patterns emerged. ODer time, however

(ten years), population declines translated into miall city trade declines as

larger towns increased their market area.

While the nmn-fans employment multipliers provided by farm employment are

subject to controversy (as in other sectors), in North Dakota, a loss of 3,700

on-the-farm workers associated with farm enlargement and reorganization produced

a 5,722 decline in non-fans employment (Schreiner, 1972:341). Changes in farm

size and structure can also affect the class and occupational structure of

communities since large farms are more dependent upon hired labor.

Studies have also found that a predcninance of small farms in an area leads

to greater income generation in small communities. While the net inccme of the

families operating these asnil farms is lower (Larson, 1981:162), the farmers

owning large-scale fansx are rore likely to shop away from their hometown. Tdis

typically results in reduced selection offered by merchants to retaining cus-

taners (Nesmith, 1963:178).

Changes in land ownership and control of resources and decisions also impact

casunities. Areas of high farm tenancy have been found to be different from

areas of high ownership, even when factors such as the life cycle of the farm

family were controlled for. Larson, for example, notes that as tenancy increases,

the social organization (e.g., voluntary group membership) of comnunities tends

to be weaker and less progressive (1981:163). Rodefeld analyzed the impact of

fans structure on a variety of community facets. Family farms - farms owned by

the operator - were found to have the highest levels of job and residential

stability of workers, the highest average net family income, the largest average

net worth, the greatest involvement in community voluntary associations, the

largest contributions to churches and the highest voting turnout in local

elections (1978:159-177). Industrial fanas - farms with low levels of land
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ownership and labor provided by the manager (who may be hired or be a renter) -

performed thelowest on the above dimensions. The family farm purchased a higher

percentage of goods locally, when available. Corporate or industrial-type farms

have been found to purchase fewer inputs fran local sources, and be less likely to

rely on local financial institutions (Rodefeld, 1978:205-216).

As can be seen, the links between rams and rural camminities are numierous.

At the turn of the twentieth century, hundreds or small towns were established

through this nation's farmland. The growth of agriculture provided the fuel

for community growth. Itday, the decline of the family farm - the primary

agricultural operation in the United States and South Dakota - is contributing

to the decline of rural towns throughout nonmetropolitan America. The magnitude

of the impact of the declining farm economy upon rural nonnetropolitan cammunities

will vary, however. The dependence of the casunity and area ecunoay upon

agriculture, the availability of alternative Jobs for the displaced farm population,

and the level of farm income for those remaining in farming are important in this

regard. Particularly devastating are population decline and net out-migration,

particularly among the young adult generation - the group which provides the

future leadership for communities needing to make difficult choices. In the next

section, some of the community dimensions of the declining farm economy in South

Dakota are highlighted. Of particular interst is the current local government

"carrying-capacity" of South Ibkota. It is through the carrying-capacity notion

that the need for innovative action with regard to local government can be most

clearly seen.

Changing Coamunity Contexts in South Dakota

A Changing Agricultural Context

As with the nation, the number of farms in South Dakota has been in steady

decline since the 1930's. In 1935 - the peak year for the number of farms in
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the state - there were 83,303 farms. Since then, the number of farms has

declined by 46,155 to 37,143 in 1982 (Bureau of the Census, 1982:1). It is

interesting to note, however, that the rate of farm decline has usually been

slower in South Dakota than in the rest of the country. For example, between

1950 and 1982, the total number of faris in the U.S. declined by 58.4 percent,

while in South Dakota the decline was 44.1 percent during the same time period.

rtre recently, the loss of farnm in South Dakota has been above the U.S.

average. During the 1974 to 1982 period, the number of farms declined by 13.2

percent in South Dakota (42,825 in 1974 to 37,148 in 1982) and 3.2 percent for

the U.S. as a whole (Bureau of the Census, 1982:1).

Declining fans numbers have led to increased farm acreage in South Dakota.

Frnm just over 445 acres in 1935, the average size of South Dakota farms rose

to 1,179 acres in 1982 (Bureau of the Census, 1982:1). The tenure of farm

operators in South Dakota has remained fairly constant in recent years. For

both 1974 and 1982, for example, roughly 40 percent (41 percent in 1974 and

40 percent in 1982) of all farns were operated by the full owner. For these

same two years - 1974 and 1982 - 14.8 percent and 16 percent of the farms were

operated by tenants (Bureau of the Census, 1982:1). Just over 87 percent of

South Dlkota's farms were of a family organization in 1982, and only 2.4 percent

were operated by a corporation. The number of fanns where the operator's

principal occupation is fanning has remained about 80 percent (81.4 percent

in 1982). However, while the proportion of SMuth Dakota fans operators who

rely on fanning as their primary occupation has always been much higher than

the U.S. average, the state's decline has exceeded that of the U.S. in recent

years. For example, between 1974 asd 1982, the number of fans operators relying

on fanning as their principal occupation declined by 17.8 percent in South

Dakota, but only 13.5 percent for the U.S. as a whole.

Although not exhaustive in any sense of the word, this brief picture of
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South Dakota agriculture ccrtains mixed signals. While the loss of farsu in

the state has generally been slower than that of the U.S. as a whole, the rate

of decline has accelerated in recent years. In spite of this trend, the

proportion of fans operators who rely on fanning as their primary occupation

re-ains exceptionally high in comparison to U.S. averages. Th1s rust be

tempered, however, with the fact that the proportion of South Dakota fans

operators whto can rely solely on their farm for their livelihood is declining

at a rate that is greater than the rate for all fans operators in the U.S.

In surmary, while the fans tenure and principal occupation data indicate

a support base for small conmunities in South Dakota, the seeds of change

continue to sprout. In fact, it is very likely that the accelerating national

and international restructuring of agriculture and the variability of South

Dakota's weather are combining to possibly overcoae the factor which has

traditionally kept farsers on the farn in South Dakota - the lack of alternative

opportunities. Increasingly, this barrier is not as important. The result

nay be increased out-migration from agriculture-dependent areas, population

decline and crippled camnunities. In the next section, rural area and

cacmnity correlates of fans decline are reviewed.

Camnenity Impacts of a Changing Agricultural Environment

1. Population

Almost one-half of the counties (44 percent) in South Dakota lost population

during every decennial period fron 1930 to 1980. More recently 71.2 percent

(N = 47) lost population during the 1960-1980 period, although the proportion

of counties with population declines fell to 64 percent (N = 42) for 1970-1980.

Fifty of the state's 66 counties experienced net out-migration in both the 1960-

1970 and 1970-1980 time periods (Riley and Baer, 1981:7).

Population decline has been so substantial across much of the state that
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24 of the 66 counties (36.3%) in South Dakota have fewer than 5,000 residents.

Six more counties, for a total of 30, have 5,500 or fewer residents. Eight

(33.3%) of the 24 counties under 5,000 population have fewer than 2,000 residents,

while almost 75 percent of the state's counties now have a paoulaticf of less

than 10,000.

Earlier, it was noted that changes in the structure of agriculture, notably

the decline in the rmnber of fares, has been found to be related to population

decline in various regions of the U.S. Table 1 reports the relationship between

the decline in total farms and total population for South Daketa counties during

the 1960-1980 tine period.
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Table 1

Decline in Farms and County Population in
South Dakota, 196G-80

A. Farm Decline and County Population Change. All Counties:

1959-82 Percent 1960-8o Percent Population Loss
Decline in Fanna County Above Median County Below Median Total

County Above 21 11 32
Median (65.6%) (34.4%) (1001)

County Below 11 23 34
Median (32.45) (67.60) (100S)

B. Fans Decline and County Population Change. Urban Counties:

1959-82 Percent 1960-80 Percent Population Loss
Decline in Fatms County Above Median County Below Median Total

.County Above 2 7 9
Median (22.8%) (77.2%) (100%)

County Below 2 10 12
Median (16.7%) (83.3%) (1005)

C. Farm Decline and County Population Change, Rural Counties:

1959-82 Percent
Decline in Farms County Above Median County Below Median Total

County Above 19 4 23
Median (82.6%) (17.4%) (100%)

County Below 9 13 22
Median (40.9%) (59.1%) (100%)

Source: Canipiled by the author fran the Census O Aiculture, South Dakota, 1959,
1982; Census of Population, South Dakota, 17960, 19 r07nU3inton, D.C.' U.S.
Departnent of Canmrce, Buresu of the Census).
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As can be seen by looking at Part A of Table 1, roughly two-thirds of the

counties above the median level of farm decline for all counties were also above

the median level of population loss for all counties in the state. Likewise,

slightly over two-thirds (67.7%) of the 34 counties below the median level of

farm decline were also below the median level of population loss for the state.

Th put this relationship quite simply, counties which had rather large declines in

the mruber of farms during the 1959-1982 period also tended to have rather high

potulation losses. Counties with lower levels of farm losses had lower population

losses.

It is interesting to speculate on the possible role of urbanization in softening

the impact of declining farm numbers upon area population loss. Parts B ant C of

Table 1 portray the relationship between farm losses and population losses for

two groups of counties. The first group (see Part B) encompasses counties having

an urban comiunity within their borders (a municipality with population of 2,500

or more). The second group (see Part C) is caoprised of counties with no urban

center. As can be seen, the impact of urbanization upon the farm decline-

population loss relationship is quite dramatic. 1egardless of whether county

farm losses were above or below the median, counties with an urban camnunity

experienced lower than the median population losses.

Fbr rural counties-counties with no cossunity of 2,500 population or more-

82.6 percent of the counties above the median for farm decline also had population

losses above the median for all counties (see Part C, Table 1). Although not as

substantial, the proportion of rural counties below the median level of fars

decline who also had population losses above the state median is still rather

sizeable (40.9%, caspared with 16.7% for urban counties).
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In summary, fans declines generally translated into county ppulation de-

clines during the 1960-1980 time period in South Dakota. The presence of an urban

center in a county experiencing substantial fanm declines, however, lesses

population losses. This is probably a function of the fact that these

population centers provide alternative employment opportunities for displaced

farm families and attract in-igrants fran other areas, this off-setting nopulation

out-nigration induced by farm declines.

Municipalities, just as counties, should be impacted by the decline in farms,

although the effects are not likely to be as dramatic as at the county level be-

cause of the small number of far'm operators living in towns. Table 2 provides

information to help highlight the recent growth dynamics of South Dakota rural

municipalities in the face of declining farm numbers. To explore the fans-

cammnity population linksge, the growth trend for municipalities ("declining"

or "growing" fran 1960-1980) is related to whether the county in which the city

is located was above or below the median level of farm decline for all counties

in South Dakota fran 1959-1982.

Table 2

Decline in Farms and Population of Towns Under 2,500
in South Dakota, 1960-80

1959-82 Percent 1960-80 Mrnicipal Population Trend
Decline in Farms 11anicipality Declined [4unicipality Grew Total

MIznicipality in a
County Above 110 58 168

Madian (65.5%) (34.5%) (100%)

IMinicipality in a
County Below 48 68 116
Median (41.4%) (58.6%) (1005)

Source: See Table 1.
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As can be seen, fans decline is roderately associated with camnmnity

population change. Just over 65% of the rural municipalities located in counties

with a farm decline above the median level for the state also experienced popu-

lation declines themselves frim 1960-1980. For rural municipalities in counties

with farm losses below the median for all counties, the percentage recording

population growth from 1960-1980 was 58.6 percent. Controlling for urbanization

influences-the existence or absence of a city of 2,500 population or more in the

same county-does not alter this basic relationship. The evidence, then, is

fairly clear; rural, small towns tend to decline in population as the number of

faras decline. These small cities are just not able to counter the trends of

farm and county population decline in the same way that cities of 2,500 and

larger are able to. Although the data are not presented in Table 2, towns of

fewer than 500 residents were found to have lost population frau 1960-1980,

regardless of farm declines. Overall, 76.1 (N=150) percent of the 197 towns

under 500 population in 1960 declined in size.

2. Econamic Impacts

Population loss is typically accompanied by a variety of econuaic changes.

As indicated earlier, the primary changes are a loss in shopping goods trade

and employment. Such changes can, in turn, lead to lower sales tax collections

and resources for the rural county or community. While a detailed analysis

of the county and cammunity econanic iupacts of rural population loss in South

Dakota is beyond the scope of this paper, several changes can be highlighted.

In general, the information points toward reduced levels of econanic and

employment activity in rural counties and coanunities, and an enlarged role

for the urban counties and camaunities of South Dakota.

Table 3 containes sumnary data on retail sales and total employment for

the urban and rural counties of South Dakota. Because the farm and population

decline analysis presented earlier focused on the 1960-1980 period, and because

econamic changes accompanying population change are not expected to take

effect immediately, retail sales and employment data for the 1972-1982 period

are used. Retail sales increased by 127.2 percent for the state as a whole
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between 1972 and 1982. Retail sales in the urban counties grew by 137.2 percent,

while the growth rate for rural counties was 89.9 percent for the ten year

period. Most telling, however, is the change in total share of the state's

remtail sales for each group of counties fran 1972-1932. Rural counties saw

their share reduced fram .212 to .177, a decline in share of 16.5 percent.

Urban counties, on the other hant, saw their share of retail sales for the state

inrrease by 4.4 percent from .788 to .823.

Table 3

Sumsary Retail Sales and Total Enployment Data for South Dakota
Urban and Rural Counties, 1972-82

Retail Sales:

Year

1972 $ Amunt

Sales Share

1982 * Amcunt

Sales Share

Total Ernplovyent:

Year

1972 No. Jobs

Job Share

1982 No. Jobs

Job Share

Urban Counties

$1,037,138

.788

$2,460,268

.823

Urban Counties

199,316

.634

235,213

.725

Rural Counties

$278,529

.212

$528,884

.177

Rural Counties

99,259

.316

89,162

.275

Total

$1,315,667

1.000

$2,989,152

1.000

Total

291,575,

1.000

324,375

1.000

Source: Census of Retail Trade. 1972. 1982 (Washington, D.C.: U.S. Department
Of Commerce, Bureau of the Census); Bureau of Economic Pnaolysis, U.S. Department
of Cacmerce.



48

Changes in employment were similar to those for retail sales from 1972 to

1982. Total state emiployment grew from 291,575 in 1972 to 324,375 in 1982.

This represented an increase of 11.3 percent. Urban county employment grew by

18.1 percent, while rural county employment fell by 3.3 percent. The urban

county share of total state employment increased by 5.9 percent fron .634 in

1972 to .725 in 1982. The rural county share of employment fell from .316 to

.275, a decline of 13.0 percent.

All in all, then, total employment is declining in the 45 counties in the

state with no city over 2,500 population. The share of retail sales captured

by this group of counties is also declining. The 21 urban counties, however,

are increasing their total number of jobs as well as their share of retail sales.

The Reduced Local Goverrnment-Carrying Capacity

of Rural South Dakota

Thus far, a link has been established between declining farm numbers

and declining population in the 45 rural South Dakota counties having no

municipality of 2,500 or more population, and in the small towns under 2,500

residents in these same rural counties. On the other hand, the "urban" counties

in South Dakota-those counties with cities over 2,500 population- and even

their smaller cities have been found to be generally growing. The trend of

population decline in the rural counties has been accompanied, among other things,

by declines in retail sales shares and total employment. These trends indicate

that the human and econanic resource base of many of South Dakota's rural counties

and cities under 2,500 population has been eroded in the past few decades. For

many counties, this decline in resources-whether they be human or financial-

has been going on unabated for four or more decades. Because of the diminished

resources of these areas, it is important to ask what the current local govern-

ment load (in terms of numbers and costs) is in South Dakota, relative to other

states. If the burden of local government is greater in South Dakota, it is

important to ask how the load might be reduced. Structural and non-structural

changes in local government not only can enhance efficiency and effectiveness,

but such changes can bring the system of government in-line with the resource

base of the rural areas of the state at the same time.
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The Carrying Capacity Noticn

The carrying capacity concept is used to guide the analysis of local govern-

mnWt burdens in South Dakota. The idea or carrying capacity was first developed

by ecologists to calculate the wildlife population that. could be sustained in-

definitely by the resources in a given natural area. The concept has been used

more recently in urban and regional studies to estimate the relative populations

and activities that dan be maintained within the constraints impaired by natural

resource limitations. The earliest applications of carrying capacity to the

rmanagement of urban and regional systems date from the late 1960's and early

1970's and have been applied to transportation, voter, air quality and a host

of other technical issues.

While there is no general agreement among theorists on the exact meaning

of the concept or the most effective methois of its application to real craiuni-

ties, the notion of carrying capacity can be useful to citizens and policy

makers in their thinking about the relationship between people, their activities

and resource limits, whether they be environmental or financial.

Because local government are seen as "critial systems" which deliver neces-

sary services and rely on public funds to operate," the carrying capacity concept

leads us to ask whether the number and costs of local governments in South Dakota

are consistent with the human and economic resources of the bulk of the state's

rural areas. Ful application of the capacity notion to local government is

difficult. There are no generally accepted standards for determining the numbers,

types and costs of local governments which a given area can support. A number

of factors such as regional and local history, and the nature of problems and

government functions needed to meet then are important. the nanber and costs of

local government for a given area can be standardized by population or incaoe,

for example, and comparisons made with other regions and areas of the country.

Such coaparisons permit the analyst to say whether a given area has more or fewer

governments on a percapita basis than other areas. Likewise, costs can be cam-

pared (as a percentage of personal income, for instance). It must be rmenbered,

however, that whether or not the number and costs of local goverrnments are seen

as excessive is not just a function of the resource base, but is also a function

of the preferences of citizens as well.
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The Local Govennent Load in South Dakota

South Dakota has long been viewed as among the most "overgovened" states

at the local level. In 1967, Farber noted that "...South Dakota had the dubious

distinction of being the most governed state in the United States; there were

fewer persons per unit of government in South Dakota than in any other state-

192 persons per unit." (Farber, forthcX ing:8) This position has been lost

since 1967, primarily because of school district reorganization.

In large part, the nurmber of local governments is a legacy of ambitious,

early state leaders. Mien the state constitution took effect in 1889, state

leaders envisioned a rapidly growing state. This was a reasonable assumption

at the time; population had doubled between 1880 and 1890, and grew by another

67 percent by 1910. In 1919, South Dakota had the highest per capita incose

level in the United States. Since those early days, the basic structure and

number of local governrents in the state (with the exception of school districts)

has remained essentially the same.

For both the United States and South Dakota the number of county, municipal

and township governnents has remained roughly the same for many years. Table

4 contains information on the number of U.S. and South Dakota local governments

for the 1957-1982 period. lhile there have been large reductions in the total

number of local governments, the primary changes have cane in two forms, and

South Dakota is no exception. The first has coae in the form of school district

reorganization, with the number of school districts declining by 94 percent in

South Dakota during the 1957-1982 time period. For the U.S. as a whole, the

comparable change is 70.6 percent. The second significant ccmponent of local

government change lies in the substantial growbh of special districts. The

number of special districts in the U.S. rose finn 14,405 in 1957 to 28,538 in

1982 (98,4% increase). In South Dakota, special districts increased fran 69 in

1957 to 199 in 1982 (188.4 percent increase). Daring the 1957-1982 period, the

total number of local governnents in South Dakota declined by 63.2 percent.

For the U.S., the decline was only 19.6 percent. Despite significant change in

total -local governments, South Dakota continues to have more local goverrments

than the average state in the U.S.



Table 4

Number and Type of Local Governments for the U.S. and South Dakota,
1957-82

Type of Local
Government

Counties

M~unicipalities

Townships

Special Dist.

School Dist.

Total

1957
U.S. SD

3,047 64

17,183 :306

17,198 1,080

14,405 69

50,446 3,288

102,328 4,808

1967
U. S. SD

3,0119 64

18,048 306

17,105 1,050

21,264 106

21,782 1,984

81,248 3,510

1977 
1982

1977
U.S. SD

3,042 66

18,862 311

16,822 1,010

25,962 14I8

15,174 194

79,862 1,727

1982
U.S. SD

3,041 66

19,076 312

16,731' 996

28,588 * 199

14$,851 196

82,290 1,767

Source: Census of Governments, Governmental Organization, 1957,1967,1977, 1982 (Washington,
D.C.: U.S. Department of Commerce, Bureau of the Census).

C'
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Sunrinry inforation on the numerical burden of local governments in South

Dakota and the United States is presented in Table 5. Looking firs. at the

number of local govenments per 1,000 population, South Dakota constantly has

had more local governments per 1,000 people than the U.S. average. In 1957,

South Dakota had 7.5 units of local govenmnent per 1,000 population, and in

1982 the rate was 2.6 per 1,000 population. The 1957-1982 decline of 30.0

percent was less than that for the U.S. (-32.9%) and was almost totally a function

of school district reorganization. In 1957 the U.S. averaged .76 local

goverirnents per 1,000 population. In 1982 the number was .36 per 1,000 population.

Again, because of school district reorganization the number of local governments

per county area has been reduced in South Dakota fran 75.1 in 1957 to 27.6 in

1982, a 63.2 percent decrease. As can be seen, the number of local governments

per county area in South Dakota is now ccmparable to the U.S. average.

Table 5

Summary Informiation on the Nxsnerical Purden of South
Dakota local Government

1957 1967 1977 1982

Indicator U.S. SD U.S. SD U.S. SD U.S. SD

Local Govts.
Per 1,000 .76 7.5 .51 5.3 .42 2.6 .36 2.6

Population

Local Govts.
Per County 33.5 75.1 26.6 54.8 26.2 26.9 27.1 27.6

Area

Average Popu-
lation Per 5,630 1,130 6,499 1,300 7,251 1,360 7,395 1,407

ktnicipality

Average Popu-
lation Per 43,868 10,015 51,898 10,437 62,398 10,390 67,024 10,500
County

Source: Census of Governments. Governmental onization, 1957, 1967. 1977,

1982 (Washington, D.C.: U.S. Department of Casmerce, Bureau of the Census).



.53

In 1957, the average U.S. county contained over four times the populaticn

of the average South Dakota county-43,868 caspared to 10,015. By 1982, this

disparity in county average population bad increased to a 6.3:1 ratio, with

the average South Dakota county having only 10,500 residents. Daring this same

tire period, the average South Dakota municipality's population increased by 24.5

percent from 1,130 in 1957 to 1,407 in 1982. This increase is primarily a

function of the growth in a snall Ember of cormunities over 2,500 population,

however. 7fe proportion ot South Dakota municipalities with a population Oa

fewer than 1,000 hasreained around 80 percent since 1957. Likewise, the

proportion oa the state's municipalities in the 1,000-2,499 paplation range

has hovered around 1 percent of the total. In 1982, 91.3 percent of South

Dakota municipalities had fewer than 2,500 residents; this contrasts with a

U.S. average of 69.6 percent.

TIable 6
Local Govermnent Direct General Revenues as a Percentage

Ot Personal Income, 1957-82

1957 1967 1977 1982

United States Avg.,
All local Govts. 4.1 10.2 12.3 12.9

South Dakota 5.4 10.7 10.9 11.2

Source: Goverrviental Finances, 1957, 1967-68; 1976-78; 1982-83 (Washington,
D.C.: U.S. Department oa Ccasserce, Bureau of the Census)

But what Oa the financial burden placed upon South Dakota's residents by

local goverrnent? To help address this dimension Oa the local gavernment load,

Table 6 presents inofrmation on local governrent direct general revenues as a

percentage Of personal incane. Personal incaieis used as a basis tor acaiparison

since South Dakota's per capita personal incane level has traditionally lagged
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U.S. per capita personal income. Because of this lower income, local government

in South Dulaita tends to spend less on a per-person basis than the average state.

However, because incases are lowHer in South Dakota, this lower expenditure level

may take a larger bit out of the typical South Dakotan's earnings. As can be

seen, in Table 6, local governsent expenditures in the state comprised a larger

percentage of the personal income than the U.S. average for all local governments

in 1957 and 1967. In 1957, local government spending was 137 percent of the

U.S. average percentage; in 1967, this had fallen to 105 percent of the U.S.

average. Since 1967, the percentage of the average South Dakotan's personal

income going to local government expenditures has gallen behind that of the U.S.

Although the percentage increased in an absolute sense fram 1967 to 1982, the

"burden" relative to the average local government burden in the U.S. has improved.

In 1982, the proportion of personal income going to local govenisent expenditures

was only 87 percent of the U.S. average for all local governments. However,

during the same year, per capita personal income in South Dalaita ($9,666) was

87 percent of the U.S. average ($11,107).

While the financial burden placed upon South Dakotan's by local government

would appear to be easing, this may be a false picture. During the same time

period, the scope of South Dakota state government was expanding, relative to

that of local government. Using data on financial responsibility, service

distribution and personnel distribution as criteria for determining the extent

of state centralization, Stephens has found that South Dakota has become more

centralized since 1957 (See Table 7). Perhaps most interesting is that South

Dakota's rate of increase for the composite state centralization score has been

been more rapid than the U.S. average (23.6% and 20.0%, respectively). Lookdng

at the individual dimensions of centralization also provides sane interesting

insights. Centralization of financial responsibility and service delivery in-

creased by 21.7 and 37.1 percent, respectively during the 1957-1982 period. The

respective increases for all states in the U.S. were 12.7 and 20.5 percent.
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Table 7

Changes in State Goverment Centralization for South
Dakota ant All States, 1957-82

Financial Responsibility:

1957
1969
1977
1982

Service Delivery:

1957
1969
1977
1982

Personnel Distribution:

1957
1969
1977
1982

Camposite Score:

1957
1969
1977
1982

South Dakota Average, All States

49.8
56.o
60.4
60.6

49.0
56.o
58.0
67.2

48.5
47.5
54.7
54.4

49.1
53.2
57.5
60.7

55.7
60.9
62.5
62.8

44.0
49.0
52.0
53.0

41.6
44.8
48.1
53.8

47.1
51.5
54.2
56.5

Source: G. Ross Stephens, "State Centralization aid the Erosion of Local
Autonaiiy," Journal of Politics 36 (February, 1974): 52-66; and rrom data
supplied to the author by a. Ross Stephens for 1982.
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The Practical impact Of this is that South Dakota state government has helped

local governments, thus reducing the financial burden of local government. In

1982, state aid to local government accounted for 22.9 percent of total local

government revenues in the state (Bureau of the Census, 1984: 72). This also means

that the proportion of personal income going to state and local government direct

general expenditures is important in considering the burden of local government

upon rural areas. For every year since 1957, the proportion of personal income

going to state and local government expenditures in South Dakota has exceeded the

U.S. average. From a high of 133 percent in 1957, the proportion of the U.S.

average has dropped to 105.6 percent in 1982 (ACIR, 1984: 16).

Sorting Gat Things

Although South Dalkota is no longer the most governed at the local level,

the number of local governments in South Dakota is still seven times the national

average. The existence of a large number of local units in conjunction with

a small population base means that many general purpose governmental units-

counties and municipalities- are so small that economies of scale and other

service delivery innovations can't be taken advantage of. This results in a

higher than average proportion of personal income being used to support local

governmental services. While the burden of local government relative to personal

income has fallen below the national average in recent years, this is primarily

the result of state assumption and funding of certain local government services.

At this point in tine, then, the number and costs of local governments in

this state are excessive, relative to national averages. Such a conclusion is

a conservative one. It must be kept in mind that the information on the numbers

and costs of local government in South Dakota is for all counties in the state.

If cost data, for example, were broken into population size categories, the

differential costs of smaller as opposed to larger units of government are rather

substantial. Figure 1 displays the relationship between the oer capita cost Of

South Dakota county government in 1983 and the population size of the county.

Data on the per capita are also provided for each of the five population class

sizes. Per capita costs range from a high of $334.54 for counties below 5,000

population, to $108.95 for counties of 20,000 population and above.
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Average Per Capita Cost or South Dalcota County
Government by Papulation Classification,

1983

Population Class

1. Below 5,000

2. 5,000-9,999

3. 10,000-14,999

4. 15.000-19,999

5. 20,000 and above

Per
Capita
Cost of
County
Govt .,
1983

$400

$350

$300

$250

$200

$150

$100

No. of Ccunties

26

24

Avg. Per Capita Cost

$334.54

$230.66

$139.00

$1444.82

$108.95

I 2 3 4 5
Population Class

Figire 1. Relationship Between Per Capita Costs of
South Da1lta County Government and County
Population Size, 1983.
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Given the fact that farm declines are associated with rural county and

municipal population decline, and given the fact that the number of farms will

continue to decline in this state, a smaller resource base (human and economic)

will have to be carved up by a fixed number of local governments in the future.

In the 21 urban counties, and many of the municipalities in those counties, the

carrying capacity for local governient will continue to be in relative balance

with the load. In the 45 rural counties and their mall municipalities, carrying

capacity will only continue to erode. Such a prognosis makes it important that

certain actions be taken, thus bringing the burden of local government more in-line

with the resource base. Not only is reducing the number and costs of local

government in rural areas of the state important, but the capacity of local

governments can be enhanced at the same time, thus producing a higher quality

of rural life. Among the options that should be considered are: county consoli-

dation; elimination of certain single-purpose districts with taxing power (such

as townships); transfer of functions to the state level; regional approaches to

service funding and delivery; vouchers; privitization of certain services;

disincorportion of some; city-county service cooperation; and city-county consoli-

cation; to mention a few of the most prominent options.

Courses of Action

As might be expected, there are nuserous courses of action which can be

undertaken. The particular option which a given community might exercise, however,

will depend upon the local resource base, perceived problems, local decision making

capacity, and political will. In general, two broad classes of actions can be

identified for dealing with the local governnent burden and associated problems of

rural areas in South Dakota. Some actions will resolve the "rntbers" burden, others

will enhance efficiency aid thus address the financial burden. Saoe, such as

consolidation, will do both, possibly. The first group of actions involve struc-

tural changes in local government, including consolidation (both city-county and

multi-county), permanent transfer of functions to another level of govenmeat, and

the disincorporation or abolition of governments. Structural changes can be

initiated locally, or imposed by the state. The second class of actions might be

termed local "self-help" and innovation. Included in this group are initiatives

such as purchase of service contracting, interlocal service agreenents with other

governments, adopting alternative financing techniques such as user fees and
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charges, deregulation, voluteerism, and "doing without". While each of these

options deserves lengthy treatment, only a few comsents will be made about each

one.

Structural Options

1. Consolidation

Reformers have long listed consolidation as among the mest important and

needed actions for inmproving local government (CED, 1966). Consolidation in-

volves the merger of several governments with one another. Wihle consolidation

has been typically seen as a way of dealing with fragmentation in metropolitan

areas, it has relevance to rural areas, as well. Consolidation can involve the

merger of a primary city of all cities within a county with the county government,

or the merger of several counties with one another. Because of the larger

service and resource base which results from merger, whether in an urban or rurl

area, government can operate more efficiently as a result of econanies of scale.

Greater resources also make it feasible to hire professional staff and management.

In South Daktta, numerous calls have been made over the years for consolidation

of counties. The result would be fewer but larger counties, with a larger service

and resource base and resulting cost declindes. Farber and Cape (1968) estimated,

for example, that if Buffalo and Jerauld Counties had merged in the late 1960's

that the average citizen's tax bill would have declined by around 20 percent.

Despite this, the consolidation proposal was never voted on. Drring this century,

there have been changes in the organization of five counties in South Dakota, with

three unorganized counties being merged with existing counties, and with two

unorganized counties becaning organized. Beyond this, no consolidation efforts

have been successful at the local level. Most county boundary changes in South

Dakota, as elsewhere, have been made by the state legislature, with 44 counties

being eliminated in all.
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State legislative action mandating local governmental consolidation is not

new; it is just a power which is not often exercised. Local governments are still

very much, as Judge Dillon ruled so long ago, creatures of their state. School

reorganization is a good case in point. Diring the 1940's and 1950's almost every

state legislature in the U.S. enacted programs that encouraged or forced school

reorganizations, through a combination of financial incentives and compulsory

features (Sokolow, 1977). This can be done with general purpose local govermrients

as well.

From the perspective of country and small-town residents, the reasons for re-

organizing their local governments are not all that compelling and often do not

rank with other more pressing problems of the day. Leaders and residents prefer

their small units' accessibility; large size is also equated with higher taxes.

People in rural areas are typically more satisfied with their governing arrangements

than residents of large cities and suburbs (Luloff, 1978). De record of Mntana

with its mandated voter review of local government supports this view-as approved

by voters, major organizational changes have fared better proportionately in larger

than smaller ccmmunities (MKinsey and Lopach, 1979).

2. Disincorporation

Legal procedures for outright elimination of local governments through dis-

solution of the unit exist in most states. The track record for municipal

disincorporation, however, has been less than impressive (for many of the same

reasons operative in consolidation proposals). From 1970 to 1976, only 50

municipalities disincorporated in the U.S. Mbst, however, were located in rural

areas, had fewer than 1,000 residents, and were declining in population.

Disincorporation is a viable option for small comaunities, particularly those

with fewer than 500 residents. While such an action can mean the loss of services,

usually only the most basic services are offered in such communities, anyway.

Depending upon the specific services offered in these communities, many could

probably be picked up by the county. Disincorporation, then, coupled with sale
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"beefing up" of county services could aid in reducing the numerical and finicial

burden of local government in the state. Furtheraore, such actions, if coupled

with positive county action could achieve the same benefits that city-county con-

solidation might achieve, without loss of services and quality to the wall town.

Although not technically disincorporation, the abolition of township govern-

ment in South Dakota would fit within this cption. Despite predictions of its

demise twenty years ago because of lismited functions and the greater efficiency

of county governnents (Snider, 1957: Chapter 9), the number of township governments

has been reduced only slightly in South Dlacta and the U.S. In fact, township

units in the Midwest have undergone something of a revival in recent years with

the advent of General Revenue Sharing. In the eyes of many people, this one federal

program has done much to reduce the incentive for elimination or consolidation of

townships (Nathan, et. al., 1977:141). In South Dakota, townships spent $7.2

million in 1982. Just over $6 million of this total was psent on one function-

highwiays. Why have single-function governments that are organized along county

boundaries?

3. Functional Transfers

The transfer of responsibility for a function or service fins a local unit to

one of larger jurisdiction offers a more incremental approach to restructuring

local government. In many states, in fact, transfers of function are not seen

as permanent if one unit pays another for delivering and taking over the service;

it is something which can be revoked. In general, transfers of function involve

a transfer from a municipality to the county government or the state. It may take

place by -voluntary action and initiative, although transfers usually are manrxated

by state law.

Functional transfers differ from cooperative or interlocal service agreements,

or even purchase of service contracting, in that the acquiring government ass'ues

full and permanent responsibility for the activity, including policy making,

financing and administration. States often mandate transfers. Minnesota moved

52-112 0 - 85 - 3
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welfare administration fran cities to counties, and Florida shifted property tax

assessment from the municipal to the county level, for example.

A survey of cities conducted in 1975 indicated that almost one-third had

turned over responsibility for at least one function in the last ten years

(Zimnerman, 1976). lost transfers are made to counties, but around 20 percent

go to special districts, and 12 percent to states. Transfers of responsibility

can achieve econanies of scale, eliminate duplication, and overcane the lack of

facilities and equipment. The Advisory Commission on Intergovernmental Relations

has long advocated transfers of functional responsibility as a means for responding

to changing governmental and societal forces. Transfers of functional respon-

sibility to the state level is a viable option in South Dakota. In many cases,

transfers would certainly be volutary, in others the state would have to mandate

it. Short of consolidating or doing away with local governments, transfers of

function, either fram the city to the county level, or to the state level is the

primary option for the state in relieving the burden of local government.

Self-Help Options

In addition to structural changes, there are a number of non-structural or

"self-help" options open to local governments. Basically, these strategies are

designed to eith enhance the efficiency and effectiveness of local governments in

providing services; reduce service demand, or at least make the consumer more

aware of the true cost of services used; or better utilize area and community

resources. While the range of options is quite extensive, only sane of the more

notable possibilities are discussed.

1. Cooperative Service Delivery

Many governmental units enter into a joint service agreement for the produc-

tion of a desired service. For example, a city might agree to respond to calls

for police services during night hours in the county, thus reducing the burden on

the sheriff's department. Such an agreement might be made on an infornal basis,

or it could be formalized in writing. Likewise, a municipality might contract
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for computer processing services with a county, while a county might desire

to contract with a city for code enforcement services. In any of these cases,

the service might be provided with no exchange of money or resaorces, or the

service might be provided on a full-cost basis. In the latter, the agreement is

likely to be formalized in writing.

Joint service agreements are popular because they can be entered into without

voter approval and can usually be terminated easily. Service delivery can be

made more efficient without redesigning or restructuring the local government.

Among the service areas most frequently covered by interlocal agreements are

fire protection, law enforcement, planning, building inspection, and road main-

tenance. Also, capital intensive services and facilities such as sewage disposal

and treatment, water supply, office buildings, jails, airports and other public

facilities are good bets for this approach. Cooperative service delivery is not

as commonplace in South Dakota as in other locations. This is primarily due to

the low density of population and the rural nature of the state. A strong bar-

rier is simply the unwillingness of rural local governments to change their

practices, however.

2. User Fees and Charges

Users of a service can be charged a fee based on the amount of their use of

the government-supplied activity, thus putting the financial burden on users of the

activity. Fees and charges should not be developed for the sake of revenues

(although they can do just that), but as a means for adjusting the amount of ser-

vice demanded by individual citizens or private organizations and, thus, affecting

the overall cost of services. The rationale of this approach is that the persons

who use a particular service should pay for it, in accordance with their amount of

use. This shoulad cause people to consider the service's cost to them and cause

them to adjust their demand in proportion to the value they set on that service.

This, then, more closely approximates the business principle of selling citizens

only those services they want. The use of general revenues, such as property taxes,
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drives up the demand for, and consumption of, services since there is no added

cost to the consumer and thus no incentive to conserve. Fees also give government

managers and decision makers better signals about the needed size of public

facilities and equipment to provide services.

The key to being able to use fees and charges is that specific beneficiaries

receive the service, and that service can be divided among them without a substantial

number of "free riders." Fees and charges can also take into account other cost

aspects of service provision such as location; for example, larger fees might

need to be charged in more sparsely settled areas of a jurisdiction to reflect the

added cost of travel in providing the service. Among the services which are

compatible with fees and charges are: police and fire services; emergency ambulance

services; water and sewer; street maintenance and repair; libraries; parks and

recreation; solid waste collection and disposal; inspections and planning; and

certain health and human services.

Although user fees and charges do not comprise a major portion of local govern-

ment revenues, their utilization is increasing. A 1981 survey of local governments

found 45 percent indicating no opposition to the institution or increasing of fees

and charges (Hatry, 1983: 79). There are, however, potential negative "distribu-

tional" effects; low incane families and persons can be locked out of needed services.

Local governments must also be careful that the charge for a service has a reasonable

relationship to the cost of producing a service. Otherwise, legal challenges to

fees and charges may be successful in blocking them.

3. Purchase of Service Contracts

For years local governments have contracted with private firms for a variety

of public services. Today, purchase of service contracting is the most widely

used alternative service delivery approach. Purchase of service contracting can

be defined as a binding agreement in which a local government pays a private firm

or non-profit organization to provide a specific -level and quality of service. The

local government may contract to obtain all, or a portion, of a service. Citizens,
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through their taxes or user fees, pay the local government, which in turn pays

the contractor.

Most local government contracts with private and non-profit organizations

are straightforward bid or negotiated purchase of service agreements. Such con-

tracts can be used to reduce costs (by eliminating personnel, equipment and over-

head costs), improve quality by eliminating the governmental monopoly, and to

simply enhance responsiveness to citizen preferences as they change. Public

works is the area where purchase of service contracting is most often found.

This encompasses solid waste collection, snow plowing and sanding, tree trimsing,

and street lighting sid traffic signal maintenance. Human and health services

are also frequent contract areas, as are "support" services such as data pro-

cessing, building and grounds, equipment and vehicle maintenance, labor relations,

and legal services.

4. Using Volunteers

While not new, the role of volunteer personnel in the provision of public ser-

vices has been elevated in importance in recent years as fiscal retrenchment has

taken hold. Historically, volunteers have been the backbone of U.S. local govern-

ment. Local government planning and decision making takes place through the

participation of citizens as members of carmittees and advisory councils which

provide advice to cities and counties. Indeed, in most rural communities, elected

council and casmission members are "volunteers". Host small towns and rural areas

in the U.S. depend upon volunteer fire departments and rescue squads. The sense

of "civic duty" undrgirds each of these examples of volunteerism.

Although volunteers have always been an important part of local government,

recent fiscal trends have put this factor in a new light. Volunteers are thus

seen as a way of dealing with limited resources, as well as holding down the costs

of government. Beyond these reasons, volunteerism can provide the important linch-

pin between government and the individual.
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Voluteers, by definition, are people who work without pay for a local govern-

ment. They are not given direct compensation for time of services, and they are

not coerced into providing a service. Typically fire services, parks and recrea-

tion, and certain human services are the most volunteer-intensive local government

service areas. Volunteer services can go beyond this, however, and can encompass

things such as the development of personnel and pay plans for cities and counties,

software for computers, and budget assistance, Just to mention a few possibilities.

Incorporating volunteer personnel in local government services and operations

requires some planning and preparation. Who can coordinate volunteer personnel;

can the city spare a person, or should a volunteer do this? Will volunteers be

used on a project-specific basis, for on-going activities, or both? Will expenses

such as meals, uniforms and transportation be reimbursed? How will insurance and

liability issues be handled? As a part of a volunteer strategy, many canimnities

have found it helpful to enlist the support of the business cmmunity for supplies

as well as for volunteers from staff.

Concluding Thoughts

Much ground has been covered in this paper. At this point, it is easy to miss

the forest by focusing too much on the trees, so to speak. While there are a

number of options for dealing with the local government burden in South Dakota, the

self-help strategies are, in many respects, band-aid approaches. In most instances,

such options will not be seized upon because of the lack of political will and the

dearth of managemnt decision maldng capacity in rural local governments. All in

all, the self-help options are probably best suited to the urban counties and muni-

cipalities in South Dakota.

Structural changes are the most likely to provide lasting and effective answers

to the local government burden issue in this state. Yet, experience in South Dakota

and elsewhere indicates that such changes are also the most difficult to achieve.

Because local initiative is unlikely to develop, state-level leadership will, in
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all likelihood, be required to make the structural changes necessary to maintain

quality and effective local government services in the declining rural counties

and towns of South Dakota.

The federal government can aid this process of state leadership in helping

rural governmental systems adjust to a changing environnent by continuing to

strengthen the states. Such a process has been underway in recent years, pri-

Darily through the development of block grants. In South Dakota, a relatively

centralized state, the evidence is that the expansion of block grants has served

to accelerate and reinforce the process of state centralization. At the same

time, the federal government must work to ensure that job training and other

haman resource programs are targeted to rural areas undergoing economic adjustment.

In this regard, the information base for allocating such programs must be in-

proved so that rural areas receive the funds that are needed for human resources

programs. Clearly, an agriculture policy that provides stable and positive net

incomes to farmers will also help the problems addressed in this paper. Farms

and communities are linked; farm decline brings county and municipal population

and economic resource decline. State and federal-level actions must be undertaken

to simultaneously stabilize rural ecunasies,and to promote adjustment of their

governing structures.
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Senator ABDNOR. Thank you Russ, we appreciate your comments
and your contribution to this discussion we will be holding
throughout the day. I am going to take this opportunity while I
have every one here to make another announcement, so not to take
away from our meeting this will be quick. Wednesday, February
13, we are going to continue on with a second hearing on this com-
mittee for information to take back to Washington. We are out
here and so is the staff, and so I want to take advantage of it. That
second hearing will be in Brookings at the Memorial Arts Center
and the subject is taxes and agriculture. I feel extremely strong
about that particular subject, and while we are going to be discuss-
ing a number of subjects, we are going to review the general tax
features and undoubtedly get on the subject of the new tax, the flat
tax, depreciation, and the capital gains.

But there is another subject that is dear to my heart that I think
has caused an awful lot of trouble in agriculture, and that is tax
sheltering. There is legislation in which I have national interest in,
and in which I also have national opposition to. So we aren't kid-
ding ourselves, but I think my interest is with the farmers who
think like I do, I would like to hear from them, so that day is going
to be pretty well devoted to the subject of tax sheltering. I just
want you to know that. As you notice today, maybe some of you
come to talk specifically about one subject, but this is the kickoff,
this is covering all the spectrum of rural America. I just wanted to
keep that in mind as we progressed. I am going to turn the meet-
ing for a second over to Dale Jahr for a few comments on the
ground rules here.

Mr. JAHR. Thank you, Senator Abdnor. We have many people
here that want to testify and we have also been contacted by many
South Dakota groups and organizations who have asked to give tes-
timony at this morning's meeting. We also have many topics for
discussion as the Senator says, and because we have so many
people here to talk about so many diverse subjects, we have to lay
a few ground rules. If you testify, you must sign up on the roster
sheet that is over by the cashier to my right, in the back of this
room, so that we have your full name and address. Second, when
you are called upon we would appreciate if you would use a micro-
phone. If it is difficult for you to get to a microphone, you will have
to speak as loudly as you can so that everyone will hear you clear-
ly. We will take this podium microphone down to the floor level for
those people who can use the microphone.

Please limit your speaking to 3 minutes. Please remember that
we are interested in your recommendations and suggestions for im-
proving the South Dakota economy. We would also encourage a
question and answer format if people in the audience desire to ask
any of the witnesses questions. Also, I might add that anyone who
would like to submit prepared statements to this hearing may do
so. Please make sure that your name and address does appear on
your testimony. If you do have prepared statements, you can either
hand it to me or to the court reporter who is here with us so that
we can get it inserted into the record.

I might also review the different topics of discussion that we
would like to get your general comments on today. Those include
agriculture and agribusiness, an assessment of main street, small
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business and economic development, rural finance, transportation,
public works and infrastructure, deregulation, native American
issues, rural health care and elderly issues, rural education, and
rural government. We can learn so much from you on each of those
topics, so we would appreciate anything you have to say on those
topics. Senator, at this time I will return it to you.

Senator ABDNOR. Thank you, Dale, I think you see what we are
driving at. While this day is devoted to the whole picture of agri-
culture, we also need to kick off things like health care, rural gov-
ernment, and all education issues. I just want you to know the
detail and strength of our hearings in the year and a half to come.
We will start off with our first issue in the agricultural area, agri-
cultural business. I am going to call on Lance Ekberg of Winner on
behalf of the American Agricultural Movement. Please come for-
ward Lance. After Lance we are going to have Laverne Aisenbrey
of Olivet who will be testifying on behalf of the Farmers Union.
Lance we welcome you here today and we appreciate your coming
way over from Winner to speak on this subject.

STATEMENT OF LANCE EKBERG ON BEHALF OF THE AMERICAN
AGRICULTURAL MOVEMENT, INC.

Mr. EKBERG. I am Lance Ekberg, I am from Hamill. I am here to
represent the American Agricultural Movement today. The Ameri-
can Agricultural Movement has proposed some of these items here
to be included in the 1985 farm bill. Such as production controls,
we propose to establish a mandatory program through referendum
by farm operators with quantity controls such as bushels, bales,
pounds and so on, in addition to a 10 percent acreage reduction.
Production levels should be established according to inventory
stock. Loan rates should be set at not less than 70 percent of parity
or the average cost of production on all storable commodities in-
cluding milk. Minimum nonrecourse loans, terms should be 36
months with loan rates increasing 2 percent annually throughout
1996, and remain at 90-percent parity thereafter. Storage rates for
onfarm storage and commercial storage ought to be the same.

We propose a national food reserve to be established to guard
against food shortage, and released only when a food shortage has
been declared by the House Agriculture and Senate Agriculture
Committees. Inventory stocks of each commodity shall be set by the
Agriculture Secretary and shall be managed by the Commodity
Credit Corporation.

All agricultural products imported such as livestock, poultry,
dairy, fish, vegetables and so on shall be labeled as to the country
of origin. Any processed or commingled products shall be labeled as
such. All imported products shall have the same inspection and
meet the same standards as domestically produced products. Prod-
ucts containing residues of U.S. banned chemicals shall not be al-
lowed to be imported into the United States. Red meat imports
shall be controlled by a price trigger and reflect a parity level con-
sistent with other agriculture commodities and no agricultural
products shall be allowed entry at a less than domestic price as
provided for at the GATT, General Agreement on Tariffs and
Trades.
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Exports, United States shall use subsidies to maintain our
market share in world trade and this device should include export
PIK, adequate credit, interest buy-down and so on. The U.S. subsi-
dies should match those by foreign governments hidden or direct.
Farm tax loop holes. There should be a maximum writeoff of
$20,000 for nonfarm income through tax loss farming. Soil conser-
vation, the existing soil conservation programs shall be continued
and expanded to problem areas.

Farm credit, reschedule farm debts on a case-by-case basis to
allow the operators to meet cash-flow requirements necessary to
continue operation. Terms of the loan for 20-year maximum shall
be established by a county committee. The county committee shall
be elected by farm operators in a county referendum and shall be a
functioning loan committee of no fewer than five people, three of
which must be farm operators, elected by their peers and will in
turn appoint two others from other financial communities, and one
holding public office. We think that agriculture, we ought to quit
looking at agriculture as a problem, but we ought to look at agri-
culture as a solution. I thank you Senator for the chance to appear
before you.

Senator ABDNOR. Thank you, we appreciate it when we ask for
comments on how to improve the situation you are doing exactly
that, thank you. Our next witness is Laverne Aisenbrey, I believe
he is here, I saw him when I first came in. Here comes Laverne.
On behalf of the Farmers Union. Before you start, I want to ask, is
there anyone who wants to testify from the Farm Bureau? If there
is, we will call on you next.

STATEMENT OF LAVERNE AISENBREY ON BEHALF OF THE
SOUTH DAKOTA FARMERS UNION

Mr. AISENBREY. Thank you, Senator, I was asked to come here
although I haven't any prepared statement, I just came back from
Billings, MT, and when you mentioned my name it kind of sur-
prised me. We feel that we have a program that will give income to
the family farm. Up to now all we have ever heard was loans, low
interest loans, disaster loans, and when it comes right down to it
we feel we have been loaned to death. Hutchinson County here has
been declared a disaster loan through the flood we have had all
spring, the wet season we have had.

I went to Parkston and inquired about the low disaster loan or
low interest disaster loan and I was told that I have to have collat-
eral. Where am I going to get collateral? The bank already has it.
The 5 percent doesn't mean a thing. You can have loans at 1 per-
cent, it is not going to help us any. There is no way we can pay it
back, we are loaned to death now. So we feel we have a program
that will put some money in the farmers' pockets once. That is
what we need.

Our program will guarantee every farmer in the United States
at least a net income of around $20,000 which we feel is the aver-
age income of the American wage earner. Interest, interest is an-
other thing that has put us to death. There is no way we can keep
going with the interest rate we have today, we have to get it back
to at least single digit interest. The fellow before me I think said a
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lot of things that we feel the same way about, so I am going to cut
this real short and if you have any questions later on, fine and
dandy, thank you.

Senator ABDNOR. Thank you, Laverne, and for others who
haven't signed up in representing agricultural groups, we will
hopefully give you a chance later on because we already have wit-
nesses that have requested time. Again is anyone here from Farm
Bureau that wanted to testify? They had requested time and they
didn't show up. I have Kent Brick of South Dakota Rural Electric
Association, is Kent here? We are happy to have you here, Kent.

Mr. BRICK. I will keep this short.
Senator ABDNOR. If you want to put a prepared statement in the

record, you have a day or two afterward you can still submit it, we
will make sure that becomes part of this testimony.

STATEMENT OF KENT BRICK ON BEHALF OF THE SOUTH
DAKOTA RURAL ELECTRIC ASSOCIATION

Mr. BRICK. My name is Kent Brick, I represent the South Dakota
Rural Electric Association, a State trade association of the rural
electric co-ops and we are here to support your initiative, Senator.
We believe the timing on this initiative is not only appropriate, but
urgent considering the gravity of the problems that we in rural
South Dakota face.

The speakers before have told us about the problems that we do
face, problems in agriculture, small business, education, and the
like. We are also faced with the Reagan budget. The Reagan budget
it seems has arbitrarily placed rural America on the chopping
blocks, and on behalf of the rural electric co-ops, I am here to tell
you that rural America deserves a better and fairer shake than the
chopping block. Some of the solutions that are being offered reflect
what Americans believe about Mr. Reagan and about what he
offers to solve our problems.

I think everybody in this room believes as I do that Mr. Reagan
represents a stronger and prouder America; but the shake that he
offers rural America is drastic indeed. Before we say as Mr.
Reagan believes that we need to get government out of rural Amer-
ica, we need to ask just what it is that government means to rural
America. We would contend that government involvement in many
instances has been part of the solution to our problems to equalize
the economic inequalities that exist here in rural America.

Now, this brings to mind how we solve our problems here in
South Dakota, Senator. We do what you have done here today. We
bring South Dakotans together, recognizing that though we have
hard working Representatives in the U.S. Congress, we have very
little clout there. Everybody knows that the cities run Congress, ev-
erybody knows that the people that run Congress have very little
time for rural America. So we need to get together to present a
unified force and to bring, draw attention effectively to our plight.

Now just to briefly tell you about the problems that we in the
rural electric program face, I am sure that you are well aware of
the fight that went on with S. 1300 in the last congressional ses-
sion. What happened was it was an attempt by our National Asso-
ciation of Rural Electric Cooperatives to assure long range financ-
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ing for rural electrification to provide a basis for affordable, reli-
able electric energy, a key component to the infrastructure of our
rural economy, and what happened was a stalemate instigated by
the Reagan administration and a handfull of Senators that just
chose not to listen to us.

We, as I said Senator, we believe that a strong rural electric pro-
gram is a vital component in the economy of rural America, and
we would hope that whatever this task force comes up with in
terms of objectives and priorities, that a maintenance of a strong
rural electric program advocating affordable and reliable electric
energy will be a part of this task force's priorities. I believe in your
letter announcing this initiative, Senator, you said it is time for
South Dakotans to roll up their sleeves and go to work. We in the
rural electric cooperatives have all got their sleeves rolled up, have
always been ready to work. You tell us when you need us, where
you need us, we will be there, thank you.

Senator ABDNOR. Thank you, Kent, for that very good statement
and I guess we all know that rural electric has long carried a load
of trying to get our story told and we know of your great contribu-
tion. I want to say one thing I am hopeful for. We are few in num-
bers, but as I told my fellow colleagues in Washington, like Bill
Proxmire and every one else, what I was trying to do, I was
amazed to find a lot of interest in trying to get this thing going. I
know if we just talk on the general subject we can make some
progress. It is not going to be easy, that I know. Several times I
have held off the economic adviser, last week I found one page of
testimony on rural America, let me assure you he heard the rath
from me. But all of us have to keep working on this and get this
out in front of the people.

The lady who handles labor statistics, Ms. Norwood, admitted
those figures mean nothing as far as rural America is concerned.
They are not slanted but we are just a small proportion of the over-
all picture, only we are down the spectrum, I mean down on the
bottom of the pole, and they are more concerned about the masses,
I guess. We appreciate your testimony, thank you very much. Milt
Schwartz.

STATEMENT OF MILTON SCHWARTZ, EXECUTIVE VICE PRESIDENT,
SOUTH DAKOTA BANKERS ASSOCIATION

Mr. SCHWARTZ. Senator Abdnor, Mr. Jahr, my name is Milt
Schwartz, I am the executive vice president of the South Dakota
Bankers Association headquartered in Pierre. The three panelists,
that we see before us, have articulated this morning those very
things through historical fact and through statistics which the
bankers of South Dakota feel here every night when tey try and
-go to sleep and figure out what they are going to do with this farm
customers and those commercial customers in the morning. Those
are the things that we are here to talk about.

There is no question on anyone's mind as far as my members are
concerned about the revolution, or the process, whatever you might
want to call it, in which we find ourselves in rural America right
now. The fabric, the pattern of the fabric in agribusiness and agri-
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economy is changing so fast that you have to read about it every
morning when you get to the office or yc u get up to do your chores.

A few statistics. I know they are cold but they are important
none the less. South Dakota banks represent $1.4 billion in farm
lending. There are 150 commerical banks doing business in South
Dakota. Now you add to that at least another $1.5 billion in com-
mercial lending in the State of South Dakota, and you see why our
members have an interest in what you are doing here today, Sena-
tor. Another statistic which we don't like to talk about, but in 1984
more banks failed in the United States than in any year since 1938.
We have been pretty lucky in South Dakota, we haven't had any
that have been liquidated. Those few that have had problems have
been merged, but we still don't know what might happen in the
future.

The statistics though for South Dakota banks I think, Senator,
indicate that they do have a strong, strong position. The ratio of
equity capital to the total assets for banks in South Dakota is the
highest of any surrounding State in this particular region, and our
equity to asset ratio is way, way above the national average. So the
banks in South Dakota are built on a very solid foundation, but
that does not mean that there can't be problems and we are here
to discuss that. So, we ask, you asked, and your committee asked
for possible solutions. In general terms two things we believe have
to be done.

No. 1, a short time effort probably on behalf or on behalf of agri-
culatural by the Federal Government to provide credit for those
credit worthy people in the agricultural sector for planting in 1985.
Let's get right down to where we are. Second, there has to be a dis-
cussion, there has to be planning, there has to be a strategy for
long range agriculture, the agricultural economy not only for
South Dakota but for the entire nation. To accomplish that, we
have seen some programs already at the national level. For the
short term the administration is talking about some interest buy
downs, some other things.

The program that came out last year, our members do not feel
was appropriate, was not used, and will not be used. There is a dif-
ference in a program which was announced last week, and it will
be most appropriate I think if there is time for some of your ex-
perts up there next to you to talk about that initiative by the ad-
ministration. In closing, we commend you Senator, and your staff
and other Members of the U.S. Senate for this initiation. We stand
ready to do all we can. Thank you very much.

Senator ABDNOR. I want to ask you a couple of questions. I mean
he is leaving and I think he is too important to this overall prob-
lem, money, to let him out of our sight.

Mr. SCHWARTZ. As I was called the other day, Senator, I am just
a hired hand.

Senator ABDNOR. You may be a hired hand but you work for the
people that are going to keep these farmers in business. I jumped
Paul Volcker of the Federal Reserve last week who was in front of
my Joint Economic Committee. He had used the word four times in
his testimony and very honestly I felt he gave the best understand-
ing of the overall problem that I have heard from any of these
people coming into this committee. I kept his statement because it
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is good, but he used the word confidence four times, and that is ex-
actly what I had in mind. Am I wrong in saying there is a great
lack of confidence gradually eroding out here between bankers and
farmers and the whole main street? I hear that one seed company
is going to demand payments at delivery. Is that going on? I mean
are we getting to the place where farmers, even though they have
some debt, may belong to a particular group which may be in
pretty good shape, but they are scared they are going to be next.
Do you find that is going on today?

Mr. SCHWARTZ. I think there is a great deal of anxiety in the
rural communities in South Dakota, and also in the, what we call
our metropolitan areas in the State of South Dakota. Mr. Volcker
is an extremely intelligent man, and I don't doubt that he gave you
an excellent overview. Mr. Volcker you could probably call the ar-
chitect of the great inflation/deflation that we have seen in this
country over the last 4 or 5 years. That has also caused agriculture
some problems, so nothing is ever black and white, and confidence
is not necessarily something that I have heard used in the State of
South Dakota. May be used in other places, but we are finding a
great deal of anxiety developing between customers, whether it be
of banks or whether it be of retail outlets, and we are finding our-
selves, Senator, in a position where smokestack America has found
itselfover the last 4 or 5 years. There is a shaking out of this indus-
try we call agriculture here in South Dakota.

Senator ABDNOR. About this uneasiness, I asked Mr. Volcker:
How much of it could you contribute to the Federal Reserve and
the FDIC and the Comptroller of the Treasury and the kind of
pressure we are putting on our banks and our lending institutions.

Is there something to that, that they could help a lot by alleviat-
ing, readjusting their demands and their requirements on the part
of banks? That was one of my pleas, I don't know whether I was on
the right track or not.

Mr. SCHWARTZ. Yes, there are things that could be done at the
Federal level which just can't be done at the State level relative to
what banks can or cannot do, or how lenient they may be with
their customers. You see, whether it be a State charter bank or a
national chartered bank, they are all examined by regulatory agen-
cies, by the State, by the Federal Deposit Insurance Corporation, or
by the Comptroller of the Currency, they have to be a national
bank, and there has been a lot of publicity lately about the examin-
ing staff, not of the State chartered, not from State chartered
banks because they know what agriculture is like, but the national
examiners that sometimes come in from out of State and don't
know the difference between a cow and a bull in some instances.
We feel that is changing to a certain extent.

I think there has now crept into the regulatory agencies a feeling
that you are going to have to treat the loan portfolios in the banks
in South Dakota and other agricultural States in a different way,
and we commend that. There is lots of things that, not lots of
things, but there are things that could be done in the Federal tax
laws which could alleviate some problems right now as far as the
taxing of financial institutions. So, we can talk about it here, but
as the gentleman before me stated, we are going to have to get that
idea across in Washington, yes.
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Senator ABDNOR. You thought there may be some merit in this
new proposal of Block's? I mean, will that create a little more?

Mr. SCHWARTZ. I haven't had an opportunity to study it. I have
read some commentary relative to at least two of the national
trade associations which represent bankers in this State, and in all
States, and they seem to think at least in the commentary in the
trade news that there is more merit to what Mr. Block has pro-
posed now than last fall, but everybody is still holding their breath,
nobody has seen the particulars really on paper. To my under-
standing, it's been explained in large part orally so far; and until a
bank or anyone else in the lending business can see something in
black and white, they are not going to get very excited about it.

Senator ABDNOR. I absolutely agree. The only thing you can say
for it is that it is immediate, it starts now. There are efforts being
made to liberalize the program and make it more available to all,
but that is going to take time. By the time it goes through the sub-
committees, committees, passes one body, goes through the same
action on the other side, then goes to conference, and maybe, who
knows, it might then get a veto. That takes time, this is in effect
now and I am just wondering if in its small way it will help a little
until we do better. So I guess you tried to answer that.

Mr. SCHWARTZ. I have tried to answer that, yes.
Mr. JOHNSON. You feel there is a shake out taking place in the

agricultural sector. I believe this is also a shake out taking place
among banks as well or in financial institutions.

Mr. SCHWARTZ. I would agree.
Mr. JOHNSON. In the industry do you have a feel as to the per-

ceived risk that there might be as a result of the linkages between
the various banks? As an example, take under the Bank Holding
Company Act where you suddenly end up in a sense levering one
bank off the equity of another bank and you can essentially pyra-
mid it. To what extent does that take place, and how much danger
is there involved here?

Mr. SCHWARTZ. That is not an easy question, Jerry. Holy cow.
Mr. JOHNSON. It is a fear that I have because it is like a pyramid.

You take the brick out on the bottom, how many others are there
sitting on top of it? Do we have situations of that nature?

Mr. SCHWARTZ. In South Dakota, not to my knowledge to any
extent whatso ever.

Mr. JOHNSON. I am happy to hear that.
Mr. SCHWARTZ. That would be my general answer. I think most

of the members of my association would agree. You see, most of the
members of our association are banks of $25 million or less in de-
posits.

Senator ABDNOR. We are going to go into the next category. Let
me say we have a whole list of people that have signed up and we
are going to call on, have you signed up over there yet?

Mr. BYG. I have not signed up. I was here is all.
Senator ABDNOR. I think we will go into our next category be-

cause these people have requested to be here for quite sometime
now, and we try to be fair on this. The main street, small business,
and economic development, those are all subjects of extreme impor-
tance to us as we talk about rural America. I am going to ask Dave
McNeil, South Dakota Chamber of Commerce to kick off this topic.
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Dave, are you here? Is anyone here representing the South Dakota
Chamber of Commerce? Well, if not, I am going to jump right into
Al Kurtenbach who is with the South Dakota Manufacturers &
Processors. We all know the fine job that Al is doing over at Brook-
ings and we are anxious to hear from you Al.

STATEMENT OF AL KURTENBACH ON BEHALF OF THE SOUTH
DAKOTA MANUFACTURERS & PROCESSORS ASSOCIATION

Mr. KURTENBACH. Thank you very much, Senator. It is indeed a
pleasure for me to be here. I happen to be a resident of Hutchinson
County, I spent the first 20 years of my life in Hutchinson County,
so it is always nice to come back home and see some of the folks, I
recognize the faces. I want to make a few comments and then I am
going to get into the areas that I think that we can make some
progress in.

First of all, I want to say that I am thankful to the taxpayers of
South Dakota for providing a school for me to get my college edu-
cation. I had the opportunity to attend South Dakota School of
Mines, and then after going down to Nebraska for a year I came
back to South Dakota, and I want to mention that I think, I have
always looked on South Dakota as the land of opportunity. I looked
on South Dakota as the land of opportunity 23 years ago when I
decided to come back here for my lifetime career, and I still look
on it as the land of opportunity. I took my lowest paying offer back
in 1962 to come back to South Dakota and work, because I think
there are so many fine things here, the people are so fine, the op-
portunities are so great, and I have enjoyed every year of my time
here.

I think we all look at economic recovery as what money is in it
for us. We can talk in grand terms and all that stuff, but at the
end of the day I think we look at our bank account and see what is
there. If it looks all right, then we have economic recovery, if it
doesn't look all right, then we don't. So, I just think that is what
we are looking at. Now we look at the short term and the long
term. I think we all recognize that employment in South Dakota,
that is what the retailers on main street look at for their economic
recovery. If there are no people here making money, then they
don't make any money. So we have to have people in South Dakota
if we are going to have money in South Dakota.

So we are looking in terms of employment opportunity in South
Dakota. Now I think we ought to recognize, and let's be honest that
the agricultural employment in South Dakota has been on the de-
cline steadily year, after year, after year since around the 1920's.
So there is nothing unusual that has happened here in the last
year or two. I think we all know that this has been taking place
year after year on a regular basis. So I think we are kind of aware
over that. Second, I think we have all looked around the State and
there are no oil fields, there are no coal fields in South Dakota. We
are not blessed like Wyoming and North Dakota, with oil and coal,
so there is no energy mining going to come in to South Dakota and
going to save us. We don't have it.

Third, I think we recognize that tourism, while it is a great con-
tributor to the economy of South Dakota, is a very cyclical source
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of money. We get tourism money primarily in the summer time, it
is not here in the winter time. So if we are depending on that to
save us, it might be a long haul. So that brings me to the area that
I am in and that is an area of manufacturing and technology. Now
that is not something that is going to help you get your crop in the
field this spring that is for sure, but it might help your children,
might help your grandchildren. I think we have to look at that a
little bit too.

Now there are three ways that we try to build our industrial
base in South Dakota, and through building our industrial base
and our technology base, we are able then to provide jobs. The first
way, and that we are all hear about is the method our Governor
worked so hard on that is to invite people in. We look outside, we
say there is somebody, they can come in and they can provide some
jobs for us, and that is fine and good.

The second way is that we help our existing industries to expand,
and this is the reason I am here is because we have a little trade
society in South Dakota called the South Dakota Manufacturers &
Processors Association, most of you have probably never heard of
it, but we are in fact active and we are trying to maintain our good
business climate in South Dakota so that there will be job opportu-
nities here for your children and your grandchildren. We need to
help those folks in South Dakota that do have manufacturing and
processing and technology businesses going so that they in fact can
expand and employ more people.

The third way is to grow our own companies. Now some people
say well that is nice to talk about, you can't do it, so on, so forth,
there are all kind of excuses for not getting around to it. We can do
it if we put our mind to it and get down to it. I have been involved
in 15 years in a company that we started by walking the streets of
Brookings to get our seed money, we invested and asked people if
they were interested, now we employ about 198 people.

Now what environment will help companies get started? I think
it is important to ask that. There are basically three categories of
this environment. The first category is an area where there are a
lot of other small technology companies. That is the most fertile
seedbed for new technology companies to get started. Now we don't
have that seedbed in South Dakota.

The second most fertile seedbed is to, is that universities and col-
leges, and this has been demonstrated nation wide. So I encourage
you if you don't know the folks at your local university or college, I
encourage you to get in and find out who they are, get on a first
name basis with the people on the firing line, that means the pro-
fessors in the classroom. We have far too much inhibition about
our people getting to know the teachers in the classroom. How they
can help out, finding the details. Get in and know, ask questions.

The third is to have new businesses start from big businesses, we
don't have that in South Dakota, the one thing we have is our
schools and colleges and universities. So I encourage you to support
them and take advantage of them.

One thing that has come up recently that could lead to some-
thing is just last week I was asked to be chairman of a committee
to get some seed money in to South Dakota for some research and
development and that is the National Science Foundation wants
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us, they consider South Dakota to be a deprived State, one of 12
right now, and they are asking us to submit a proposal to get some
research and development funded, and they are willing to, you
know, they say they are going to fund 8 to 12 States.

If we can get a reasonably good proposal in, then they will fund
up to 8, hopefully they will pick ours, but you know, there is a
kicker to it as there always is, and it is going to require a funda-
mental change on the part of you people in this room, on the part
of all the taxpayers in South Dakota, and that is this agency of the
Federal Government says they will put up $3 million over 5 years
if we are willing to do something ourselves, you know, if we are
willing to say that, if we are willing to recognize that industry and
technology is where we need to find jobs for our children and
grandchildren. The other States recognize that, and the other
States are going to match that probably a dollar for dollar, and if
we don't, then we are not going to get that.

So, I am going to be talking a little more about this over the
period of the next year and hopefully the folks in South Dakota
will realize this and see it as an opportunity, and will get some-
thing going. I really think that we have tremendous opportunity,
we have to be forward looking, and I always think back of being we
are in Hutchinson County here it makes sense, but back about a
100 years ago, my granddad got off a train in Scotland in the
middle of the winter, and he walked north from Scotland up to
Dimmock, and if you ever walked north in the middle of the winter
in South Dakota, you know that you have got to be convinced that
there are good things ahead. And I am telling you, folks, we are
only two generations away from people that did that. So let's do it
ourselves, let's get in there and get some things done. Let's look
ahead and let's get it done. Thank you, Senator.

Senator ABDNOR. Thank you Al for that inspiring speech. Let me
tell you people in the audience, he knows of what he speaks. I have
been to his plant, I have seen part of his family, a young daughter
working there in that plant. I saw a lot of those young graduates
out of South Dakota State University working in that plant. The
only thing he didn't tell you is he also contributes to the girls bas-
ketball program in Brookings, he probably has one of the most out-
standing young lady basketball players in South Dakota. Thank
you Al. Our next witness is Mr. Richard Schleusener from South
Dakota State University, a fellow I used to work with in South
Dakota government. Excuse me, South Dakota School of Mines and
Technology. You have to be careful if you are a politician talking
about these colleges. Thank you very much for coming all the way
out from Rapid.

STATEMENT OF RICHARD A. SCHLEUSENER, PRESIDENT, SOUTH
DAKOTA SCHOOL OF MINES AND TECHNOLOGY

Mr. SCHLEUSENER. Thank you, I am happy to be here. I have a
prepared statement that I will provide to you, so I will attempt to
summarize very briefly.

Senator ABDNOR. Thank you, that will be made part of the
record.
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Mr. SCHLEUSENER. I would like to make two points, with respect
to technology and rural America. There are technologies that are
in existence now that are drastically different than a 100 years
ago. there will be new technologies in the future that are drastical-
ly different than what we are doing today. Technology in agricul-
ture has displaced agricultural laborers. But I would submit that it
is necessary to maintain a base to continue to develop new technol-
ogy because if we do not in the United States maintain that differ-
ence, our people are going to be subjected to competition from for-
eign countries and lose the competitive advantage they have be-
cause of that technology, we can illustrate some of these.

I think of only two that are current and will have a significant
impact in the near future. One of these is microprocessors, some-
times related to robots. The computer can do things that people
normally have been doing in the past, offers the potential for sub-
stantial reduction in labor costs and can make an enterprise more
efficient.

Another development on the horizon, I think, will have a sub-
stantial impact, relates to utilization of computers comparable to
what other businesses have gone through and are now going
through with respect to the lower cost of the hardware, and the
greater availability of the computers that can provide management
assistance and just as other businesses have been forced to comput-
erize their management and records because of the competition, an
increasing number of agricultural businesses will be doing the
same thing in the near future. So the plea is to continue a system
that new technology can develop to help in the future.

Last fall I had the privilege of attending a national meeting in
Dallas, TX that was focusing on the subjects of development of
high-tech industries and how this might happen in various States.
There are any number of mechanisms going on in different States
right now in which the States are taking the initiative to try to do
this. Let me give you some examples of some mechanisms by which
this can take place, and I use examples of things that are taking
place.

One good example is the speaker that just preceded me, the de-
velopment of a new electronics industry, a high-tech industry that
is now often running and working effectively. Let me give you an
example of what is going on right now in our own campus, in
which one of our professors developed some chemicals that can
stipulate the growth of roots substantially, that process has now
been patented. Those patented chemicals will be developed and
marketed, it turns out this will be done by a new South Dakota
business. So in addition to the potential benefits and the growth of
plants, we have the economic activity that is generated from the
creation of the new business.

As another example, it is a source of frustration to me personally
that at the present time approximately 80 percent of our graduates
have to leave the State in order to find technical employment. I
would like to see that turned around. One of our graduates in the
1930's recently gave our school a substantial gift to encourage the
development of what he calls entrepreneurship and technology.

I surveyed the students that were in that class, and found to my
interest that the majority of them, of those students have as a high
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priority objective for their personal objective the long term ability
to establish and manage and own their own business and therein I
think lies promise for the future of South Dakota if we can bring
some of that brain power to bear in our own State instead of ex-
porting it. In terms of how this is accomplished there are some
things going on right now that I think offers some encouragement
to try to get a partnership between higher education and the busi-
nesses of South Dakota.

We have been working through the South Dakota State Chamber
of Commerce to take positive steps to try to develop a better part-
nership and working agreement and communication between busi-
ness and industry and higher education. I believe that those efforts
can and will pay off in the future. One last comment to be made in
closing.

Mention was made earlier of the disadvantage that is a reality to
South Dakota by virtue of deregulation, particularly in transporta-
tion and in communication. That is a reality that in a de-regulated
society we as a sparcely populated State suffer a disadvantage. I
think we need to ask ourselves what are the relative advantages
that we have and what are the relative strengths that we have. It
has been our privilege over the past years to frequently have on
our campus as commencement speakers high ranking officers in
major U.S. corporations.

A common theme that runs through my conversation with these
people when they come to our campus is this, I have been told on
repeated occasions they prefer to come to agricultural midwestern
States. Why, because they find there a stronger remnant of the
work ethic than they find in other parts of the United States. We
talked about the person that walked north in South Dakota winter,
we have some residuals of that work ethic here that give, I believe
give us a base on which we can indeed do those kind of things that
will help us in the long run and make some opportunities for us
arising out of the current problems. Therein I think lies our hope
to the future and thank you for the opportunity to comment here,
Senator.

[The prepared statement of Mr. Schleusener follows:]
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PREPARED STATEMENT OF RIcHARD A. SCHLEUSENER

TECHNOLOGY AND RURAL AMERICA

I. INTRODUCrION

Rural America is in economic trouble. This fact is evident fron

the increased current public attention given to problems of American

agriculture. While the productive power of American agriculture con-

tributes to a favorable U.S. balance of trade fran agricultural ex-

ports, a combination of the high value of the American dollar and in-

creased foreign competition has produced increasing eoenanic stress in

American agriculture. These factors lead to a dual objective for many

American farm operators to survive eonanomically in the next decade and

to strive to build to a position of prosperity as we move to the 21st

century. My comments give sane brief observations on the role of

technology in rural America in this setting.

II. IMMEDIATE EONCOMIC RELIEF FRCtO TECHNMM-Y?

The factors that are currently affecting American agriculture ad-

versely are not likely to be eased by any single or simple solution.

Technology can and will have an impact on agriculture, but technology

provides no panacea. A more pranising approach is to explore how

technology might be utilized in the long term to benefit American

agriculture.

III. APPROACHES FOR Wj-TERM IMPROVEMENT IN THE ECDNOMIC HEALTH

OF RURAL AMERICA

Agricultural research to improve agricultural productivity is

sometimes criticized because of its impact on the agricultural labor

force. Agricultural technology has produced drastic changes in the

composition of the American work force during the history of the
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United States. In the nation's early years we had a work force

primarily engaged in agriculture. In contrast, we now have less than 5

percent of our population actively involved in production agriculture.

Although trends continue for larger and larger farm units with a cnr-

sequent reduction in our agricultural population, the number of per-

sons impacted will be less than in the past because the current nunber

of persons enployeed in agriculture is relatively snall. Reducing or

eliminating research on production agriculture would be a tragic mis-

take because a termination of support of such research would mean that

American farmers would become less camnptitive than their foreign

counterparts and as a consequence, lose even more of their markets in

a competitive world economy.

The technological applications having the greatest pranise for

imnediate utilization in agriculture are those which can assist in

providing improved productivity or quality and reduced cost for more

effective campetition in world markets. What are sane of these tech-

nologies that offer potential to give such productivity improvements?

Sane of these are related to recent developments in aomputer technol-

ogy. Two developments are worth mentioning. One relates to the ap-

plication of microprocessors to agricultural production problems.

Microprocessors, the term applied to miniturized computers used in a

mode for monitoring and control of various processes, offer sig-

nificant cost advantages to many industries, including agriculture.

Such devices, including robots, can be used to control, on a progran-

med basis, a variety of industrial applications and processes, and in

many cases serve as substitutes for human labor at substantially lower

costs. The application of microprocessors and robots to agriculture
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is a relatively recent development and is one that has the potential

for substantial cost reductions to make American agriculture more

competitive in worldwide markets.

Another application of computers has the potential for cost reduc-

tion and enhancing the probability of economic survival for same farm

operators. This application is possible because personal computers

are now available with enhanced capacity and with relatively low cost.

These improvements permit individual farm operators to use personal

computers (a variety of brands are available) that can utilize new

computer software for improved management of the farm enterprise.

I recently discussed with the awner and manager of a Rapid City

business his perceptions that his current business envirorinent differs

drastically fran that which existed ten years ago. The reason given

was that introduction of computers to inventory control and other ele-

ments of his business operation had reduced costs substantially and

had made significant changes in his business and in the businesses of

his competitors. Since use of computers is becoming widespread for

business management, individual businesses have little choice except

to computerize their business procedures to remain competitive. We

can expect this trend to accelerate in American agriculture in the

next few years.

I personally have been involved in South Dakota and adjacent

states in research directed at beneficial weather modification. The

research results fran these and other efforts leave little doubt in my

mind that beneficial results are possible fram this technology.

However, technical uncertainties remain on the potential for
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beneficial utilization on a larger scale. These technical

uncertainties are equalled or exceeded by the socio-econamic questions

posed by society for use of the technology on a larger scale. As a

result, more research is necessary before the technology can be ap-

plied with confidence.

Many other areas of technology have the potential to benefit rural

America. These include biotechnology, energy and soil and water con-

servation, and genetics research for improved crop and livestock

production.

Ebr the long term health and prosperity of American agriculture,

we must maintain a research base to develop new ideas and new tech-

nologies which can be applied to the practical problems of agricul-

ture. The land grant system which has been in existence for more than

a century, provides a partnership of federal, state, and local support

for agricultural research which should continue. An ongoing research

program will benefit not only American agricultural producers, but

American consumers as well.

IV. FOSTER DEVELOPMENT OF NEW ENTERPRISES IN RURAL AMERI@.

The census of 198D revealed, for the first time, a movenent away

from increasing population concentrations in major cities in the

United States. This change in population pattern suggests that there

is a preference on the part of many individuals to move away from

larger cities into semi-rural areas as a preferred location to live.

We also note that there continues to be, in the current agricultural

economic crisis, a displacement of population away from an exclusive
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dependence on a farm enterprise to a situation in which individuals

may combine a part-time or full-time job with an agricultural

enterprise. For these reasons development of new businesses in rural

areas can provide a benefit by providing full-time or part-time

employment.

Many states have developed state-funded programs to attempt to en-

hance the development of new enterprises, with many of then related to

so-called "High-Tech" industry. One of our defined objectives at

SDSM&T is to assist in the economic development of the community and

of the state by encouraging such enterprises.

What are the mechanisms for trying to accomplish this objective?

Several approaches are possible. To give an illustration, some of the

members of our Chemistry department recently developed a chemical that

provides significant increases in root growth after exposure to the

newly developed chemical. This process, recently patented, is now

being licensed to a new South Dakota firm. This new enterprise will

provide an additional increment of employment which will be a benefit

to the connmunity and to the region. The benefits f ran the additional

economic activity generated by the new business are in addition to

whatever benefits may be generated by the enhanced production from the

use of the patented chemical.

A further illustration can be given. Traditionally, most of the

students that have come to us at the South Dakota School of Mines and

Technology have been from South Dakota. Unfortunately most of then

have to leave the state after graduation in order to obtain technical

employment. We would like to change this situation so that the state
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of South Dakota could have the benefit of the brainpower of these

young people. It is our belief that in the long-run the encouragement

and development of "home grown" industries from technological applica-

tions can ease this problem. It also has the potential for enhance-

ment of the economic base of the state. As an example, one of our

graduates in the 1930s left the state and founded a firm which grew

large enough to merit a listing on the New York Stock Exchange. This

graduate recently provided a substantial gift for support of the

development of a oeurse in Entrepreneurship and Technology on our cam-

pus. I recently surveyed the young people who were students in this

experimental course and found that many of then had the long-term ob-

jective of becoming owners and managers of their own businesses. I am

hopeful that we can encourage the idea of entrepreneurship in technol-

ogy in our students and faculty. Such efforts will stimulate eoenomic

opportunities in a rural state and will complement our traditional in-

dustries of agriculture and tourism.

Various approaches have been used by different states to attempt

to stimulate development of new enterprises. One common theme in

these developments is the effort to try to develop working partnership

arrangements between higher education faculty/staff and the local

business and industry. I am encouraged by efforts currently under way

by South Dakota businesses, through the South Dakota State Chamber of

Commerce, to attempt to develop improved relationships between South

Dakota business and South Dakota higher education.

Past policy in our state has been to give top fiscal priority to

the teaching functions of college faculty. This is an important
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priority, but the past failure to provide opportunity for individual

faculty members to be more than classroom teachers-to be

"Professors"-has hindered econmnic development. In order for a

faculty menber to be an effective link between new developments and

research on a college campus and industry and business, time must be

provided for such interaction. I am encouraged by the current indica-

tions of interest from South Dakota businesses to develop more active

partnerships between South Dakota higher education and industry. I

believe that these efforts can assist in developing new businesses of

a high-tech nature and provide additional emplcyment opportunities for

the people of our state.

In an era of deregulation, a state with a 1lw population base

probably has a built-in cost disadvantage in communications and

transportation as compared to more densely populated states. What are

our competitive advantages? On many occasions we have been fortunate

to have high-level corporate officers fran major companies as our com-

mencement speakers at the South Dakota School of Mines and Technology.

One of the comments that frequently comes from these individuals in my

conversations with them is their comment that they prefer to hire in-

dividuals for their companies that come fran an agricultural

background because of the remnants of the work ethic are more common

in an agricultural state than in other states. The presence of this

work ethic constitutes an advantage that exists in South Dakota. It

is my hope that we will see continued research in agriculture, and

continued development of job opportunities in new high-tech in-

dustries. If this happens technology can make a useful impact on

agriculture and benefit the citizens of South Dakota.
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The South Dakota School of Mines and Technology is celebrating its

100th anniversary this year. As we enter our second century it is my

hore and my expectation that we can continue to provide quality educa-

tional programs, and that we can also make a useful impact in enhanc-

ing the economic development of the community and the state.

NOTE: I thank Dr. Ray Hoops, President of South Dakota State

University (SDSU), and Dr. Mylo A. Hellickson, Professor and

Department Head of Agricultural Engineering at SDSU. for the

helpful conversations I had with them during the preparation of

this statement. Responsibility for the statement, is, of

course, that of the author.

Senator A3DNOR. Thank you Mr. Schleusener for those good mes-
sages because I think that needs to be made a part of the record
that all is not hopeless by any means, and there is a lot to think
about for the future. Hopefully these young people here from the
schools will soon be going to college and planning their lives get
hope out of that too. It is a great place to be in South Dakota and
we still think we have a lot to offer. Is Dean Dale Clement here,
someone out of the University of South Dakota School of Business
said they would be here, is someone here from that group? How
about the South Dakota Department of State Development, that is
a tourism group? How about Mr. Ray Ring from the University, is
he here? If not, we have a number of people who have requested to
be heard and I am going to jump into the health care issue. As I
talked to those people in that industry I know it is of great concern
to all of us, and when you talk about rural America, it is a subject
that can't be ignored. Rural health care throughout South Dakota
and our reservations throughout the State.

So, at this time, I want to call David Custis from the Wall Clinic,
is he here? He is from the Wall Clinic Assistants Program which
has done a great job of taking up some of the needed care for South
Dakota. Thank you for coming all the way from Wall. The next one
I am going to call on after you is Frank Drew of South Dakota Hos-
pital Association, and Mr. Val Farmer of the West River Mental
Health Association, and Mr. William Bergman of USD, if he is
here.

STATEMENT OF DAVID CUSTIS, RN., ON BEHALF OF THE WALL
CLINIC

Mr. CusTIs. In an attempt to provide the rural areas of South
Dakota with health care, the 1974 legislature, by legislative man-
date, charged the USD School of Medicine with the task of develop-
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ing the planning of a 4 year degree granting medical school that
would place emphasis on family practice.

Further concern for providing health care to the rural areas of
South Dakota promoted the 1975 legislature to appropriate $60,000
for the development and implementation of a program for physi-
cian extenders. In its charge the University of South Dakota School
of Medicine developed a new program under the direction of Dr.
Robert Hayes, the plan called for the physicians extenders to be lo-
cated in Wall, Murdo, and White River with Dr. Hayes supervising
all three clinics. Community support for the physician extender
program was overwhelming and a local volunteer, non-profit com-
mittee was quickly organized to handle the business affairs of the
proposed clinic.

Financial support for the project not only came from the Federal
and State government, but also from community minded citizens,
organizations, and local government. Over the 10 year history of
Wall Clinic many things have changed. The most significant thing
being that the Wall Clinic has grown from a government supported
entity to a nearly self-supporting organization as providing rural
health care to a community that cannot afford the fulltime service
of a doctor or a hospital. The clinic now contracts privately with
Dr. Robert Hayes, a supervising physician. We are made up, we
have a nine person voluntary board that meets monthly to assist
myself with the financial affairs of the clinic.

In rural America there is a definite maldistribution of doctors.
Health care providers tend to go to large cities where they can
make a standard of living suitable to their life style. Thus clinics
like Wall, Murdo, and White River had to be set up to meet the
medical needs of western South Dakota. This past year the Wall
Clinic saw 3,689 patients. The area in which the clinic serves is a
6,000 square mile area. Many of these people have to drive over
rough gravel roads to get to our clinic.

However, you never hear of any complaints because without the
clinic in Wall, many of them would have to travel anywhere from
70 to 100 miles one way to see a health care provider. When I first
came to Wall I received a call late one night from a mother who
wanted me to see her little girl who was complaining of a severe
ear ache. I asked her how long it would take her to get to the
clinic. She stated about 1 hour since they lived 45 miles north of
Wall. Dr. Hayes and myself treat both young and the elderly, but I
believe the best service we provide is the care for the elderly. Here
is an age group in which it becomes more and more difficult to
travel 50 to 60 miles one way to see a doctor, specially when they
do not have any means of transportation to take them there.

Not only do we provide care at the clinic, but will make house
calls when they are unable to get to the clinic. Last week on a cold
snowy night I traveled to Quinn, a small town 5 miles from Wall to
see an elderly man suffering from the flu. The daughter thanked
me over and over, because without us being here it is really tough
living out in no where. The summer time when the tourist season
is in a full swing in Wall, the tourists come to the clinic with any-
thing from sore throats to congestive heart failure. They are also
very thankful for the clinic in Wall. So much that last summer I
saw a patient from Chicago with a sore throat, they had heard
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about the clinic from a neighbor who had been in the clinic a
month earlier.

In rural America we have been reading about ambulance serv-
ices closing down because of not enough volunteers, in Wall we
have a crew of 10; 81 hour EMT's and 1 special skilled ambulance
technician. I can honestly say this crew has saved countless lives
and it is frightening to hear where these small towns are losing
this vital service.

Another important part of rural health is the home health care
provided by our public health nurses and home care such as what
Rapid City Regional Hospital has set up for our area. This helps
people to stay in their own homes as long as possible. So in conclu-
sion, rural health does have its problems. The closing of small town
hospitals and the retiring physicians who are having a hard time
finding someone to replace them, but there is a bright spot and
that is the rural health clinic set up some 10 years ago to meet the
needs of rural America.

We thank the U.S. Congress and our own State legislature for
setting up rural ambulatory care clinics which are providing a
most valuable service to rural America. Thank you Senator. Dr.
Robert Hayes, he wanted to thank you, he could not be here to tes-
tify, but this has become a very valuable thing to the western
South Dakotan, and if you are ever in Wall, coffee is still a nickel
at the drug store. So feel free to stop please.

[The prepared statement of Mr. Custis follows:]
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PREPARED STATEMENT OF DAVID CUSTIS

The Rural Health Concept

In attempting to provide the rural areas of the State of South Dakota with

primary health care, the 1974 South Dakota Legislature, by Legislative mandate,

charged the University of South Dakota School of Medicine with the task of

developing and implementing a four-year degree granting Medical School that

would place emphasis on Family Practice.

Further concern for providing health care to the rural areas of the State

of South Dakota prompted the 1975 Legislators to appropriate $60,000 for the

development and the implementation of a program for physician extenders.

In its charge, the University of South Dakota School of Medicine developed

the new program under the direction of Dr. Robert Hayes. The plan called for

physician extenders to be located in Wall, Murdo and White River with Dr. Hayes

supervising all three extenders from Wall.

Community support for the physicians extender program was overwhelming

and a local volunteer non-profit committee was quickly organized to supervise

the business affairs of the proposed clinic. Financial support for the project

not only came from the Federal and State government but also from community

minded citizens, organizations and Local government.

Over the ten-year history of the Wall Clinic, many things have changed.

The most significant thing being that the Wall Clinic has grown from a

government supported entity to a nearly self-supporting organization that is

providing Rural Health Care to a community that cannot afford the full-time

services of a doctor or hospital.
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The clinic now contracts privately with Dr. Robert Hayes as supervising

physician and the nine person volunteer board of directors meets monthly to

assist Physician Assistant, David Custis, with the financial affairs of the

clinic.

The magnitude of operating a rural clinic, 50 miles from Rapid City

Regional Hospital, and the challenge it presents can best be summarized by

Mr. Custis.

In Rural America there is a definite maldistribution of doctors. Health

Care Providers tend to go to large cities where they can make a standard of

living suitable to their life style.

Thus, clinics like Wall, Murdo and White River had to be set up to meet

the medical needs of Western South Dakota.

This past year the Wall Clinic saw 3,689 patients. The area in which the

clinic serves is a 6,000 square mile area. Many of these patients have to drive

over rough gravel roads to get to our clinic. However, you never hear of any

complaints because without the clinic in Wall many of them would have to travel

anywhere from 70-100 miles one way to see a Health Care Provider.

When I first came to Wall I received a call late one night from a mother

who wanted me to see her little girl who was complaining of a severe earache.

I asked how long it would take her to get to the clinic. She stated about an

hour since they lived 45 miles north of Wall.

Dr. Hayes and myself treat both the young and the elderly. But I believe

the best service we provide is the care for the elderly. Here is an age group

in which it becomes more and more difficult to travel 50-60 miles to see a

doctor especially when they do not have any means of transportation to take them

there. Not only do we provide care at the clinic but will make house calls

when they are unable to get to the clinic. Last week on a cold, snowy night

52-112 0 - 85 - 4
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I traveled to Ouinn, five miles from Wall, to see an elderly man suffering from

the flu. The daughter thanked me over and over for being here because it is

tough living in no where.

In the summer time when the tourist season is in full swing in Wall, the

tourist come to the clinic with anything from sore throats to congestive heart

failure. They are also very thankful for the clinic in Wall. So much, that

last summer I saw a patient from Chicago with a sore throat. They had heard

about the clinic from their neighbor who had been in the clinic a month earlier.

In the rural areas we have been reading about Ambulance Services closing

down because of not enough volunteers. In Wall we have a crew of ten 81-hour

EMT'S and one Special Skilled Ambuflance Technician. I can honestly say this

crew has saved countless lives and it is frightening to hear where small towns

are losing this valuable service.

Another important part about Rural Health is the Home Health Care provided

by our Public Health Nurses and Home Care such as what Rapid City Regional

Hospital has set up for our area. This helps people to stay in their own homes

as long as possible.

In talking about Wall one cannot leave out that Wall Drug is not only a

souvenir shop but also has a well-staffed Pharmacy who also serves a 6,000

square mile area.

So in conclusion, Rural Health does have its problems; the closing of

small town hospitals and the retiring physician who is having a hard time to

find someone to replace him. But there is a bright stop and that is the

Rural Health Clinic set up some 10 years ago to meet the needs of Rural America.

We thank the U.S. Congress and our own State Legislature for setting up

Rural Ambulatory Care Clinics which are providing a service to Rural America.
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Senator ABDNOR. Thank you for that outstanding report. I am
well aware of the work you and Dr. Hayes do, I watched you start
out at Wall when I was still in the State legislature almost. Any
way, you have been there a long time. This points out something, I
would like to have people back East and in Congress know that
people spend an hour to get health care, and that is probably
almost the average out in your country.

Mr. CusTis. When I told a rancher what I was going to do, he
said good, and go tell Senator Abdnor I drove 60 miles to see you
and if I went to Rapid I would have to drive 140 miles one way. So
they have their problems, and they have their problems with
ranching, but there is one bright spot they do see.

Senator A3DNOR. This is the kind of information we need and I
hope we get it from other parts of the United States. Everything is
not perfect where it might be. They often have an abundance of
medical technicians and doctors and everything that goes with it in
large big cities, but rural America has been skipped in many cases.
Next witness is Frank Drew. I guess Mr. Drew is not here. Is Mr.
Bill Bergman here? Good. From the University of South Dakota.

STATEMENT OF BILL BERGMAN, PROFESSOR OF BUSINESS STA-
TISTICS, SCHOOL OF BUSINESS, UNIVERSITY OF SOUTH
DAKOTA, AND DIRECTOR, HEALTH ADMINISTRATION PRO-
GRAM
Mr. BERGMAN. Senator Abdnor, folks, colleague Jerry Johnson, I

don't know exactly what hat I am wearing here today because I
have played in a lot of arenas. I am a native South Dakotan, I am
a professor of business statistics at the School of Business, I am the
director of the Health Administration Program. I didn't really
come with a prepared statement, but 3 minutes ago I heard my
name mentioned and I whipped out one. I would like to give this
statement.

I am here to express my pleasure, Senator Abdnor at your rural
initiative, I offer my support. As I said, I don't have a prepared
statement but I am here to say that I accept your invitation to join
the Abdnor task force on the rural economy. Whatever expertise I
have developed over the years I volunteer to help put in to perspec-
tive the needs of my native South Dakota, and of rural America.
With that objective in mind, and listening very hard to what is
being said here today, we are hearing South Dakota speak today,
building on the past, cognizant of the present, working together, we
will develop strategies, we will cope with this adversity, we will
adjust, and we will survive. South Dakota has truly one outstand-
ing asset, that is this highly trainable, highly adaptable people.
Let's get our confidence up. Working together, we can do it, thank
you.

Senator ABDNOR. Thank you. Our next witness is Paul Stahl of
Bridgewater. I believe the next witness following Stahl will be Joe
Mieran.

STATEMENT OF PAUL STAHL

Mr. STAHL. Thank you Senator, we are planning on getting down
to the real issues. I am a 62 year old farmer from McCook County,
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I started farming on a regular basis when I was 13 years old. Today
I have six sons farming with me. Farming has always been a hard
life. There are many things we can handle. We can handle drought,
flood, and many things we can handle, but I would like to talk
about some things we can't handle.

We can't handle unfair competition, unfair competition from for-
eign governments. Let me explain. My son with his father-in-law
has an annual registered sale in Bidman, ND. In 1983 I went to
that sale, there were many Canadian buyers there, and they made
three real good sales, the Canadian buyers on these bulls. They
found out they couldn't get the bulls home. It took 90 days to take
those bulls in to Canada. Then they went and inquired how fast
these bulls could come in from Canada, it took 24 hours. I oversee
sort of seven farms.

In 1984, let me say we are hog farmers mostly. We sold our hogs
to Morrell for 24 years. In 1984 we came to Morrell and backed up,
we couldn't unload the hogs. They were full of Canadian hogs, we
had to find a different market. That went on all summer. McCook
County hadn't fed any fat cattle practically for 10 years, not be-
cause we are inefficient feeders, we have the corn, we produce the
calves and can feed them, why can't we feed them? Your tax laws,
Senators, prevent us from it. Not because you were inefficient,
same way with the company putting up the big hog operation in
Nebraska, we can't compete with it.

Senator ABDNOR. Thank you, Joe Mieran.

STATEMENT OF JOE MIERAN
Mr. MIERAN. First of all I would like to commend you for two of

the bills on the table S. 371 on farm credit and S. 244 which deals
with tax laws in farming. I think these two are issues that are very
vital to the farm economy. First of all, many farmers need credit,
and I think this will help along with that.

Second, we can not compete with tax loss farmers, people who
make a lot of money in other business and then use farming as a
tax loss credit. I think another vital issue is that we need, we
cannot compete with foreign government subsidies. You mentioned
France before, I think it is somehow our government needs to sub-
sidize us. If it is not a direct subsidy, it has to be some type of law
that will enable that. Another thing I think that farmers may need
is some legislation, however it might be, to encourage more small
farmers so that there is more revenue generated in the small com-
munities and I think that will in turn benefit your small communi-
ties, thank you.

Senator ABDNOR. Thank you Joe. I just want to say that we are
working hard on those two particular bills, and I couldn't agree
more on the foreign competition. We all know one of the biggest
problems we have is that we start out at a 30 percent disadvantage
when the product is sold overseas because our products are so high
in relation to other countries, this is a serious disadvantage. It is
something that has to be paid attention to if we ever hope to get
back in the export market. We are falling off. Our balance of trade
is going to be a deficit of over $140 billion this year. It wasn't too
many years ago when it was a plus. So, it not only affects agricul-
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ture but the whole economy of the country. That kind of a deficit
takes away a lot of jobs in this country, I can assure you. So, we
appreciate your comments. The next gentleman is Bill Schraeder.
Is Bill here? I understand Ms. Pat Overweg and Mr. Schraeder
want to come in together, that is fine.

STATEMENT OF PAT OVERWEG
Ms. OVERWEG. Senator Abdnor, Bill and I would like to share

with you some of our concerns with our local FmHA. We believe
that FmHA in Aurora County has acted irresponsibly. We went in
there to apply for a loan and we were told that there was no sense
in us even applying, they couldn't help us any way. This forced us
in to a chapter 11 where we lost all of our cattle and all of our
hogs. The FmHA people were very rude. When you go in there you
are made to feel worthless, you are made to feel ashamed. You are
always called a poor manager and in the next breath he will tell
you that he realizes the problems out here are adverse weather,
low prices, and high interest. The FmHA people are not informed
of their loan limits. When we went in in November and applied, he
told us he said you are over the limit, and the limit is $100,000. In
April 1984 the limit had been changed to $200,000, and our supervi-
sor didn't even know it. Our supervisor has showed favoritism.

In our county it is not what you know, but who you know. There
is money available to certain people and a lot of it. We have got
proof of this by mortgages where he said he was only allotted
$300,000 for the year and we found $500,000 that he loaned against
land alone to six people. And it ranked from anywhere from 2
years to 40 years. They don't know their appeal procedure. If it
wouldn't have been for Les Mehlhaf we could never have met with
our county committee. It took four phone calls that day to appeal
back to the committee.

Our supervisor fought us all the way until Les finally called
Washington twice and finally called back and he said these people
have the right to meet with the committee. We met with the com-
mittee, but by then it didn't do no good because our supervisor had
gotten to them first and all they did when we walked in was look
at their clock and their watch and tell us we had 30 minutes to go
over everything that happened in the last 2 years. They have never
informed us of our deferral rights. They have never, or the rights
to reamortize anything.

I went to a meeting at Oldham and I talked to Mr. Gunderson, I
should say I was very upset when I talked to him and very mad,
and I told him what was going on and he said he would meet with
me. So I went up there and met with Dexter Gunderson, and we
walked into this room, sat down and we had tape recorders going
and he pointed to me and said you are going to do all the talking,
you have made some serious allegations here and I want them
brought out. At present was our supervisor Larry Colbridger, and
our District Man, Mel Simeck and Mr. Gunderson, and Mr., oh, I
can't remember the administrative official's name, and myself, and
Monte Haugen and my husband, and I did most of the talking and
when I got done, I asked Mr. Gunderson what was the result or if
they wanted to ask any questions and he told us it was none of our
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business, that it was an administrative problem and that he would
handle it. Nothing has been done, we were never told what we
were going to do, if we can get in to FmHA or not.

Last year in our community we had three suicides, and due to
the stress on the farm, and I am afraid we are going to have more
to follow if something is not done, what is happening out there is
very serious and I don't think our boys in Washington realize how
bad it is out here. We have got to keep these young farmers going,
and as farmers like my dad's age that are being done in and it is
not right. I am not up here to give any ideas on how to stop it, I
guess I am not smart enough for that, all I want to do is farm and
keep my farm. I have a petition here, Bill and I have, that was
signed by over 150 people in our town or our county that the super-
visor Jake Garen, a lot of people were scared to sign it because
they were afraid if he seen the signatures on there that they would
be in the same boat we are in. We feel that that is why we can't
get a FmHA loan is because he knows we put this petition out, and
we would like to turn this in as testimony. Thank you.

Senator ABDNOR. Thank you, Pat. Mr. Schraeder.

STATEMENT OF BILL SCHRAEDER

Mr. SCHRAEDER. Senator, my statement is pretty much the same
as Pat's. I have the petition here. We were cautioned this morning
not to look for villains, unfortunately there are villains out there,
and I think in our own situation here, an investigation would be in
order of our county FmHA office. Any help you can give us there,
you know, would sure be appreciated. I was once told that county
supervisors get a bounty for all farmers that they can liquidate
before they are in so far that they can't clear their self. I ap-
proached Dexter Gunderson with this, asked him directly, he said
no, he says you have that wrong, that is not a bounty, he says that
is a bonus for office management. Whatever you call it, you know,
the results are the same either way. Whatever terminology you
use. So here is the petition and I will submit that to you.

Senator ABDNOR. Thank you, Bill. It is hard to realize this sort of
thing is happening and we will certainly try to check into it.

Mr. SCHRAEDER. This is why I would like some type of investiga-
tion to find out exactly what is going on and if FmHA is setting up
to work against us or for us.

Senator ABDNOR. Are most of these people people who have had
business with the FmHA or are a lot of them supporters?

Mr. SCHRAEDER. We found it easier to get people in town to sup-
port it and sign it than we did farmers, because the biggest reason
we got from farmers to not sign it is we have to go into FmHA to
apply for services, we don't want to cut our own throat. Most
people in town who signed it said I have nothing directly to do with
FmHA, but his own attitude strikes me wrong, you know.

Senator ABDNOR. Is it more of an attitude or was he unfairly
judging these? I mean sometimes people can't say no pleasantly
when you have a problem. The people who have these problems
really have been eligible in most ways for the loan?

Mr. SCHRAEDER. A lot of the people I talked to out there when I
was visiting with them said never again would they ever go into
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that FmHA office. They went into inquire about what help might
be available to them, and they said when they left there they felt,
you know, really put down, they said they would not subject them-
selves to that kind of treatment.

Senator ABDNOR. Thank you very much, I appreciate having
that. It is easy to prepare a bill for everybody's problem, they give
you something to talk about. But one of the bills I am preparing I
feel very strongly about. I started reading about Secretary Block's
partners borrowing $600,000 from FmHA and I found out that even
people in South Dakota add up to $1 million and $3 million in
loans. I tried to remember how FmHA got started and what it was
all about, so I had my young agriculture legislative man work with
the Library of Congress, we have been researching the FmHA law
ever since it was put into being and the changes which have taken
place. I think it needs restructuring and brought back to what it
was originally intended for. We want to make sure we have the
right form and bill when we do it. This is ridiculous, this is not for
people to speculate, it is supposed to be something to help people
get through a tough time. For a million dollar loan you can make a
lot of small ones that would serve a very useful purpose. We are
looking into that, and we hope we can find support for that, be-
cause that bothers me and I want you people to know this. I know
how you feel and how emotional this problem is, but I have been
hearing comments from the people on committees who handle this,
including the Chairman of the House Agriculture Committee. The
secretary and his partners maybe rightfully so, for the big loan the
gentleman currently was asking for is $600,000. The only thing
wrong is that it was legal, with the way we are administering the
program it was perfectly legal. I wish I could tell Mr. Delagrasso to
quit complaining, and long ago put some legislation in to restruc-
tui'e it. Well, we are going to, and I hope we can come out with a
workable bill.

Ms. OVERWEG. I would like to put something on to what I said.
We have 8 hours of tape where we have taken it in and talked with
our supervisor. We have proof to what we said. There is 8 hours of
tapes on there where he tells us that we have 33 percent return on
our farm plan, and I am going to tell you just like he said it, he
said hell, Ivan, this thing looks too good and he kicked us out. He
said if all farmers had 33 percent return on their investment, we
wouldn't have the problem we have today, and we were done.

Senator ABDNOR. You say you know Les well and we can stay in
touch?

Ms. OVERWEG. Yes.
Senator ABDNOR. Its been brought to my attention that we need

to have a break here. I think that the people have prepared a
lunch in the back. Wait a minute, let's make this announcement.
We will recess for about 30 to 40 minutes. We will come right back
and take witnesses from the audience.

[A lunch recess was taken at this point.]

AFTERNOON SESSION

Senator ABDNOR. We will bring the subcommittee back to order.
Our first witness to start off the afternoon is Lois Kirschenman.
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STATEMENT OF LOIS KIRSCHENMAN

Ms. KIRSCHENMAN. I do appreciate this chance. We have made a
lot of phone calls in the last, I would say the last 6 months. We
have called a lot of people trying to get their ear, trying to tell
them there is a problem out here, so we do appreciate this.

Senator ABDNOR. Thank you.
Ms. KIRSCHENMAN. I, myself, am just a farmers wife. It never oc-

curred to me that I would ever be in a position like this to have to
beg for food for our family, and the right to produce food for a
Nation and the world. We have four children, and the oldest one is
14, she drives a tractor, she did most of the field work this fall, the
youngest one is six, we have had to go to burning wood, to keep our
home warm because we do not have fuel, we cannot afford to buy
more fuel, so we have a stove in the basement and she carries in
the wood. There is a lot that we as family farmers do just to sur-
vive.

There are two things in our Nation that are realities. The first
thing we heard a lot about at the inauguration and that was the
homeless in Washington, DC. It is not just the farmers that are
having problems, it is not just rural America. There are homeless
people in Washington, DC, there are homeless people in all our
large cities. We are appalled that this happens to a Nation that is
strong. If there are already homeless people in our cities, where do
the farmers go when they are homeless. It is happening. I know of
two families that have been evicted. I know of another one they are
trying to evict, I know of another one they are trying to sell his
machinery. I know of a fourth one who is not in default, is worth
three times more than he owes and he has been asked to sell his
sows and his cows. The only income that man has. His only cash
flow, PCA asked him to sell them. To what end, I don't know. He is
producing. He is producing grain to feed them with, he is produc-
ing red meat to sell, but PCA says you are going to have to either
go to another lender or have an injection from your father-in-law
to keep your farming operation going.

We have, I don't know if you would call it a hot line, somethimes
I call it a desperate line. It was never set up to be a hot line, and I
really never knew when people started calling that it would run in
to this problem. People call us that need food. People call us and
say I am going to be evicted, we are being foreclosed upon, what
are my rights. As a result of this, I have studied this, and I have
come to one conclusion from this morning, and it changed my com-
plete line of speaking to you and it was this, the economists of this
State say that it is going to be a continuing trend.

We should have more industry, but our industry is laying off
people by the thousands. I don't know what the answer is. The pro-
ducers of food are producing, and it is being sold and it is being
used and it is going right on down the food line, and the farmer
cannot manage? Why? Is it because somebody else is making the
profit on his food. Food costs go up, but the farmers costs or the
farmers return for that food does not go up. I am telling you the
problem. Now, one more thing, we pay interest. Our businesses pay
interest, our Government pays interest, where does the interest go?
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I really would like someone to tell me. Where is that interest
going?

In 1976 we were told interest was 8 percent, we expanded into a
hog operation at that time. By 1981 we were paying 19 percent in-
terest on 3 month notes. Everything 3 months that came due, and
it was put on to another note. And that note charged interest on
the interest. That is compounding of interest. We are poor manag-
ers. There was only one way to continue farming, and that was to
borrow the money one more time. The interest continued. We
couldn't pay off that note because our expenses weren't met. Even
though we were producing a thousand 220 pound butchers a year
where before we were only producing 300, we still couldn't pay it.
We had to borrow on a debt to pay a debt. Is that possible because
we are poor managers?

The banks flourished, they built buildings. PCA flourished, they
built bigger buildings. The industry, the businesses in our State
flourished because the farmer was producing-maybe I should get
back to the purpose of agriculture, the purpose of a sound credit
system for agriculture. It is declared to be the policy of Congress
recognizing that a prosperous productive agriculture is essential to
a free Nation, and recognize the growing need for credit in rural
areas, that is the purpose for credit.

Now, we heard a story this morning that touched our Senator
Abdnor's heart because I could see it on his face. Those people are
still on the farm, they are struggling, they are burning wood be-
cause they can't afford oil. Now, we are wondering about our lend-
ers. Our banker came out, we were very apprehensive. He reas-
sured us, he said I know when you go under we go under. But he
said your equity is gone, but he knows also that our equity drops 50
percent. He knows that, and he says he can't understand why.

Now, we are the producers of food in our Nation. Congress recog-
nizes that producers of food are the basis of a strong economy for a
free Nation. Now, we have-it is a heavy thing to answer this
phone day in and day out and know that there is nothing we can
do, we can't go to our courts and get justice because there have
been laws made that say that a farmer has no rights, and we have
been trying to fight the farm credit system, and I feel like that the
things that we have seen in our Nation in the last 4 weeks are
things that should be investigated.

I think our Federal credit system should be, have a grand jury
investigation in this, and I have here something from Congressman
Daschle that was put over the air that said that Federal Intermedi-
ate Credit Bank of Omaha is in bad trouble financially. A week
later came over the news farm broadcast, Reno, public affairs spe-
cialist, the farm broadcasters are to give this and it says PCA is in
a very good position financially, Federal Land Bank is in a good
position financially, and the farmers cannot send a farm broadcast
and say this is the way it is, but PCA and Federal Land Bank can.

I also have here it is a declaration of policy for Federal Land
Bank and PCA's, they recognize that there is a problem out here,
they also tell us there is a policy of forebearance. We have not ex-
perienced this policy of forebearance in our area. I told you about
those people that have been foreclosed on that weren't in default,
the people that have a good equity and do not have a chance to
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work themselves out of it, that isn't forebearance. Now, I realize I
have taken my time.

Senator ABDNOR. I know your story needs to be told, I don't want
to cut you off, it is just that I have a whole stack of other people.

Ms. KIRSCHENMAN. I know you do, we appreciate your effort of
coming out and talking to us, but I would urge you Senator Abdnor
to get some farmers in there on that board. I realize the economists
can see the situation, but the family farmers are the ones who
have lived with it, who are suffering with it, and maybe they can
help you to deal with this.

Senator ABDNOR. Heaven knows we need all the help we can get
to get this message across. You tell a very telling story and I wish
we had some quick answers for you. Hopefully in the days ahead
something is going to help the situtation. I did introduce legislation
in that I am getting a lot of interest in which would allow farmers
to keep income for living expenses for planting their crop before
FmHA is allowed to receive payments from the farmer. We have
hopes for that, and I realize it is just a small part, but everything
helps in this kind of a case.

Ms. KIRSCHENMAN. How do we pay it back, we can't meet our ex-
penses, we have no hope of paying it back. I appreciate this, there
is something being done so we can plant, but why should we plant?

Senator ABDNOR. You make a good point.
Ms. KIRSCHENMAN. If we can't pay it back. I mean if the food

producers stop producing.
Senator ABDNOR. You are in Hutchinson County?
Ms. KIRSCHENMAN. I am in Yankton County.
Senator ABDNOR. You were flooded out 2 years in a row.
Ms. KIRSCHENMAN. Yes we were flooded out this spring.
Senator ABDNOR. I know prices are horrible and depressing but

those floods probably caused more problems than anything espe-
cially without a crop.

Ms. KIRSCHENMAN. Yes.
Senator ABDNOR. Thank you.
Ms. KIRSCHENMAN. I want to thank Les Mehlhaf for sticking in

there and listening to us.
Senator ABDNOR. He is a good man, he is real good at that.

Thank you. This next gentleman uses a Cody, NE, address but I
know he lives in South Dakota because we have business with him
from Washington ever since I have been back there, let's hear from
Garth Barnes who has come all the way from Cody.

STATEMENT OF GARTH BARNES

Mr. BARNES. Thank you, Senator. I would like to say it is a privi-
lege to be here right now. Specially a privilege to follow this lady
that was just up here before me. While listening to her, I pulled a
sheet out of my files, a short paragraph I would like to read, it is
dated January 23, 1985, it is a letter to the PCA and NFBA presi-
dents signed by John Harling, president and chief executive officer
of the Omaha FICB. Paragraph here the Omaha FICB continues in
a sound financial situation. At the end of 1984 the FICB had $208
billion in net worth which is up from $193 million in 1983. Earn-
ings for the bank in 1984 were $17 million. This strong financial
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base and good earnings illustrate the Omaha FICB continues to
have the financial strength to deal with the problems at hand.

I am a rancher from about 40 miles southwest of Mission. I will
speak from that basis today. Number one. Number two, I am also
President of an organization of PCA shareholders of north central
Nebraska and south central South Dakota. In that organization
alone I will be representing 600 plus shareholders that are in the
process of being liquidated or had business with the O'Neil and
Valentine PCA's. We, to put a little frosting on the cake on top of
the PCA liquidation, we had two banks go under down there within
about 14 days at the same time. Of those two banks, 70 percent of
the loans were not accepted by the new banks that come in. Over
50 percent of the loans in the PCA were not accepted by other
PCA's.

The loans that were accepted by the PCA's were on a 90 day
basis and they had to furnish additional collateral to be accepted.
On top of that they had their 10 percent stock in the old PCA
which was frozen, they had to buy another 10 percent stock in the
new PCA, so to get a loan it was 20 percent stock. We are faced
down there within the next 90 days to 6 months with mass or nu-
merous replevin orders, liquidations, and such. I have spent many
a night up to midnight in the position I am in, people calling me
and talking to me. And they were saying one thing, help. It is des-
perate. We need the help now. We are not in a crisis situation, we
are desperate.

Another thing, I think the farmer is getting very sick and tired
of subsidizing the consumer. It is an old game where we have got
our backs to the wall. Something has got to be done on that. So we
either have got to have higher prices, and you know the story on
that, or lower interest rates. I think something can be done on the
interest rate. What I would like to propose now, I am not an econo-
mist, I would like to propose it, it come through an FmHA officer I
visited with several weeks ago, I am not about to mention his
name. I would do it privately with you. He said we are not using
the money we get efficiently. He said what I would suggest to you
is an 8 percent interest subsidization, and I put this in myself I
figure it is on a 5 year program.

Before you could be eligible, I am looking at this as an emergen-
cy thing, before you would be eligible it would require three bank
turn downs so not everybody could go in and get it, it would be
only the people that applied at banks and been turned down. So, I
think very quickly you could realize what the effect of each dollar
would be instead of guaranteeing a loan as we do now using up the
entire dollar on an 8 percent interest subsidization, you would in-
crease the value of your money actually used by 12Y2 percent. I
will move on into the farm credit system.

We have been up and down this road tremendously in the last 30
days or so. On February 2, I met with myself and 12 other farmers
met with FICB banks in Omaha for approximately 2 hours, a meet-
ing that was sponsored by the Iowa Farm Unity Coalition, no
media there, we presented our demands and so forth and hopefully
made some headway. On the farm credit system itself, it is very far
off track. It is operating outside of its policy, its rules and its regu-
lations.
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Number one, I would like to see all PCA's, FICB get professional
independent audit, now they hire their own accountants, they do
their own inside audit job. Like our own PCA we are having our
liquidation, we have only the facts they are telling us, we feel we
have a right to have those facts.

Senator ABDNOR. This is over all the PCA's, this group of people,
this was from several States you had this meeting?

Mr. BARNES. Yes, the State of Iowa basically and Nebraska. Your
Omaha FICB has the States of Iowa, Nebraska, South Dakota, and
Wyoming, so it is this area also.

Senator ABDNOR. You are calling for the whole system to be au-
dited?

Mr. BARNES. Yes, the entire system across the country. They
have got new loss sharing rules that was put in about the first
week of December. Where all of your FICB banks can bring their
assets together and bail out individual FICB or PCA's, we would
like to see those rules implemented and assured they are going to
use them. If necessary, Congress should recapitalize its farm credit
system. It would cost a lot less now than it will down the road, be-
cause it is teetering. The information I picked up in the last 2
months, we started this on December 7, where I started getting in-
volved, and I will tell you I have taken a whale of an education in
the last 60 days. The entire system, they say is in trouble. OK, the
entire system across the country had a $9 billion capital asset this
last year, they had profits between $425 and $450 million.

I don't think there is any excuse for any PCA to be liquidated
anywhere, specially with these new rules. Like this lady before, I
will call for it too, I will call for a top to bottom congressional in-
vestigation of the farm credit system. It is directly responsible to
Congress. Now your credibility gap, I would say 5 years ago almost
every farmer that walked into a loan officer and he walked in
there, and there were no credibility gaps, but in our country now it
couldn't be wider. I mean it, it takes up bankers also. This is what
hurts. We would like to call for a bill of rights, FICB bill of rights,
documents would include the rights of appeal, the rights of fore-
bearance, the rights to get our personal file, our own personal files
that we have signed that we have done business with the PCA,
they are not allowing us to get them now, liquidators will not.

Senator ABDNOR. Why is that?
Mr. BARNES. They say no. We have met with them, I have been

on committees that have met with them, and we, I was in confer-
ence with attorneys Saturday, and there will be a legal process, I
think we can get them through legal process, but those are files of
our own. We need them to go out and get other loans, see. Also
same thing with the by-laws, corporate by-laws. I had a gentleman
in part of this organization the other day that did get his, it cost
him 50 cents a page to get them, the PCA liquidator in Valentine,
NE charged him 50 cents a page. Could have gone to main street in
Valentine and got the same thing done for 15 cents on a commer-
cial basis.

We tried to get the membership list to call meetings of this orga-
nization we are in. The laws state that somebody like a sale ring
operator should be able to get them. We in fact tried to get them
ourselves, we had a sale ring operator try to get them, couldn't get
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them. We have a letter to the FICB president in Omaha with about
50 signatures on it, we will be turned down I am sure on that. They
have terminated our stock, no notice.

Just briefly on this young and beginning and small farmer
policy, these people are supposed to report to the subcommittee in
Congress on their activities, they sent two GEO reports there
saying they have this implemented. John Harling, president of the
FICB in Omaha stated at that meeting on February 2, the law was
too vague, had no teeth in it, could not be used. In fact, I had my
oldest son 26 years of age apply for one of these loans, he got
turned down, and we could not pick up a copy of this policy. On
liquidation policy on these liquidators, there is no set policy, and
this again I was questioning John Harling on this directly, there is
no liquidating policy rules or regulation. The liquidator is sent out
there under contract to collect money under -any way, shape, or
form he can do it in.

So I feel we definitely need a handle put back on to these people,
complete investigation top to bottom, and put the farm credit
system back on track where it should be, because it is teetering
and if it goes under, lord help this country, we are in trouble. St.
Paul FICB bank is planning expected two thirds less farmers by
1995, and since 1981 there has been 60 PCA's either liquidated or
folded either through liquidation or so called efficiency reasons.
Now I thank you for coming Senator, and we will appreciate every-
thing and anything you can do for us, because we need help.

Senator ABDNOR. We appreciate your comments and I know from
working with you in the past-would you mind staying at the mike
a minute.

Mr. JOHNSON. Was it my understanding that the meeting you
were in Omaha, and I am a little bit familiar with that, was it cor-
rect that the farm credit system at that time had indicated, and I
understand there are three parts to it, all right, and because of the
change in the distribution of the losses or how they share the dis-
tribution, was it my understanding that for the first time they
were going to be forced to go in and borrow from the Federal Re-
serve?

Mr. BARNES. There was no comment by any of the officials there
they were going to have to borrow. In fact, we asked why they
didn't refinance or ask for refinancing, and they said that wouldn t
be good for our bond market.

Mr. JOHNSON. I agree with you the credit system needs a lot of
work, the farm credit system.

Mr. BARNES. It does, and I hope we get it because I want to see it
survive.

Senator ABDNOR. We will be very interested to see what we come
up with. Mr. Jahr has been assisting me, I think you visited with
him once before and we will certainly keep up and try to keep on
with it, on this latest proposal to come out of Washington by Secre-
tary Block which was done by regulation and not by law, but
where will they help if your one PCA closes down, will they help
you start up with another bank? Start up finding another lending
institution for the individual?

Mr. BARNES. I haven't seen anything yet, I haven't studied it
completely.
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Senator ABDNOR. Well, it is short term, but immediate. I know it
doesn't go far enough, I am not trying to suggest in any way it
does, but in some cases I know they are supposed to be doing that.
Have any of you fellows had a chance to look at that? I think what
it does, they give a guarantee loan to up to 90 percent of the new
loan the bank would take over and also would require the write-
down of the interest.

Mr. BARNES. These guaranteed loans are fine for some people,
first you have to have a bank that will go with you.

Senator ABDNOR. I have not had a chance to see how they are
administered, but the intent is to help a person, who because of a
bank closure or PCA closure, has nowhere to go. I don't know how
successful it will be, but if it did do that it would be of some help
right now, wouldn't it?

Mr. BARNES. I am sure.
Ms. KIRSCHENMAN. If they qualify.
Mr. BARNES. You have to qualify on the old rules, I know I

checked into this on the older rules, first off you had to have a
bank. We couldn't make that petition ourselves, the bank had to
make the application for the guaranteed loan, that killed us right
there.

Senator ABDNOR. Thank you.
Mr. BARNES. Thank you very much.
Senator ABDNOR. Delwin Schmidt of Parker.

STATEMENT OF DELWIN SCHMIDT

Mr. SCHMIDT. I am finding out that Minnesota and Iowa are
more lenient on the State FmHA level than the State of South
Dakota is of taking some of these private lenders like the banks,
for example, or a bank loan, or PCA loan, and they want FmHA to
help refinance that loan, and right now my understanding is it is
entirely up to the discretion of the State director of the FmHA. Am
I correct in making that? Why don't we have a unified system, be-
cause down in Iowa there are banks, after banks, after banks are
helping their lenders who are in trouble financially through FmHA
guaranteed loans. In South Dakota they are just dead set on
making any loans.

Senator ABDNOR. I appreciate knowing that. Our biggest com-
plaint lately was that if you never had a FmHA loan previous to
today, you are not likely to get one. If the FmHA has the funds to
loan out they give priorities to those that they already have a loan
with. I think that is pretty general because I have heard this in
Washington.

Mr. BARNES. In Winner I was told by the FmHA officer down
there they had $151,000 for I think it is a four county area down
there this next quarter. Right over in Valentine, NE they brought
all of the money from the State, basically all of it in and they had
up into the millions. That is between the two States.

Senator ABDNOR. Thank you, I am sure there is a certain amount
of discrepancy on the part of the State. We can find out more about
it.

Mr. SCHMIDT. What I was wondering, is Iowa getting and prob-
ably southern Minnesota because of perhaps more farmers in deep
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trouble because of excessive land prices, a drop of 50 percent- in
land prices, are they getting, they have access to more money out
of Washington than we do here in South Dakota?

Senator ABDNOR. You are asking me a question I can't tell you.
Off the top of my head, I thought it was prorated out probably on
an equitable basis.

Mr. JOHNSON. That is my understanding too. I think they have a
formula, haven't they, that they use.

Senator ABDNOR. That was my understanding. Of course, I sup-
pose if they have disasters they find additional money, but other
than that I am sure the money that goes out is on an equitable
basis. They may be able to pump other dollars in for emergency
basis, I am not sure. I think we better move on. Chester Sorenson.

STATEMENT OF HON. CHESTER SORENSON, MAYOR,
FREEMAN, SD

Mr. SORENSON. Senator, as mayor of Freeman, I sure want to
welcome you and your staff to Freeman, and as a concerned citi-
zen, I think you know that the small towns and cities in this great-
State of ours needs all the help that we can get, and the only way
we can get that is through our agricultural people throughout the
area. Freeman has always prided itself as an independent commu-
nity working together for progress.

Although we have benefited from Federal and State grants and
loans programs through the different environmental protection
agency and the law enforcement assistance and outdoor recreation
and many, in the last 12 years the town has had $1 million for the
city in 12 years. And we rely on our growth in this city to keep us
going. Although the later years now, the population growth since
1950, which was 54.9 percent, but much of this growth has been
found to be non-working in population. For example, more than 42
percent of our residents are over 60 years of age. In 1970, this per-
centage was only 36 percent.

The problem we face in the lack of employment and opportuni-
ties is to keep our younger workers here. According to the informa-
tion provided by the Business Research Bureau since 1980, there
have been 6 fewer businesses in Freeman. Increased population
and fewer jobs do not help our situation at all. I want to emphasize
our community has been able to take care of itself for the most
part, but we can't continue when most areas around us are declin-
ing. What I am referring to here is the agricultural situation. Our
area is very much agricultural dominated. Main street businesses
rely heavily on the support of our rural neighbors for our contin-
ued existence.

When agriculture suffers, the local economy suffers. If the agri-
culture economy could improve, more revenue would be available
to the city. Higher taxes and levys could be set and as a result
these projects could be accomplished in a timely manner of a local
level without depending on State and Federal aid. To accomplish
this I would like to see higher fair prices for agricultural products,
interest rates also need to be stabilized to allow the farmer, the
businessmen to operate with a reasonable margin of profit. This
can be done while reducing the Federal deficit, but one important
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consideration to be made is that reducing the deficit should not be
just a means of shifting costs to the local governments.

If the Federal Government is going to cut or eliminate assistance
through Federal programs, such as EPA, then a corresponding re-
duction in regulations governing these programs should also occur.
Local government and taxpayers cannot afford to operate under
some of these strict regulations with the limit taxes basis and the
revenues available to them. If we would lose our revenues like is
coming to our town for every year for us to rely on fixing our
streets and so on and so forth, Senator, we will not be able to oper-
ate because in these years the only place we can get our assessed
money is on the taxes of the people. If we keep taxing these people
to try and keep what has went down, we try to build back, it just
isn't going to be there, and this thing all has to work together like
people working together.

Many times I was in Washington and met with Small Business,
and I asked them one thing, on one project I was going to do, if I
would run that project and we had the capable people in our city to
do this work and comply with the code, would we have to have all
this high priced of engineering and so on and so forth to make this
project work? And they said that is the only way we can loan
money in a grant of any kind. Well, I said I will tell you one thing,
if that is the case, we will do it some way on our own, because the
project that was 1 bid here was $19 million more to just operate
this 1 project. We got the job done without it. We can do this by
working together. Everybody is working with tax money, we have
got to try and get together and keep it where we need it.

In conclusion, I would like to repeat that our city's future will be
determined by the agricultural community. Any relief that can be
provided to this sector would indeed be beneficial to the town of
Freeman. I want to thank you very much.

[The prepared statement of Mr. Sorenson follows:]
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PREPARED STATEMENT OF HON. CHESTER SORENSON

SENATOR ABDNOR, I AM CHESTER SORENSON, MAYOR OF FREEMAN. I WELCOME

YOU TO FREEMAN AND I APPRECIATE THE OPPORTUNITY YOU HAVE GIVEN US

TODAY TO SPEAK OUT ON OUR VIEWS OF THE RURAL ECONOMY. AS MAYOR,

BUSINESSMAN, AND RESIDENT OF FREEMAN, I AM WELL AWARE OF OUR LOCAL

ECONOMIC SITUATION AND ITS SIMILARITIES TO OTHER COMMUNITIES

THROUGHOUT SOUTH DAKOTA.

FREEMAN HAS ALWAYS PRIDED ITSELF IN BEING A SELF-RELIANT, INDEPEN-

DENT COMMUNITY THAT WORKS TOGETHER FOR PROGRESS. ALTHOUGH WE HAVE

BENEFITED FROM FEDERAL AND STATE GRANT AND LOAN PROGRAMS THROUGH

THE ECONOMIC DEVELOPMENT ADMINISTRATION (EDA), ENVIRONMENTAL

PROTECTION AGENCY (EPA), LAW ENFORCEMENT ASSISTANCE ADMINISTRATION

(LEAA) AND THE BUREAU OF OUTDOOR RECREATION (BOR, NOW KNOWN AS THE

LAND AND WATER CONSERVATION FUND), TOTAL ASSISTANCE FROM THESE

PROGRAMS HAS BEEN LESS THAN $1,000,000 IN THE PAST 12 YEARS. OUR

CITY HAS RELIED ON ITS OWN RESOURCES AND NOT OUTSIDE ASSISTANCE TO

STIMULATE LOCAL GROWTH.

HOWEVER, RECENT SOCIAL AND ECONOMIC CONDITIONS HAVE HAMPERED LOCAL

EFFORTS TO BRING ABOUT GROWTH, WE ARE ONE OF THE FEW COMMUNITIES

IN OUR AREA TO HAVE EXPERIENCED A STEADY AND SIGNIFICANT POPULATION

GROWTH SINCE 1950 (54.9%), BUT MUCH OF THIS GROWTH HAS BEEN FOUND
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IN THE NON-WORKING AGE POPULATIOlf. FOR EXAMPLE, MORE THAN 42% OF OUR

RESIDENTS ARE OVER 60 YEARS OLD. IN 1970 THIS PERCENTAGE WAS ONLY

36%.

ANOTHER PROBLEM WE FACE IS THE LACK OF EMPLOYMENT.OPPORTUNITIES TO

KEEP OUR YOUNGER WORKERS HERE. ACCORDING TO INFORMATION PROVIDED

BY THE BUSINESS RESEARCH BUREAU, SINCE 1980 THERE ARE SIX FEWER

BUSINESSES IN FREEMAN. INCREASED POPULATION AND FEWER JOBS DOES

NOT HELP OUR SITUATION. I WANT TO EMPHASIZE THAT OUR-COMMUNITY HAS

BEEN ABLE TO TAKE CARE OF ITSELF FOR THE MOST PART, BUT WE CAN'T

CONTINUE WHEN MOST AREAS AROUND US ARE DECLINING.

WHAT I AM REFERRING TO HERE IS THE AGRICULTURAL SITUATION. OUR AREA

IS VERY MUCH AGRICULTURALLY DOMINATED. MAIN STREET BUSINESSES RELY

HEAVILY ON THE SUPPORT OF OUR RURAL NEIGHBORS FOR CONTINUED EXISTENCE.

WHEN AGRICULTURE SUFFERS, THE LOCAL ECONOMY SUFFERS. IF THE AG

ECONOMY COULD IMPROVE, MORE REVENUE WOULD BE AVAILABLE TO THE CITY,

HIGHER TAXES AND LEVIES COULD BE SET, AND AS A RESULT NEEDED PROJECTS

COULD BE ACCOMPLISHED IN A TIMELY MANNER AT THE LOCAL LEVEL WITHOUT

DEPENDING ON STATE AND FEDERAL AID.

TO ACCOMPLISH THIS, I WOULD LIKE TO SEE HIGHER, FAIR PRICES FOR

AGRICULTURAL PRODUCTS. INTEREST RATES ALSO NEED TO STABILIZE TO

ALLOW THE FARMER AND BUSINESSMEN TO OPERATE WITH A REASONABLE MARGIN

OF PROFIT. THIS CAN BE DONE WHILE REDUCING THE FEDERAL DEFICIT,

BUT ONE IMPORTANT CONSIDERATION TO BE MADE IS THAT REDUCING THE

DEFICIT SHOULD NOT JUST MEAN SHIFTING COSTS TO THE LOCAL GOVERNMENTS.

IF THE FEDERAL GOVERNMENT IS GOING TO CUT OR ELIMINATE ASSISTANCE

THROUGH FEDERAL PROGRAMS, (SUCH AS EPA WASTEWATER TREATMENT PLANT

CONSTRUCTION PROGRAM), THEN A CORRESPONDING REDUCTION IN REGULATIONS



ill

GOVERNING THESE PROGRAMS SHOULD ALSO OCCUR. LOCAL GOVERNMENT
AND TAXPAYERS CANNOT AFFORD TO OPERATE UNDER SOME OF THESE STRICT

REGULATIONS, WITH THE LIMITED TAX BASES AND REVENUES AVAILABLE TO
THEM.

IN CONCLUSION, I WOULD LIKE TO REPEAT THAT OUR CITY'S FUTURE WILL
BE DETERMINED BY THE AGRICULTURAL COMMUNITY. ANY RELIEF THAT CAN

BE PROVIDED TO THIS SECTOR WOULD INDEED BE BENEFICIAL TO ALL OF
FREEMAN.

I THANK YOU FOR YOUR TIME.

Senator A3DNOR. Thank you Chet. You gave a most sensible, rea-
sonable speech that needed to be said. I am sure if we in Washing-
ton get off the backs of the communities they could do a lot of their
projects for far less. We have seen that many times. Some of us
have tried to eliminate the Davis-Bacon section in the projects
which would immediately reduce the costs of many of the projects
within itself.

I remember reading where in Sioux Falls if they didn't have to
follow that section they could have built their jail on their own
without any Federal help for less than they are doing. If they could
have taken that money, they would have brought the costs way
down. It has something with the EPA. I will be most interested of
reminding those people that there has to be a change in the laws.
The man is coming up for confirmation and there is a lot of pres-
sure. I am not picking on labor unions, but they make sure that he
stays in there and they do a very effective job of making sure that
the Davis-Bacon section stays in. The architects I suppose like to be
able to design things, and when they get through, these things get
pretty complicated. But you are making an excellent choice.

I remember out at Faith they built their own rodeo ring instead
of using Federal dollars because they could do it for less, and I cer-
tainly commend you and your people for going ahead on your own.
Thank you very much. Is Clarence Skye here? Is Dennis Peterson?
Is Tim Giago here? They are from way out West. Is George Bauder
here? Some of these people asked for time I guess this morning,
and I didn't get around to get them because we tried to bring in
people who signed up while they were here too, but George, is he
here? Bob Miller, is he here? Is Dilbert Hillman here?

STATEMENT OF DILBERT HILLMAN
Mr. HILLMAN. Yes; Senator and distinguished guests, I may be

out of order here because I am really, I am here to present this
program to the Government, but this program here is a dairy pro-
gram that won't cost the Government any money at all. Now, I re-
alize we have all sat here and asked for programs to help people,
and rightfully we should, because we are all taxpayers and agricul-
ture is in one terrible shape.
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We feel that government should help us out now, but here I have
a dairy farm program that we presented to the, in Yankton, and
one of your boys was there, and we feel this is a program that will
help government without costing them any money. This dairy pro-
gram is nothing but to give back or give the right to dairymen to
control their own programs, to take care of their own surplus, but
we have to work with government and through government to
make this program work. So, I am going to submit this to you, Sen-
ator, if you will read it, I sent you a tape on that in Washington,
and this is the written dairy farm program here, and it won't cost
government anything.

It is a chance for the farmers to really do something for them-
selves that will be a long term program. This isn't just a short
term thing, a one fix for you. This is to control the dairy industry
of America. And we have to work with government through our
ASCS offices, but actually it won't cost government a dollar on
taking care of the program. So, Senator, I will submit this dairy
farm program to you.

Senator ABDNOR. Mr. Hillman, I will be happy to have that. I
wish I could come up with something like that for all of agricul-
ture, I don't know how yours works. Let me ask you how much
support among dairy people do you find for this?

Mr. HILLMAN. We have had one meeting on this so far, Senator,
and that was in Yankton, and we had, I don't know how you would
say it, 999/Ao's percent support for this program, and ever since that
meeting I have had probably 200 calls asking me if we have got to
any Senators, and to present this to them. We can't afford as dairy-
men to run up and down the road. We don't have the money nor
the time.

We have to work with government and let government help us
with this program. But it has been accepted by everybody except
the big dairy co-ops. Now they haven't rejected it, but they have
their sights set on corporate dairying, and the way the trend is
going, why I guess we can't blame them, but really this is for the
family size dairy, and this is one thing that we feel is wrong. All
our big dairy co-ops and other ones, they started out to help the
dairyman which was real fine and good, but now they are geared to
help the dairy co-op instead of the dairyman. This will put control
back into the dairyman's hands without costing government.

Senator ABDNOR. Thank you. I know it is an impossibility to get
everyone in one direction on something. This is a good example of
what often happens, we take a piece of legislation like that and we
get in a big fight among the dairy people, and the city cousins of
ours get to wondering what do they want out there, they don't
know themselves. If there is one thing we have to do in this crisis
is come out somewhere and some way together. I think that is ex-
tremely important. For instance, when labor comes to town, they
don't come fighting among themselves and have two or three orga-
nizations going off in different directions, they speak with one
voice when they come in, and it is fairly effective. I know farmers
are very independent, and I admire them for it.

I was a farmer for a long time myself, but I think in this crucial
time with this situation we have, we have to try our uppermost to
get everyone agreeing somewhat on what we are going to be doing
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here and what we are asking for or trying to promote. Self help,
and programs that don't cost the Government ought to be a
winner. I often think about how in this country people get their
food the cheapest by far of anywhere in the world. Somewhere, a
long time ago, we developed a cheap food policy. In this food policy
people buy their food for 16½/2 percent on the average of their take
home pay. This can't go on forever. I don't know how we can con-
vince the 97 percent of the people that they ought to pay more.

I recall a number of years ago, in the sixties when I was farming,
we had on the wheat program certificates for the share of the do-
mestic products that were sold domestically, the people who bought
wheat for processing had to buy a certificate, therefore they gave
an extra price.

That is a little bit what the European Community does, they pay
more-their food costs run between 22 and 28 percent, but I guess
they found out what it was like to go without food any more, but
they do subsidize, and people pay a lot for that, and they dump ev-
erything in excess on the open market. That makes it very difficult
for us even when we have an extra dollar. These are problems we
have to try to solve, but you have an awful big push by consumers
organizations that don't like to have to pay any more than they
think they need to, but we will keep plugging away, I promise.

Mr. SORENSON. This program absolutely is self-supporting. There
is one more thing I would like to say, this program was through
the FmHA in Yankton or a guy I know in the FmHA, he took all
the dairy cows that was in the FmHA and projected these cows
against the pounds, and of all the statistics and sent it in to the
University of South Dakota and they run it through their comput-
ers, and the man came back or when it came back in 3 years time
this thing, the cost of this program is 50 cents to the dairyman, and
in 3 years time it will drop to a quarter at what the University of
South Dakota tells us, thank you.

Senator A3DNOR. Thank you. Tom Neuberger.

STATEMENT OF TOM NEUBERGER

Mr. NEUBERGER. Thank you for inviting me to speak, Senator
Abdnor. I have been doing a lot of reading in the farm magazines
lately on the stress on farmers, and I think I read in one of these
articles that we should relax a little bit, which we haven't done
today, so if you will bear with me I will tell you a goose joke.

There was one of these city cousins that spent a lifetime working
on a city job, he thought that was pretty romantic out on the farm,
I think I will retire early at 55 and go out there farming. He had a
pretty good nestegg ready and so he did. He went out in South
Dakota and bought some land, he had the cash to pay for it, he
moved out there, he got there, he says to the wife well now what
do we do.

The other guy is farming and milking and raising hogs and beef
and all this and that, and what will we do. They couldn't decide
what they should do. His wife says go around and talk to the farm-
ers, they are honest people around here and stuff, they will share
with you where the money can be made out here. They went from
farm to farm and asked every farmer, what would your suggestion
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be that we do to start a farming here. They all gave him something
different, one guy says you milk, the next farmer says you raise
some hogs, and the next farmer would say you raise some beef and
all this and that. So everything was different, but they had one
piece of advice that was common to every farmer. They would say
and raise some geese. And raise a few geese.

So the guy and his wife they went back home and they started to
kind of digest what they had heard in their visit with neighbors
and stuff, they thought about this. Everybody gave them the same
advice about raising geese. So the guy said to his wife, he says we
may be from the city, but we aren't dumb. If they are all raising
geese, that is where the money is, so we are going to raise all geese
and nothing else.

He marches into the hatchery and orders 1,000 geese here in
town, and the guy in the hatchery had never heard of such a thing.
He thought what is this guy going to do with 1,000 goslings, but he
didn't say anything. He came home and a week later he walked
back in and the hatchery man saw him come, heavens what is he
doing back here. He said I would like another 1,000 of those gos-
lings. The hatchery man was beside himself but he didn't want to
say anything so he let him go with 1,000 goslings.

A week later he is back in the door again, he thought yeegad
here is the guy, what does he want. I will take another 1,000 gos-
lings. About that time the hatchery man couldn't contain himself.
He said I just can't contain myself any longer, he says I just have
to know what is going on, he says either you are having awful good
luck or awful poor luck that you are buying all these goslings. The
city cousin said, you know, to tell you the truth he said, I am
having awful poor luck. Me and my wife can't figure out whether
we are planting them too deep or too shallow.

We think there are some blessings that come from the problems
we have in this agriculture industry. I think most South Dakotans
have heard of the goose mobile. We went out there to solve a little
problem we have, we didn't solve it, but we thought we had lots of
friends and neighbors out there in South Dakota that are willing to
help a fellow man out, and we found a real tangible way to market
geese here in South Dakota.

We found a market that we just didn't know existed in our back-
yard. People out there, I can remember going in to towns and
people would come up, a lady would come up and want to buy a
goose, and said if you hadn't come by I don't know where I would
have ever gotten a goose for Christmas, so we found a market out
there, it is not a big one. I think it is something that will probably
keep the goose industry going here in South Dakota until better
times are ahead, but is going to really put, this here exporting
thing is really going to put a hold on the goose industry, because
we are not going to be able to raise them like we did before, until
things improve so we can get back our domestic market the Cana-
dians have taken over-because of their importing and those things.

As we goose people met last week, at our annual meeting, we
just came to the conclusion that the whole agriculture problem, not
just our little goose industry, the problem is this here importing
and exporting deal. Jim alluded to the $250 billion trade deficit. I
don't care whether you are talking about geese, or talking about
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beef, or cars, or what, it is a big total that comes in to this export-
ing thing, or importing, coming into this country, and we people
that are here this afternoon, and many have testified about having
financial problems, it is all for the same reason, because you have
more going out, more going out than there is coming in, and I don't
think our country or our government is immune to that either. So
we keep on with this $250 billion deficit, I tell you we are going to
commit financial suicide. Financial suicide.

We worry about that defense budget, my goodness, the Germans
aren't going to have -t lift a rifle to control this country, because
we are just going to go down the tube. We are going to be worth-
less. We can't defend our self because we are financially bankrupt.
So, we have to turn around this export thing, and somehow get it
so that we have a plus coming our direction, or it is going to be
fatal for our country, and I am concerned about the dairy people
and the goose people and all that, but that is peanuts compared to
what is going to happen to this country if we don't get this trade
deficit turned around.

Thanks, Senator Abdnor, for letting us come. By the way, I want
to tell you about this man, how he really helped us with this goose
project. His staff bought geese, they gave geese to charitable insti-
tutions, he wrote a press release on the subject just by itself, and
we are really thankful for what Senator Abdnor did in our goose
project there, and I know he is doing things in Washington to try
to button the hole up. there again so we can stop some of the im-
porting of geese coming in.

Senator ABDNOR. Thank you. Two things, in foreign trade we
have a gap, and all the agreements are agreed to. I hope some day
we have, in another area, it doesn't come out of the Agriculture
Committee, but it is an extremely important problem. Then in ad-
dition to that the high value of our currency in this country it is
putting us out of business. If somebody needing grain can buy 4
bushels from one country at the price where they can only buy 3
bushels from us, you know where they are going to go.

There are a lot of countries that have it for sale these days. I
assure you the United States is losing out as a percentage of the
total world export market in grain, and this is a problem. They tell
us, and I think we have to put up a very sound argument, that part
of the problem is this tremendous deficit.

Today with cities and agriculture in all areas, the number one
problem with them is trying to get the deficit under control. I
doubt if anyone ran for office in 1984 that didn't use that as a
theme in running for office. And this mood includes both Republi-
can leadership and Democrat leadership. I mean Congressman
Wright, majority leader of the Democrats in the House, Bob Dole
in the Senate, the whips and the minority leaders in both sides,
and most of the Members-all say the goal is to cut $40 billion to
$50 billion off the budget. Now, I can tell you the spending from
the budget of the President is all but dead. That isn't going to go,
but I do think that the word that floats around Washington in both
Houses of Congress is that the cuts that are to be made have got to
equitable. They certainly aren't in the budget that the President
sent up. Three percent of the cost of the budget goes for farm pro-
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grams or farm supports, but 12 percent of the deficit reduction
could come out of agriculture.

We can't allow that and I assure you they won't. I don't want to
fool anyone in to thinking that isn't going to be a major subject.
The trade deficit will figure prominently, too. Foreign exports are
pouring in to this country because they are the bargains that the
American consumer is anxious to buy. I am sorry to say, we are
letting it happen and some way we have to remedy this situation. I
have a hunch these three (Messrs. Johnson, Edelman and Smith)
can tell you a lot more about it than I can. Let me wind up by
saying because I come here to hear from you. our problem in agri-
culture lies in a lot of the committees other than just agriculture.
We talked about the deficit reduction bill, the farmers tax loss bill
in agriculture, that is not the Agriculture Committee, that is the
Ways and Means and that is Finance. We talk about rapid depre-
ciation that put everybody in the hog business a few years ago, be-
cause they can write it off over 5 years, that comes from another
committee.

This trade problem comes from another committee. So all our
problems are not going to be solved and come out of the Agricul-
ture Committee, it is in a lot of committees around there that the
farmers don't have the influence they should have to start with.

We have a Budget Committee. I am holding my breath that
budget resolution was put in by the Congress,. they didn't think in
1972 the President ought to have the authority to impound money
and dictate. So they took it away because they said Congress could
do better. Well, I don't know, we have done worse it looks like
every year since. But they passed that, that Budget Committee is
extremely powerful. They set the amounts of money you can spend
on each committee.

Agriculture is going to be told what they can spend from the
Budget Committee, that if the budget is adopted, the budget
coming out of that committee has to be adopted by the whole
House and the entire Senate, but those are the confinements and
we stay within those parameters, because the law says that, and
the Congress did it to themselves, so there are many ramifications,
and we talk about what we are going to do to help agriculture, that
it involves more than just that one committee I guess I am trying
to say. Well enough of that. I would like to call Dean Clement from
the Business School at the University.

STATEMENT OF DALE E. CLEMENT, DEAN, SCHOOL OF BUSINESS,
UNIVERSITY OF SOUTH DAKOTA

Mr. CLEMENT. Thank you, Senator, it is nice to be here. The old
saying goes if it works, don't fix it. I think what you are finding
out today is there are a lot of things that we have that don't work.
I think we have a bunch of people who are very hard working, very
well meaning, quite frankly I think an awful lot of us are very con-
fused, we hear an awful lot about prosperity. Every time you pick
up the newspaper you hear a lot about it, inflation is down, the
strong dollar is good, the world markets are falling apart on us,
and quite frankly, prosperity has pretty much passed up mid
America.
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Our prices for our lands are down, our valuation of our products
are down, and I guess to a certain extent we are part of the casual-
ty for inflation control. I would just like to make just two points
very briefly in passing. As you look at the communities that we
have around, ladies and gentlemen, I want to recognize that when
you are looking on main street probably at least two out of every
five of those businesses that start will go bankrupt or go out of
business within the first 5 to 6 years. So there is a very heavy attri-
tion to that, and we might sit back and say sit back and my, my
that is too bad, but all you have to do in Freeman is go in to Sioux
Falls on Saturday afternoon in the Mall and see where your dollars
are going to be spent. You have to take the good will of the people
living in that community to be able to support that community to
make it go.

A lot of my friends, for example, in Vermillion are complaining
about the dollars of sales which they are not getting right out of
the Vermillion community and if you go to Yankton, or Sioux
Falls, or Sioux City you see the same people spending their dollars
elsewhere. The point being these communities we have are going to
be whatever our people make out of them, and it is going to mean
we might want to shop at home the same as you are looking at a
world market, because without that how are your local business
people going to survive. From the farm standpoint, I am certainly
not an expert, I grew up on a farm in Missouri with my grand-
mother, she lived there because they lost the farm in Iowa during
the depression, I have a cousin down there who is about to lose an-
other farm.

So I guess that is the reason I am not in farming, I am not smart
enough to stay there to go broke with them, but I think you know
if you look at it, I don't think we are looking, Senator Abdnor,
from anything from Washington that is necessarily going to keep
everybody in business, but to a certain extent I think we are suffer-
ing because we are just too darn productive, we are too efficient. To
survive, at least 65 percent of the wheat in South Dakota has to be
sold overseas. The best thing that has happened to agriculture in
the United States has been a world wide drought someplace be-
cause its only been during those years that the world market has
picked up enough to absorb our surpluses. So to an extent you
know we are kind of a confused people.

We are told to produce more, yet when we produce more the
prices are not there, and yet we go to church on Sunday and hear
about how the world population is starving, so what the heck do we
do, go out and produce more I suppose. Then you also have the con-
fusing element, we see a lot of programs where we are putting lots
and lots of money in to people who don't work, and yet at the same
time you have a lot of people here producing the back bone of our
economy that are working that are threatened with going out of
business.

I guess the only thing I would say is something simply has to be
done, and that we are a confused group of people not knowing
which way to turn. We are trying to sell our product to the world
market, it simply is an imperfect market, everybody else has a dif-
ferent market structure than ours, we are not competing fairly,
and interest rate at best is only a short term solution. Somehow
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there has to be a better world market because we will never be
able to consume what our people can produce, we are simply too
efficient and we don't consume enough. Thank you.

Senator ABDNOR. Thank you, Mr. Clement. Do you think this
country could afford to take itself out of the world competition. I
mean go back to strict controls and produce only for enough for
this country?

Mr. CLEMENT. No, we can't do that because we don't consume
enough to keep a third of our farmers in business. In the free
market person on the world, but on the other hand it is frustrating
as the devil because our people aren't competing equitably on the
market, the rules aren't fair. If everybody was on a free market, it
would be one thing, but our farmers are competing basically in a
market that is not fair for them.

Senator ABDNOR. The old saying that we are the most productive
and can produce cheaper than anyone causes a concern when we
see Cargill is about to go down to Argentina and contract for 225
tons of metric wheat for $2 a bushel. Even with the cost of shipping
and all, they are still buying it for under the $2 price.

Mr. CLEMENT. Most of the hamburger comes from Argentina beef
because they don't like our fed beef. Basically to a certain degree
we are somewhat a victim because we are efficient and produce
well. That is kind of a sad testimony on the world market. Some-
times I wish instead of subsidizing it they just buy it and give it to
somebody to get it off the market. But that is not a good solution
either.

Senator ABDNOR. I don't know. I don't know if these people are
interested in hearing this. I think we are going to have to do more
like we did with Egypt earlier this year. When we finally recap-
tured the wheat flour market from Egypt, we lost it completely to
Europe. The company that made the sale sold it so cheap they lost
their shirt but we made it up with CCC grain, and, of course,
France is still crying. If that is the way we have to move grain,
those are the kinds of things we may have to look at.

Mr. CLEMENT. We are our own worst enemy, we lost most of our
milling companies to the east and west coast. A lot of you people
don't grow calves any more, but a lot of them go south to be fed
out. South Dakota is somewhat like an under developed country of
the world where we have a lot of natural resources but where we
export most of it and put very little value added on it. There is a
lot of characteristics of that. The only place you find small farms
in South Dakota now is around your major cities where you have
manufacturing plants that a person would work part time and
farm 160 on the side. I doubt, I hope we are, but I doubt if our
small communities are all going to be successful enough to attract
new industry to reverse that. It is a tough problem.

Senator ABDNOR. It really is, thank you very much. Bob Ellefson.

STATEMENT OF BOB ELLEFSON
Mr. ELLEFSON. Senator Abdnor, today it seems like we have

heard many, many problems. The one that I would like to address
is the one that I think is bothering an awful lot of people and it is
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the immediate one. We have talked about it before, but we haven't
gotten anything done.

I think the immediate need we have in agriculture is working
capital at prime rate or lower. The capital need is both a short
term problem and a long term problem. It is important that capital
of the United States is shared with the agricultural industry. Com-
mercial banks are withdrawing a portion of their loans from agri-
culture, partially due to the pressure from bank examiners. Agri-
culture needs a new source of funds now and also for the future.
Agriculture is suffering from low prices for their products, high in-
terest rates, devaluation of assets, and the loss of export markets
because of the strong dollar. We are now experiencing an outflow
of working capital, and this will make agriculture fail in just about
every facet including the banking industry. The FmHA is an orga-
nization that if properly funded could help solve the problem.

It is truly unfair and unjust that an industry as large and as im-
portant as agriculture should face ruin due to the lack of working
capital. South Dakota is a very cash poor State, and we need addi-
tional capital now. I don't know how I can impress on you, and
people have talked to Washington and they have requested help,
you know, for a long, long time, and now it is coming, push is
coming to shove, and the banks are just extremely worried that the
bank examiners are going to come in, take over their banks, they
are cutting operating loans, and turning down some people that
they shouldn't be turning down. We actually, Senator Abdnor, out
here right now as a society are eating each other up. It is really
sad, because it shouldn't be happening. The United States has
plenty of capital, but we are not sharing in that capital. We have
until like the 1st of March to solve this one. Thank you.

[The prepared statement of Mr. Ellefson follows:]
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Senator ABDNOR. Thank you, Bob. Sometimes to convince other
people in Washington of the seriousness of a problem you almost
have to have the disaster occur. I am not just speaking in this in-
stance, I have seen other instances, and I do think that they are
waking up some. Even the Secretary backed off a bit and the pro-
posal he has is better than nothing by far, but we would like to see
it much more liberal than what it is. There are pieces of legislation
floating in Congress, and I am convinced something will come of it,
but we are not the fastest moving bodies down there when we do
start moving.

Mr. ELLEFSON. Tomorrow there will be a lot of people in Pierre
just to support this concept. What I think is really disappointing,
though, is when the Government knows there is a problem and
they hear it and just keep turning a deaf ear until something bad
has to happen. That is really sad. I think the administration today
is very insensitive to what is happening in agriculture, and we can
feel no other way about it out here, but maybe tomorrow if a lot of
people show up in Pierre and we get national recognition, maybe
somebody in Washington will say maybe we need to do something.

Senator ABDNOR. It will be another strike for the effort. I know
Minnesota had one and Nebraska. This is one that follows and
there will be others. I guess that is what it is going to take to wake
up the entire countryside to the problem. Thank you very much.
Mr. Cecil Byg.

STATEMENT OF CECIL BYG
Mr. BYG. Thank you, Senator Abdnor and ladies and gentlemen,

and the other guests, distinguished guests that have been in front
of me. Today before me I should say. Before I begin I first want to
introduce myself because there may be a little controversy here. I
have been with the Farm Bureau most of my adult life, and they
aren't here today and I have resigned my position on the county
board in Minnehaha County last fall, not that there is any great
philosophy difference, but they aren't quite as aggressive as I
would like to see them be. Specially in his time of need. I guess I
have to give the Farmers Union credit for my being here.

Back in 1932 when we had the same kind of times that we have
now, why they went to Pierre and cut out all the Government sub-
sidies and at that time the Secretary of the Farm Bureau was the
county agent, so that kind of put a crimp in the Farm Bureau and
we didn't get it going again until about in World War II. So, so
much for introduction. I guess I don't believe in asking the Govern-
ment for help, but I think there is one case maybe we do. That is
on account of the inflation.

About in 1979, if you figured a dollar against the ounce of gold I
think it was worth about 3 cents, and today it is worth about 11
cents. For anybody that weent into business or bought anything in
1979, 1980, 1981, has to pay back about $3 for each dollar that they
borrowed, and I guess that is the problem that we arfaced with. I
guess you fellows have to work with the assets there you have in
Washington, I guess about all you have is surplus farm products.

Maybe you will have to make a deal with them to give them to
the farmers like another PIK program and then to give them to
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the unemployed to get the, so you can save some money on the wel-
fare, and maybe the thing will work out that way, because it kind
of reminds me of the State of South Dakota in about 1920, there
was some allusion to that. We had the State Treasurer, we had the
rural credits, they were in the hail insurance and the banks were
guaranteed by the State. I remember my mother going to get the
paper to see how they were coming, the Governor says we will have
an audit and see, put this on rest that they aren't going broke, that
we have plenty of money. So they got the assets together and took
them to the rural credits, they audited that, that was all right; that
night they moved them over to the next agency, they audited that
the next day and that was good; and the next day they moved them
over to the bank guarantee fund and they audited that and that
was good. So the Governor says we are on sound financial footing.

That is about the way the whole country is nowadays. We went, I
thought back in 1960 I quit farming and cut back because I thought
we were going to have a shake out, and we are going to have to do
something, but then Kennedy was assassinated and we went from
that probably to worse, and if you get a chance to read a new
author I run on to, Eric Hofer, it is a common name around here
but he was born in New York and he educated himself in Califor-
nia, and his works, and he said the white people on this planet
have been without leadership for the last 20 years, and I guess
maybe that is about, I would agree with that part.

He said the aryans really took us in the seventies there, and he
said they were the ones that sold the slaves over here a hundred
years before, and I guess we probably all sold ourselves into slavery
again, but another little story about these fellows coming from
Washington to liquidate these farmers. This happened in the farm
credit back in the thirties. Maybe you have all heard it.

A fellow come out with his book from Washington and was going
on the farm looking things over and he run onto a goat, and he
looked through his book and couldn't find out what it was. So he
sent word to Washington, they had the western union at that time.
He said I found an animal out here has long whiskers, forlorn look
to its face and a bare rump, what is it and what is its value? Well
he got a telegram back from Washington, he said that is the
farmer and he has no value. I just put down I guess a few notes
here today.

Senator ABDNOR. Don't get me wrong, I love stories, but we have
to get moving. There are a lot of people that want to testify.

Mr. BYG. I can't see you with my glasses on, I can't read without
them. I guess one problem is I think that the Government is feed-
ing more people now with food stamps and welfare than what the
farmers are, and there is another thing that I think we farmers
have been brain washed, they tell us we are only 3 percent of the
population in this country so we don't have any political clout.
Well, I want you to remember there is only 3 percent of the people
in Russia who are communists too, they are just a little more ag-
gressive than we are, that is what the only problem is. We produce
this food, but we got ourselves sold into slavery so we sell to the
Government and they do whatever they want to with it, instead of
us having the control.
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I used to go to a Sunday school. I believe there is a petition in
the Lords Prayer that says give us this day our daily bread. Now
we have most our people going to Washington saying give us food
stamps or give us welfare. It is a new way, a new God.

I guess-on the balance of payments, I had a thought on that,
too. I think that is, the businessman and others have alluded to
that. I think that is brought about, well the way I saw it in the
sixties and somewhat into the seventies, the laboring people
wanted more wages, and the Government went along with it, they
got more wages, the Government got more taxes, they could have
more Government programs, they could get more votes, and now
we have our industry so high priced out of the market that we
can't sell anything abroad.

The only people that can sell anything abroad is the American
farmer, because we are competing directly with the slaves of
Russia or any other place, but we have to cut these costs down in
Government and all over, and I guess we are going to have to do
like the Farmers Union done in 1932, just cut a lot of that stuff off.
Thank you for the time, I probably had a few more thoughts here
but that is enough for today.

Senator ABDNOR. Thank you, Cecil, you have a real knack of
giving your message with a little humor, that is nice to have.
Duane Poppens of Lennox? Some people have left. Is Duane
around? Leonard Wiens? We are going to take a 5 minute break
here just to let this gentleman's fingers get a rest for the home
stretch. So we will take a 5-minute recess.

[A short recess was taken.]
Senator ABDNOR. We will come back to order. Leonard, sorry to

hold you up.

STATEMENT OF HON. LEONARD WIENS, COUNTY COMMISSIONER,
HUTCHINSON COUNTY, SD

Mr. WIENS. Senator Abdnor, my name is Leonard Wiens, I am a
Hutchinson County Commissioner and a businessman from Free-
man. I would like to talk to you a little bit on the county level and
a little bit on the business level. I will begin with the county.
Hutchinson County is predominantly agriculturally oriented with
95 percent of the county acreage in farm land, and it is easy to see
that what happens when sector of our economy has a significant
impact on the residents of the entire county.

The problems facing our county are similar to other counties
throughout the State. Our population has steadily declined. We
have had a 16 percent decrease between 1960 and 1980. We are be-
coming an older population, 28 percent of our people are over 60
years old, and the State average is 18 percent. Our percentage is
28. Our median age is or the median age is 38.9 and this ranges
from age 38 in Dimmock and age 65 in Olivet and the State median
age is 28.9. We have had a decline in farm owners of minus 15.9
and of farm operators minus 34.1. We have an increased unemploy-
ment rate, in 1979 we had 2.2 percent and in 1983 wenow have 4.2
percent. An increased number of these people are entering the
labor force.
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We have had a decrease in sales tax licensed businesses. In 1980
there were 453 businesses in our county that had a sales tax li-
cense. In 1983 we have 411. So we have lost almost 50 businesses in
these past 3 years. These items indicate that although we have
fewer people, a greater percentage of the population is entering the
labor force, only to find fewer job opportunities. Many of these new
entries to the job market maybe from farm households and are
looking for a second income to help make ends meet and to pre-
serve Lheir family farm.

Currently we do have a project in progress which would provide
a boost to the economy of the entire county. The B-Y Water Dis-
trict is expanding in to Hutchinson and will provide quality water
to both rural and non-rural residents throughout most of the
county. That water system is an excellent example of a Federal,
State, local partnership that works. Jobs will be created in agricul-
tural production and processing. The $7 million, the $7 million con-
struction payroll will also provide a boost to the local economy. The
reason I bring this up, Senator, is that in order for this project to
be successfully completed, continued Federal assistance through
Farmers Home Administration and Housing and Urban Develop-
ment will be needed to help leverage local dollars.

Other programs that have been of assistance to the local econo-
my include the Small Business Administration Loan Program.
These programs also require a significant commitment by the pri-
vate sector. Elimination of agencies such as SBA will only hurt
rural area businesses and may adversely effect entire communities.

An item very close to my heart, Senator, is revenue sharing. As
we all know, revenue sharing is another source of aid to rural
areas. These funds represent a return of local tax dollars to com-
munities. The loss of these funds would require an increase in
property tax to fill the gap. Local property tax increase replacing
of Federal tax will only hurt small towns and our rural counties.
Hutchinson County receives about $180,000 in revenue sharing.
The majority of these dollars go to our highway system. This is
farm-to-market roads, bridges, and culverts. These things must be
kept up, and in our county this is a priority. To lose these funds
now means that in order to keep our county roads operational, we
will have to tax our people even more.

This gives our farmers a double blow. First, our President wants
to cut programs to the already depressed farm economy, and
through the loss of revenue sharing will tax the farmer even more.
We are all farmers in this area, and this simply means that taxes
are going to go up for us all. Our President is seeking to cut the
Federal deficit through the very lifeline of our great country, the
farmer, and somehow to me, Senator, this just is not right.

What Congress should realize is that everything we eat, every-
thing we wear, and in fact about everything we take so for granted,
originates from the soil. It all begins with our farmers. Why then,
since in reality we all depend on the farmer for survival, does the
farmer find himself in his present financial condition? It has been
said by some in high government that it is the farmer's own fault
for the shape he is in, and that farming is a business like any other
business and there are failures in any business.
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To me, there is one big difference between the farmer and the
businessman. The farmer is the only businessman I know of that
buys retail, sells wholesale, pays freight both ways, and is expected
to keep above the water. No business can operate that way and we
all know it. As far as it being the farmers own fault for the shape
he is in, I am wondering if this is really true.

I have been told that young farmers have gone to borrow money
through different government lending agencies, and they have
tried to get a $10,000 loan. They were denied that $10,000 loan, but
were talked in to a $100,000 loan. They wanted a $10,000 loan to
expand their hog operation or something, they went for $10,000,
the man says can't give you $10,000, we will give you $100,000.
Then do it big and do it right. And we say it is the farmers' own
fault, not just real sure that it always is the farmers' own fault.

Perhaps some of the blame lies with these Government lending
agencies that pushed them in to their present financial condition.
These are my own personal views, and I could be wrong, but this is
how I feel about it. I am just about through, I won't take much
more time. In any case, the blame or the fault of whose fault it is
or whose blame it is to me is all beside the point. The point right
now is that there are farmers in trouble out there right now, no
matter whose fault it is.

As a businessman, every time a farmer quits farming I have lost
two potential customers. I have lost the farmer, and I have lost at
least one of his children as a potential customer. As our customers
dwindle, so does our business. This could well be the beginning of
the demise of our small towns and communities. Is this what our
Government wants? Maybe it is. The banks that are now going
down are mainly banks that lend to agricultural areas. This cer-
tainly has to tell us something. If the farmer could just get a fair
price for his product, and if the interest rates would come down,
just keep coming down a little more, the farmer would not need
any help from anybody. He could make it just fine.

In conclusion, I would ask that your committee seriously consid-
er the items I have mentioned, and not have urban areas penalized
rural areas in regard to reducing the budget deficit. Sir, I thank
you very much.

Senator ABDNOR. Thank you, Leonard. You are absolutely right
that rural America is being called upon to take a lot more of that
budget cuts than anyone should be asked to, and I just know that
isn't going to happen. I would say revenue sharing has been one of
my favorite programs all along because at least rural America got
the treatment. But don't forget that is a $4 billion program and a
lot of guys when they are looking for dollars they look at our State
government that has more than $4 billion worth of surplus while
the Federal Government has $230 billion worth of deficits, it does
create a problem. Out of all the programs that are getting down to
where they are intended there is no doubt in my mind that reve-
nue sharing does that better than any of the others. We sure will
be in account of this when it comes up, but it is going to be a tough
ball game. Our next witness is Tom Dobbs. He has been here since
early this morning.

52-112 0 - 85 - 5
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STATEMENT OF THOMAS L. DOBBS, PROFESSOR AND EXTENSION
-RURAL DEVELOPMENT ECONOMIST, SOUTH DAKOTA STATE
UNIVERSITY

Mr. DOBBS. I submitted a prepared statement, I don't think I
need to take your time. I had requested an oral statement. I think
in the interest of time we are at, the prepared statement will suf-
fice.

[The prepared statement of Mr. Dobbs, together with additional
material, follows:]
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PREPARED STATEMENT OF THOMAs L. DOBBS

COOPERATIVE EXTENSION SERVICEB SOUTH DAKOTA STATE UNIVERSITY Economics Extension
SCobey Hall. Bo. 504A Economics Departmene
Brookings, SD 570074095 (605) 65884141

January 30, 1985 V29TD02

MEMO TO: Senator James Abdnor
Vice Chairman
Joint Economic Committee
United States Senate

FROM: Dr. Thomas L. Dobbs
Professor and Extension Rural Development Economist

South Dakota State University

SUBJECT: Information for Your Meeting of February 11, 1985 in Freeman, S.D.

on "Condition and Outlook for the South Dakota Economy"

Your letter of January-16, 1985 invited participation in the "Abdnor

Task Force on the Rural Economy". I subsequently responded in the affirmia-

tive to your Sioux Falls field office. I am using this memorandum to convey

some thoughts on conditions of the South Dakota economy and implications for

public policy toward rural economic development.

South Dakota experienced quite healthy rural economic development in

many respects during the 1970s. The State's population grew by 4 percent

overall, partly as a result of substantinAl growth in non-agricultural wage

and salary employment. Although agriculturc I employment declined by 36 per-

cent between 1965 and 1979, non-agricultural wage and salary employment in-

creased by 55 percent, causing overall employment in the State to increase.

Manufacturing employment essentially doubled in South Dakota during that

period. Although manufacturing is still modest as a percentage of non-

agricultural employment in the State (11 percent), in comparison to the

Nation as a whole, it became an important force in rural economic diver-

sification and employment during this period. (See Attachment A: Lural

Manufacturint Development - What Influences It? A Study of South Dakota in

the 1970s.)

In spite of this overall favorable performance during the 1970s, two-

thirds of our South Dakota counties and more than one-half of our towns ac-

tually declined in population during the 1970s. Also, there has been much

less success in expanding agricultural processing than had been hoped for.

In fact, agricultural processing employment has shown little net change over

the past 20 years in South Dakota. Hoped for developments in an alcohol

fuels industry for the State are but one example. (See Attachment B:

Small-Scale Fuel Alcohol Production from Corn: Economic FeasibilitY

Prospects.) Moreover the Nationwide recession of 1979-82 was a severe
economic setback for South Dakota. We are still in the process of making up

for employment declines experienced during that period. Thus, in spite of

5"5 DOw. Sb. Ul^dtY . Wa m. D.O.-5 ow AelI. Gcuses.
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the impressive gains in rural South Dakota during the 1970s, we now find
ourselves in the mid-1980s with substantial underemployment. (See Attachment
C: Rural Underdevelo ment: Unemployment and Underemployment in South
Dakota. B one estimate, there recently were as many as 120,000 "economi-
cally disadvantaged" persons in South Dakota. Nearly 70,000 of these
persons--some 16 percent of the total South Dakota population--were in the
working age span of 14 through 64 years.

The current farm crisis is causing additional stresses and challenges to
our rural economy. Declining farm purchasing power and numbers are causing
severe stress for small town agribusinesses and other retail and service es-
tablishments. According to data from Iowa State University, one retail busi-
ness may be lost for every nine farms lost in northwest Iowa. If we apply
that same impact estimate to southeast South Dakota, we get some notion of
the current small town stress. There were 6,219 farms in seven southeastern
South Dakota counties in 1982. A loss of 10 percent (622) of those farms
could mean the loss of 69 retail businesses in the area--unless alternative
employment opportunities were found within the area for. those farm families.
Even by 1982, one in five farm operators in South Dakota worked 100 or more
days per year off the farm.

Following are a few of the implications, in my view, of our current
rural economic situation:

1. We must develop a two-pronged rural economic development
strategy for South Dakota. One prong is short term, covering the
remaining 15 years of the Twentieth Century. It may involve a heavy
focus on the type of manufacturing growth experienced during the 1970s
and the type of financial and related services growth experienced over
the past 4 or 5 years. This first prong would also involve intensive
reexamination of agricultural processing opportunities for the State.

2. The second prong involves South Dakota's rural development
strategy for jobs in the Twenty-First Century, the basis for which must
be laid now if objectives are to be achieved. We must have a strategy
for skilled, higher-wage jobs in the high-tech manufacturing and service
industries that are becoming an increasing portion of the American
economy. The extent Lo which South Dakota will be able to participate
in that economy will in substantial part depend on the quality of life
offered in South Dakota (through schools, roads, municipal services,
etc.) and on the quality of our higher education and research
institutions.

3. Federal and State policies and programs affecting States in our
region must be examined in light of such a two-pronged rural development
strategy. Local communities must also examine their strategies in light
of both the short- and longer-term perspectives. In South Dakota State
University's Cooperative Extension Service, we are helping local com-
munities to gain needed perspective through our "Small Town Economic
Development Options" program (described in Attachment D).

TLD/vjc

Attch: A. Rural Manufacturing Development--What Influences It? A Study of
South Dakota in the 1970s

B. Small-Scale Fuel Alcohol Production from Corn: Economic
Feasibility Prospects

C. Rural Underdevelopment: Unemployment and Underemployment
in South Dakota

D. Cooperative Extension Program on "Small Town Economic
Development Options"
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1. Ix l Att lnvIMI: L A

\I

what influences it?
a study of South Dakota in the '70's

tIf I 11"Ai

Agricultural Experiment Station
South Dakota State University

Brookings, South Dakota 57007
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B 683

Rural manufacturing development...
what influences it?

By Wayne R. Coeken, former graduate research assistant
and Thomas L. Dobbs, associate professor of economics

I. Introduction

The increased level of manufacturing
activity in rural areas

1
of the U.S. over

the past 20 years is a reversal of a
pattern. Metropolitan areas tradition-
ally have been considered least-cost
locations because they attract complemen-
tary firms and suppliers and possess
skilled labor pools, access to markets
and tra-s1 rtatimn, and a wide range of
services. However, certain problems--
such as pml]lutinn, crime, and conges-
tis--ve Icgsbegun to uffset th. appeal of
metropolitan areas. Manufacturing em-
ployment growth during the 1960's showed
U.S. nonmetropolitan manufacturing em-
ployment increasing by 3.4%, compared to
a metropulitan gain of 1.7%.

South Dakota has benefited from this
trend, posting a 20% (or 2,600 employee)
increase in manufacturing employment in
the 1960's and a 65% (or 10,200 employee)
increase from 1970 through 1980. (Over
75% of the increased manufacturing em-
ployment from 1960 through 1980 occurred
among those industries producing durable
goods.)

This increase in manufacturing
employment has helped offset the decline
in agricultural employment. Agriculture
(directly) accounted for less than 15% of
total employment in South Dakota by 1980.
Direct employment in agriculture de-
creased by more than 40% from 1960 to
1980.

Expanded manufacturing employment
opportunities have helped to reduce the
flow of working age people out of South
Dakota. Net outmigration from South
Dakota decreased from 92,560 persons
during the 1960's to 28,935 during the

1970's. This permitted modest population
growth (3.4%) in South Dakota during the
1970's, comsared to a decline (-2.]%) in
the 1960's.

We have no assurance that this
pattern--continued expansion in manu-
facturing jobs to help balance thine-con-
omy--will continue. One recent study
notes that

employment growth of the
1970's [in the Upper Midwest,
which includes South Iikot~al
was made possible largely by
the huge numbers of young
people and women joining the
labor force. But the supply
of young workers will be
greatly diminished [in the
1980's] because most of the
"baby boom" children are
already in the labor force.
How many more women will join4
the labor force is uncertain!.

What lessons can we learn from the
1970's, so that we can continue a steady
and sound expansion in rural industrial
employment opportunities?

An examination of recent indostrial
location patterns in the state--with
attention to co-munity and labor force
characteristics of the communities in
which industries have located--can help
in projecting, planning for, and pro-
moting manufacturing growth in the
future. If they know what has most
influenced previous industrial location
decisions, local planners can then more
effectively deal with those inducements
to industry which are within their own
community's control.
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Purposes and hypotheses of the study

The general purposes of this study
were two-fold:.

(1) to explore how the extent and
type of rural industrialization
being experienced in South
Dakota differs among types of
communities and local labor
sheds; and

(2) to develop policy and planning
recommendations that can be
used by rural industrial
development entities at the
community, district, and state
levels in South Dakota.

The underlying assumption of this
study was that the degree and type of
industrialization is directly related to
community and lahor shed characteristics.
These characteristics, or "locational
inducement factors," can be broken down
into several categories.

Labor force: It was hypothesized
that the existence of an ample supply of
relatively low cost labor favors manu-
facturing employment growth. As manu-
facturing firms often must train their
employees anyway, the low skill level of
much of South Dakota's work force may not
be a detriment. It may, in fact, be a
boon to expanding manufacturing activ-
ity, since low skills generally imply low
wages, which in turn attract manufac-
turing. This relationship was expected
to exist primarily for labor-intensive
manufacturing firms with relatively low-
technology production processes.

Agglomeration; We also expected a
sizable population base and agglomeration
factors to aid a community's industriali-
zation potential. Agglomeration econo-
mies refer to reduced costs of inputs and
services for firms that are achieved when
an area has sufficient firms that sup-
pliers can locate nearby and operate with
substantial volumes. A large population
base--by South Dakota standards--was
hypothesized to constitute both a poten-
tial labor supply and a potential market
for a firm's goods.

4

Transportation: Access to adequate
freight transportation, for shipping raw
materials in and finished products out,
was hypothesized to assist a community's
industrialization efforts. The availa-
bility of alternative forms of trans-
portation--such as truck, rail, and air--
.fnd access to an interstate highway were
expected to enhance manufacturing activ-
ity in a community.

jdncational facilities: fit'h Is-
istence of post-secondary educational
facilities in a county was also hypothe-
sized to promote increased manufacturing
employment growth. As graduates ur these
facilities are retained in the coimunity,
the work skills in the labor pool will be
more diverse and higher in quality.
This may attract industries requiring
more skilled workers. Management per-
sonnel are also more easily drawn to
these communities, since they will have
post-secondary educational fraciltti'.- :It
hand for their children and since ciil-
tural amenities will be more reailhly
available for their personal eujuoym1t1L.
In addition, college students fIr Pact-
time work and student spouses for part-
or full-time work can add to the poten-
tial local labor force.

Other factors: There are other
factors not neatly included in the fbtir
categories above. They include local
actions (such as making industrial sites
available, providing facilities at these
sites, and providing financing assistance
to firms) which are often bellevi'l tI,
constitute attractions to industry.

Data sources and analytical procedures

Data for this study were collected
from several sources. Much of the data
were obtained through mail survey ques-
tionnaires. One questionnaire was sent
to a sample of manufacturing firms which
had become established in South Dakotj
communities since approximately 1970.
Another questionnaire was sent to nll
local development corporations in the
state. Copies of these questiunniaires
are presented as Appendices A and B in
this publication. Data for other vari-
ables were collected from various secon-
dary sources.
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Several methods of statistical and
tabular analysis were used in this study
to discern which factors have been
relevant in past location decisions of
manufacturing firms in South Dakota.
Multiple regression analysis was used to
examine relationships between dependent
variables and the values taken by sets of
explanatory or independent variables.
Two alternative dependent variables were
used in this study: 1) the absolute
change in manufacturing employment, and
2) the percentage change in manufacturing
employment. Manufacturing employmaent
change in South Dakota was measured
between the years 1971 and 1977 (due to
data available at the tine of analysis).

The independent variables repre-
sented various socis-economic characteris-
tics of South Dakota counties. The county
was chosen as the measurement unit for the
regression analysis. These independent,
or explanatory, variables were grouped
within four broad categories of location-
al inducement factors: (1) labor force
avatilbil ity, (2) ecoitomic structure and
agglomeration factors, (3) transportation
access, and (4) educational facilities.
Regression models were developed for
analysis of manufacturing employment
growth for the entire state and for only
nonmetro areas of South Dakota, thus
excluding Minnchaha and Pennington
counties from this latter analysis.

Tabular analyses were also carried
out and were supplemented, where appro-
priate, by chi-square and analysis of
variance statistical tests.

More details concerning data sources,
statistical methodology, and regression
analysis results can be found in the SDSU
Masters thesis by Coeken, one of this
bulletin's authors.

6
Table 1 contains

abbreviated descriptions of variables
used in the regression analysis. Many of
these variables will be referred to in
the following sections. Shown in Table 2
are the county-level population and
employment data for South Dakota which
were used in the analyses.

Industrial location factors examined
in this study can be thought of as either
beyond a community's control or modifiable
by community action. Results of the

analysis are presented in the following
two sections of this bulletin.

II. Factors beyond community control

Previous industrial location studies
*done in the United States have frequently
concluded that variables beyond the reals
of direct community control are the most
influential in attracting manufacturing
firns. Several variables whIiel tend to
be "beyond community control" were
examined in this study. Many are among
the regression-analysis variables in-
cluded in Table 1.

Labor force availability

Manufacturing firms tend to locate
where most of their labor requirements
can be met from the existing labor pool
in the area. This is especially true of
labor-intensive industries that draw
largely upon initially unskilled laborers,
as do food processing and apparel fabrica-
tion firms.

Several different variables were
used in this study as indicators of how
much labor was available in South Dakota
counties in 1970, the beginning of the
period under study. These included the
county unemployment rate, moasurca ,f
the labor force participation rate,
measures of underemployment and labor
force utilization, and age structure of
the county population. Regression
analysis was used to determine the effect
of these labor force availability factors
on both growth in the absolute number of
manufacturing jobs and percentage growth
in manufacturing jobs in South 1)akota
counties between 1971 and 1977.

Only two of the variables in this
group contributed much understanding to
why manufacturing employment opportuni-
ties have expanded more rapidly in some
counties than in others. These were the
female labor force participation rate and
one of the underemployment indicators.

The female labor force participation
rate measures the percent of the female
civilian population aged 16 and over who
are included in the civilian labor force.
A low participation rate is a possible
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indication that additional workers could
enter the labor force if more jobs became
available. Counties with relatively low
female participation rates at the begin-
ning of the 1970's were found to have the
greatest percentage rates of manufactur-
ing job growth in subsequent years. This
is consistent with the apparent national
tendency during the 1970's for low-wage
manufacturing firms to move or expand in
substantial numbers into rural areas
which had available female workers. For
many counties, a relatively untapped
female labor supply was thus conducive to
attraction of manufacturing firms and
jobs.

The other significant explanatory
variable in the group was the under-
employment indicator which measured the
percentage of laborers employed less than
full time (40 hours per week). As ex-
pected, counties -ith higher than average
rates of part-time employment going into
the 1970's subsequently experienced
somewhat more rapid manufacturing growth,
ln per-:e.tage terms. .l.. iluerempluyed

work force apparently served as a drawing
card to manufacturing firms.

Other variables designed to measure
local labor force availability did not
shed much light on why industrial growth
has been faster in some South Dakota
counties than in others. The county
unemployment rate, the county total labor
force participation rate (including both
men and women), and age structure of the
county population at the beginning of the
1970's all seemed--by themselves-to
explain little about differential manu-
facturing employment growth rates within
South Dakota. This was also true of one
of the measures of underemployment used,
the economic utilization index. The
economic effectiveness in which the
skills of an area's work force are put to
use is measured by this index. Differ-
ences in economic utilization of work
forces among South Dakota counties at the
beginning of the period studied did not
seem to substantially influence sub-
sequent rates of manufacturing growth.

High correlation between selected
variables is one reason that soae vari-
ables did not, by themselves, explain
much of the variation among counties in

6

manufacturing growth rates. For example,
the age structure variable was highly
correlated with the college variable.
The college variable (discussed later -i
this report) did prove to be of some im-
portance in explaining manufacturing
growth rate differences among cromties.

Economic structure and agglumernt4oii
factors

Industrial fims usually coisider
the level and type of services available
in prospective communities before making
final location decisions. Often, the
presence of other firms already located
in an area causes a hoset of specialized
services--such as engineering, legal,
financing, and transportation services--
to locate in the area and to be avaiJ:abLe
at low per unit costs. These agg.l-mra-
tion economies are generally associated
with larger communities, where the
population base can provide both lablor
inputs and a potential market for a
firm's products.

Several variables dealing with
population, prior industrialization, and
market accessibility were used In this
study to measure agglomeration efiects
on manufacturing growth. Ihe aggomevrla-
tion potential of an area is also in-
fluctced by the general coollmic sLrlc-
ture of the area, represented in this
study, in part, by variables which
measure income and poverty level.s (Thleu
1) .

Agglomeration factors: Of the
agglomeration variables, the population
of a county at the beginning of the
1970's seemed to have the most effect oln
subsequent industrial expansion. Comities
with the highest population at the
outset tended to have the greatest growth
in manufacturing employment--otih in
absolute and in percentage terms. hlolw-
ever, the effect was less marked in the
more rural counties of South Dakota than
in the more urbanized counties or Hilii'-
haha and Pennington. Persons per square
mile in counties showed a similar,
positive effect on manufacturing growth.
However, as a predictor of moonfacturlog
growth, the simple variable populations
was more useful than the variable nersozis
per square mile.
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A sizable population base does, as
hypnthenirc-d, apparently enhance a local
area's industrialization potential. This
may be due in large part to the existence
of a more extensive labor supply, from
which increased manufacturing workers can
be drawn. The diversity of skills which
can be found in the labor pool of a more
populated area is also important.

A progressive, reinforcing pattern
often occurs as i,,d,.stry which requires
skilled workers enters an area. A demand
for skilled laborers which can not be met
from the existing labor pool is filled by
skilled workers who move into or return
to the area. This influx of skilled
laborers may provide the impetus for
attracting more industry which draws on
these and other skills. In this fashion,
the employment demands of manufacturing
firms and the quality and quantity of the
labor force in an area progress together.

A location index was used in the
study to measure the importance of
proxilcity Lu major trade centers. Such
proximity was expected to enhance case of
shopping for employees, as well as bring
manufacturers relatively near to potential
markets and suppliers. However, this
particular location factor did not prove
to be important in explaining differences
among South Dakota counties in manu-
facturing employment growth during the
1970's.

Another factor analyzed was the
degree of prior industrialization that
existed in each county at the outset of
the 1970's. It was thought that counties
with a greater initial industrial base
would have high rates of manufacturing
employment growth during the 1970's.
Incoming firms can often hold down costs
by utilizing facilities and services
which are already present in more in-
dustrialized communities, rather than
incur the added costs associated with
initial provision of these facilities and
services.

The degree of prior industrializa-
tion was found to have the opposite
effect on manufacturing growth from that
expected. Counties with a low level of
industrialization entering the 1970's had
the highest percentage rate of growth in

manufacturing employment. Of course,
many started with very low bases, causing
small absolute increases in manufacturing
employment to be large in percentage
terms. Nevertheless, this finding is
consistent with the general national

'trend observed during the 1970's--manu-
factoring growth expanding markedly in
rural, less industrialized areas of the
country.

Economic structure: The ngglomera-
tion potential of an area is also in-
fluenced somewhat by the economic struc-
ture and well-being of the area. Economic
well-being influences support for and
availability of community services which,
in turn, can enhance industrial expansion
potential. Variables representing poverty
and income were used to measure the
influence of economic well-being factors
on manufacturing growth.

The level of poverty in South Dakota
counties inhibited manufacturing employ-
ment growth. Those counties with the
least poverty were the most sucrcsnfa]
in increasing manufacturing employmeont
growth during the study period. This may
indicate that, as less of the populace is
poor, the more support there will be for
public services (such as streets, swer:,
police protection, and education), which
are aids to attracting industry. Also, a
high degree of poverty may indicate a
generally depressed economic structure,
which would not be conducive to manu-
facturing employment growth.

Per capita income, the other variable
used to represent economic well-being,
did not appear to be a good predictor of
manufacturing growth. However, this may
have been due in part to the variable's
high correlation with the poverty variable.
Both variables tend to reproseot opposite
sides of the same coin.

Transportation access

In considering where to locate
manufacturing firms, entrepreneurs give
careful consideration to transportation
needs. Adequate facilities must exist to
handle any special needs. Thus, a firm
which processes bulky or ueavy mater"Ils
may be able to save on transport costs by
locating in an area served by a railroad.
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On the other hand, if emphasis is placed
on fast, regular delivery service, an
entrepreneur may desire to locate near an
interstate highway, which may make quick
access to customers possible.

The influence of access to inter-
state highways on success in gaining
manufacturing employment was assessed by
examining differential manufacturing
growth rates among counties in relation
to nearness of the respective counties to
South Dakota's interstate system.
Counties were classified according to
whether an interstate highway (1) passed
through the county, (2) passed through an
adjacent county, or (3) passed neither
through the county nor through an adja-
cent county.

Contrary to expectations, good
access to the interstate highway system
did not much improve the county-level
performance in manufacturing growth
during the 1970's. In fact, for percent-
age changes in manufacturing employment,
the regression uiaiyscs actually showed
interstate access to have a negative
influence, although the results were not
highly significant, statistically. For
the types of manufacturing firms moving
into or expanding in South Dakota's more
rural areas during the 1970s, the results
suggest that the system of paved secondary
roads sufficed and that other factors
(such as availability of a female work
force in small towns) more than offset
distance from the interstate system.
Unlike in many other states, there is
little cost associated with crowded
highways for users of secondary roads in
South Dakota.

Of course, it should be kept in mind
that the interstate highway system was
designed so that many of the major popula-
tion centers in South Dakota are, in fact,
served by the system. Hence, to a certain
extent, manufacturing growth associated
with population centers has necessarily
gone along with interstate highway access.

Transportation modes used by South
Dakota manufacturers were analyzed in
some detail in this study, drawing on
data from the manufacturing firm survey
(Table 3).

a

In terms of shipping goods, the
difference among SIC (Standard Industrial
Classification) categories is most
pronounced in the frequency of use of
railroads. The producer of paper and
allied products (SIC 26) relied entirely
oni the railroad for shipping its pro-
ducts. (Since only one firm existed In
this SIC category, it is difficult to
draw conclusions concerning the influence
of rail transport on this category as a
whole. ) At the other extret.m, firms il 8
of the 12 SIC categories did not utilize
railroads at all for shipping their
goods. Thus, the presence of a railroad
for shipping a firm's goods appears not
to be of major importance for most
manufacturing firms responding to the
survey.

Firms in two industry categorius--
electrical machinery and transportation
equipment--made somewhat frequent ship-
ping use of the transportation mode
labeled "other" in Table 3. The principal
"other" modes were Parcel Post and
United Parcel Service (UPS).

Trucking was the most important
shipping mode, carrying 91% (48 by truck
owned and 43 by truck not owned) of the
volume of goods shipped. All industries
except transportation equipment (SIC 37)
and the single reporting firm which
produced paper hauled more than 80% of
their outshipment volume by truck.

Reliance on trucking was also
evident in the receiving of materials
(912 of all materials received). Firms
producing chemicals and allied products
(SIC 28) constituted the only SIC group
to use trucks for less than 80% of the
volume of materials received. This group
of firms used rail more than did others,
with 24% of volume received by this
means.

Table 4 differentiates the use of
each method of transport for firms
located in different sizes of cities or
towns. Reliance on trucks for shipping
goods was fairly equal among firms in
different city sizes. For receiving
materials, firms in cities of 1,000 to
5,000 persons tended to utilize trucks
owned by the firm more often than did
firms in other size intervals. No par-
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titular city size appeared to have much
greater use of air or rail transport (for
movement of manufacturing materials and
goods) than did others. Firms located in
smaller communities (under 1,000 popula-
tion) did tend to use "other" trans-
portation modes, such as UPS, to a greater
extent than fire.s located in larger
communities.

Overall, transportation access does
not ap;'ra r toL have bIe-t asw; important as
we expected it would be in inducing
manufacturing firms to locate in some
South Dakota counties rather than others.
A reasonably good system of secondary
roads, coupled with heavy reliance on
truck transport, seems to have made many
of the smaller and more remote towns
sufficiently accessible for manufacturing
growth to take place. The use of truck
transport allows firms flexibility in
plant location decisions, permitting
factors other than transportation access
to exert stronger influence on those
location decisions.

- This in no way denies the positive
influence that the interstate highway
system has had in opening up South Dakota
as a whole to manufacturing possibil-
ities. The state is certainly more
accessible to regional and national
manufacturing goods markets than it was
prior to creation of the interstate
highway system.

Educational facilities

The existence of post-secondary
educational facilities within a county
was hypothesized to be a positive in-
ducement to manufacturing employment
growth. A certain proportion of gradu-
ates from post-secondary educational
facilities can be expected to remain
within the community following graduation
if employment opportunities are availa-
ble; this causes a general upgrading of
the skill level of a local labor force.
Manufacturing firms which require special
labor skills may tend to locate in a
county where a college or appropriate vo-
cational education facility is present.
Another attraction which is associated
with college communities is the increased
availability of cultural opportunities.
This can be especially influential in

attracting manufacturing management
personnel to rural areas, as these
cultural amenities add to the overall
quality of rural living.

* To test the above hypothesis, rates
of manufacturing employment growth in
South Dakota counties were examined in
relation to presence or absence in the
respective counties of (1) colleges and
(2) post-secondary vocaLtlunal I tucltio
(vo-ed) institutions. Those counties
which had either college or vo-ed in-
stitutions in 1970 did tend to show
greater manufacturing employment growth,
in absolute terms, in subsequent years.
While that tendency also held true when
county manufacturing employment growth
was measured in percentage terms, the

influence exerted by educational faclli-
ties was not particularly strong.

Ill. Community modifiable aectors

Many location factors are beyund
community control. However, there are
certain variables a commuiLty cMia ill-
fluence which are believed to enhance its
industrial potential.

General local development corporation
activities

A local development corporation (LDC)
has been described as an "independent
association of private businesses and
citizens operating with privately sub-
scribed funds as a legal anthority or
instrument of the state in which it does
business. The privately subscribed funds
are received through the sale of stock, if
chartered as a profit corporation, or from
dues, assessments, or other contributions
if chartered as a nonprofit corporation."

7

The roles which LDCs play vary
considerably. Generally, an LDC promotes
the economic development of the commanity
by assisting industry in locating within
the community or by helping to cXpanMd
existing industry. This may be accom-
plished by provision of several items,
including financial assistance, industrial
sites and related facilities, and general
liaison between the community and in-
dustry.
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Nost of the 125 firms responding to
the manufacturing firm survey indicated
that LDCs had exercised little or no
influence on their decisions to locate
either within South Dakota or in par-
ticular communities. Only 172 indicated
LDCs had exerted a major influence on
their decisions Lu locate within South
Dakota. The same percentage reported
major LDC influence on their decisions to
locate in particular communities.

LDCs assigned somewhat more impor-
tance to their own roles in attracting
industry. Of 87 questionnaire responses
to one qeestion, 43 (roughly half) of the
LDCs felt they had been successful in
influencing one or more manufacturing
firms to locate in their respective
communities since 1970.

Two thirds of the reporting LDCs in
South Dakota were organized as nonprofit
entities. There was little difference
between profit and nonprofit types in
self-reported rate of success in attract-
ing manufacturing firms. However, a
greater proportion of the profit LOCs or
their communities (922) provided some form
of financial assistance to firms they
helped attract than did nonprofit LDCs or
their communities (66X). The LDC survey
also indicated that financial assistance
was more often provided in large than in
small cities.

Types of financial assistance re-
portedly offered to firms by LDCs or local
governments are summarized in Table 5.
The responses are grouped there according
to type of LDC (profit vs. nonprofit).

The lease-purchase option (LPO) on
buildings and land was the most frequently
used form of financial assistance, fol-
lowed closely by the LDC assisting the
firm in obtaining financing from some other
source (ASSIST). Disregarding the "OTNER"
category in Table 5 for the moment, the
least commonly used source of financing
was industrial revenue bonds (IRB).

The local tax incentive (LTI) was
utilized by 592 of the firms attracted by
an LDC designated as profit, whereas local
governments in towns of nonprofit LDCs
utilized that means of assistance for only
102 of the firms for which financial
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assistance was provided. Nonprofit LDCs
offered the lease-purchase option (LPO) on
buildings and land more often than any
other type of financial inducement.

LDCs in towns with less than 2,500
persons utilized the lease-purchase
ooption (LPO) on buildings and ltind moer
frequently than any other single financing
device. A local tax incentive (LTI) to
firms was the device most commonly used in
cities of over 2,500 persons. The use of
industrial revenue bonds (2RB) as a
financial attraction device was most
prevalent in the cities of over 5,000
persons.

Overall, it appears that LDCs and
local governments in large population
centers are more willing and able thlci
those in small centers to provide flu.an-
cial assistance of a more costly nature--
such as local tax incentives tilld Indus-
trial revenue bonds. Conversely, the LDCs
and other local entities in small com-
munities tend to rely more heavily on
conventional lease-purchase op tiog s n
buildings and land and bn assisting firms
in obtaining financing from other sources.
It should also be noted that profit-making
LDCs generally mobilize more financial
assistance of all types thail d,, tlt ir
nonprofit counterparts; much of this
assistance, it should be noted, is public
in nature (i.e., industrial revenue bonds
and local tax incentives).

LDCs ranked (in the serve y) eight ways
often used by them in promoting industrial
development (No. 1 is most important and
No. S is least important):

No. 1. Play direct role in sinking
industrial sites and build-
ings available to fIrms--by
development corporation
options, ownership, lease-
purchase arrangements,
etc.;

No. 2. Promote good business
climate and serve as
liaison between industry
and various community
groups;
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No. 3. Assist firms in obtaining
financing from other
sources, such as commercial
banks or the Small Business
Administration;

No. 4. Make inventories of all
available industrial land
and buildings in the area;

No. 5. Conduct economic surveys of
the area (e.g. labor
surveys);

No. 6. Give tours of the area to
prospective firms;

No. 7. Directly assist in financ-
ing; and

No. 8. Provide managerial and
engineering counseling
services of a technical
nature.

As indicated by the rankings, LDCs in
South Dakota feel that the provision of
industrial sites and buildings is of
primary importance in attracting industry.
This is perhaps the most common function
of LDCs, as industrial sites are often
held on option, with the possibility of as
yet unidentified firms locating in a
community.

According to the rating given to the
two factors dealing with financing, it
appears that the LDCs do not feel that a
direct role in financing is as cost-
effective in attracting industry as is an
indirect role, via assistance to firms in
obtaining financing from other sources.
This supports our general observation that
most LDCs in South Dakota do not have
large amounts of capital to work with and
that they thus rely more on alternative
financing, as well as nonfinancial
inducements, to attract industry.

As expected, the provision of mana-
gerial and engineering counseling services
of a technical nature was rated least
important of the various roles of LDCs in
attracting industry. This ranking may be
due to the inability of mast LDCs and
local entities in South Dakota to provide
such services. Provision of such services
can be expected to be most prevalent in

the larger population centers and in
communities where these services are
associated with a university or extension
program.

The profit-nonprofit status of LDCs
did not produce any marked differences in
their ratings of these eight industrial
inducement factors. However, some differ-
ences were noted among LDCs in various
city sizes. Most notable was the differ-
ence in rated importance of fin.incing
assistance, with LDCs in cities of over
2,500 persons considering both direct
financing for firms and assistauce in
obtaining alternative financing as being
of more importance than did LDCs in
coosmunities of less than 2,500 persons.
The LDCs in larger communities appear to
have relatively more capital resources
from which to draw in their industrial
inducement efforts.

Site availability and quality

Several questions on both the local
development corporation survey and the
manufacturing firm survey explored the
characteristics and business terms of
industrial sites and buildings utili-icd by
firms.

Of 85 LDCs which responded to one
question, 662 indicated that they owned or
had an option on a development site; 922
of LDCs in communities of over 5,000 noted
such ownership or option arrangements.

The breakdown, for LDCs reporting
ownership or option arrangements in
existence, is as follows:

(a) 562 reported LDC-owned sites;

(b) 18X reported that they held
options on sites; and

(c) 26X indicated that they con-
trolled development sites by a
combination of ownership itid
option agreements.

Profit LDCs were found to be more
likely to own development sites thian were
nonprofit LDCs.
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Of those firms which LDCs reportedly
helped influence to locate within their
communities, 712 located on specially
designated development sites (Table 6).
Sixty percent of the development sites
were owned by LDCs and an additional 16%
were held on option by LDCs. The LDCs
also reported that 69% of the development
sites were in areas zoned "industrial."

Facilities available at industrial
sites prior to firm location, according to
126 respondents to the manufacturing firm
survey, are shown in Table 7. Over 50% of
these sites had electricity, sewer, and
paved road facilities. Electricity was
the most often available.

Due to the small number of firms in
several of the SIC code categories, we
must exercise caution in drawing cot.-
clusions about the importance of various
facilities in attracting particular types
of manufacturing firms. However, we do
note that those firms producing trans-
portation equipment (SIC 37) tended to
locate at sites which did not have treated
water, sewer, or rail facilities. Rail
service seems to be of little consequence
to those firms producing apparel and other
fabric products (SIC 23) and firms pro- .
ducing electrical and electronic machinery,
equipment, and supplies (SIC 36).

Firms producing concrete products
(SIC 32) tended to locate on sites where
no building was already present. This
would be expected, since the majority of
the firms in this SIC category produce
products which require special plant
features peculiar to the industry. The
sites which these plants located on were
also the least likely to provide gas,
paved road, electricity, and sewer facili-
ties. Conversely, provision of rail
service at the site was more likely in
this SIC category than in most others,
indicating an apparent need for concrete
producers to have rail access to move
their bulky materials.

Nearly half (49%) of firms responding
to the manufacturing firm survey indicated
that they had moved into previously used
buildings when they came to the community.
Another 39% moved into new buildings
constructed specifically for them. Very
few firms utilized previously unused
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speculative buildings. This may give a
clue about the advisability of construct-
ing "spec buildings."

The moat frequent users of new build-
ings included those firms producing cement
products (SIC 32), food products (SIC 20),
and lumber and wood products (SIC 24).
These types of firms generally need
special facilities which must be built
into the structure of the plant. Thus, it
may be as cost-effective to construct a
new building to meet these firms' exact
specifications as to remodel an existing
building.

Firms were also categorized according
to whether they were "new" operations or
"take-overs" (changes in ownership in-
volving previous local operations) at the
time of establishment in the c-mmeuaity.
Of the 102 firms reported as "new" opera-
tions, the proportion utilizing new
buildings was about the same as that
utilizing previously used buildings.
However, of the 23 firms designated as
"take-overs" of previous operations, 19
(83%) used previously occupied buillings.

Buildings and land were purchased
outright by 46% of the maeufactLriiag
firms. The other types of purchase or
rental arrangements reported by firms were
fairly evenly split: 19% of the firms
used ordinary leases; 10% used lease-
purchase agreements financed by municipal
bonds; 18% used other types of lease-
purchase arrangements; and 9% used some
"other" type of purchase or rental agree-
ment.

Those firms which located in cities
of 5,000 to 9,999 persons utilized the
lease-purchase agreement financed by
municipal bonds 37% of the time, nearly
three tines more frequently than did firms
in any other city size group. In con-
trast, firms in smaller cities used this
form of purchase-rental agreement least
often, relying more on outright purchases
of buildings and land and on various other
types of purchase or rental agreements.

Firms producing food products (SIC
20), chemical products (SIC 28), and
cement products (SIC 32) were the most
common users of the outright purchase
approach for acquiring buildings and land.
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Firms in SIC categories 20 and 32 often
used new buildings when they began opera-
tions in a community. In sum, these firms
often purchase or construct new buildings
when they start out in a community.

The lease-purchase agreement financed
by macicipal btad.s was used mast often by
those firms producing rubber and mis-
cellaneous plastic products (SIC 30) and
firms producing machinery, except elec-
trical (SIC 35). These types of firms
tend to locate in the larger cities of
South Dakota, and it is in such cities
that this type of building acquisition
agreement is most prevalent.

Community services and tax levels

Community service levels are same-
times believed to influence managements'
willingness to locate firms in given
communities. One variable was included in
regression analyses of this study to
specifically test the relationship between
manufacturing growth and quality of
community services. This variable is the
fire protection, rating, as measured by the
rating of the largest city in each county
of South Dakota. The fire protection
rating was considered as a proxy for
general service level quality in each
county, since a favorable fire protection
rating was believed to be indicative of a
relatively high level of community support
for public services.

However, the fire protection rating
variable did not prove to be significant
in explaining why manufacturing grew
faster in some counties than in others.
It is possible that the high correlation
of this variable with the county popula-
tion variable disguised its effect some-
what. Moreover, the fire protection
rating was also highly correlated with
several other variables--such as the tax,
poverty, and per capita income levels of
counties--which may serve as indirect
proxies for service levels.

A tax variable, based on relative
rates of property taxation in South Dakota
counties, was also entered into the
equations to test the hypothesis that
higher tax levels discourage local manu-
facturing growth. However, the regression
results generally indicated the existence

of a positive relationship between the tax8
level and manufacturing employment growth.
We thus conclude that local tax levels
either are generally unimportant in firm
location decisions or aro an indication of
the level of services of an area. In this
latter view, an increased tax level is
associated with an ilcralsd quantity and
quality of public services. Hence,
higher taxes--by making improved public
services possible--could (up to some
point) serve as an industrial aLttractLioi

Most other industrial location
studies also have found tax levels to be
insignificant in explaining firm location
decisions. This suggests that local
development officials should carefully
consider whether tax breaks for incoming
firms are cost-effective locationl

1

inducements. The tax revenue gen-rated by
a manufacturing firm may be quite con-
siderable for a community, and it often is
one of the reasons for seeking a new
manufacturing firm in the first 'lac-.
Why automatically give it up to attract a
firm that may be willing ti locavl, inl tLi
community anyway?

IV. Summary and conclusions

Can South Dakota continue to benefit
from the national trend of manufacturing
activity expanding into rural areas? The
answer to this question depends on its
ability to match the needs of various
types of manufacturers with the charac-
teristics and strengths of individual
South Dakota communities. Thle Hel 1ugs of
this study concerning industrial location
factors should help in this development
effort.

Location factors over which communities
have little control

Of the factors considered to be
beyond community control, the presence of
a large population base and post-secondary
education facilities are the most signifi-
cant industrial inducements whet, growth is
measured in terms of absolute change in
manufacturing employment.

The preponderance of manufacturing
activity--in terms of absolute change in
manufacturing employment--locating in the
larger population centers of South Dakota

'3
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during the 1970's appears at first to be
contrary to the notion of manufacturing
activity shifting to rural areas. How-
ever, we must keep in mind that, with the
exceptions of Sioux Falls and possibly
Rapid City, most South Dakota towns would
be considered rural or nonmetropolitan by

uaitiouz~] stLadards. Ther- is nuch room
for growth yet in South Dakota's "larger
population centers" before significant
diseconomies of size set in.

Most communities with college or
vocational education facilities are also
associated with sizable population bases.
Tlhercf,,re, firizs rio generilly expect to
fill most of their labor needs, in terms
of quantity and quality, in such com-
munities.

Previously low levels of female labor
force participation, absence of poverty,
and lack of prior industrialization proved
to be the factors which most influenced
percentage change in manufacturing employ-
ment in South Dakota counties during the
1970's. Thu.s, those :ountics which can
still incorporate a good deal of addi-
tional female labor into their work forces
can be expected to increase manufacturing
employment by the greatest percent. A
high degree of county underemployment in
general was found, in this study, to lead
to a higher than average percentage rate
of subsequent growth in manufacturing
employment.

Contrary to prior expectations,
access to the interstate highway system
was not found to significantly affect the
absolute or percent change in manufac-
turing employment growth. The widespread
use of truck transport, in combination
with adequate noninterstate highway
access, seems to have offset some of the
disadvantages expected for communities not
close to the interstate system. Deterio-
rating highways and ever-increasing fuel
costs could change this picture during the
1980's, however. Transportation costs may
become a more significant determinant of
manufacturing location in the future in
South Dakota.

In terms of tonnage, 91% of all goods
shipped and materials received by those
firms responding to the manufacturing firm
survey in this study were transported by
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truck. Firms producing chemicals and
allied products constituted the only
manufacturing group using trucks for less
than 80X of their material transport. The
use of trucks for shipping g1ood. aind
receiving materials is fairly uniform
among firms from different city size
jioter-ls.

Location factors over which communities
cun exert sHOW cui~trul

Overall, actions taken at the com-
munity level appear to have little direct
iofl,.encc 00, moulfacturing firm.s, 1-.i-
sions to locate within particular com-
munities. Responses of manufacturing
firms indicated that local development
corporations (LDC&) had major influence on
the location decisions of only 17Z or the
firms.

Of the LDCs surveyed, nearly half
reported that they had influenced at least
one manufacturing firm to locate in the
community. Tie profit-noaiprofit stotus Of
LDCs did not seem to have Iny not:alhl
bearing on their rate of success in
attracting industry.

The most notable diffrc'icc 1-e twsicu
the LDCs of larger and smaller cities is
in terms of the financial support provided
for manufacturing activity. The LDCs from
larger communities are more concerned with
financing manufacturing activity a-d have
greater financial capacity to directly
assist firms.

LDCs and local governments of larger
cities often use industrial reveuc hoo-ds
and local tax incentives to f iane ill y
assist new firms. Local tax incentives
may often be too costly for small cities
to effectively utilize. Industrial
revenue bands, while iucurring very little
risk to the community, are not used very
frequently by smaller cities. This may be
due to a lack of familiarity no the parr
of officials from smaller cities with
procedures for issuing industrial revenue
bonds. Also, the overhead costs associ-
ated with issuing bonds may be harder to
bear for small towns. Whatever the case,
it would seem that this means of finuncing
might be utilized more extensively by
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smaller communities to provide financial
assistance to new manufacturing firms.

Greater financial capacity was
exhibited by LDCs designated as profit
than ones designated as nonprofit.
Ninety-two percent of the profit LDCs

provided financial assistance to firms,
compared to 66% in the case of nonprofit
LDCs.

Municipal bonds to finance lease-
purchase options on the first building and
adjacent Ind-strial laud of firms were
more commonly used in large cities than in

small cities. Also, the holding of
development sites--either by ownership or
by option--for future industrial activity
was also most prevalent among LUGS of

cities with over 5,000 persons.

Generally, facilities provided at
industrial sites did not differ much among
various city sizes or between profit and
nonprofit LDCs. No particular combination
of facilities appeared to be the general
key to attracting manufacturing activity.
Electricity was the most commonly provided
facility, with industrial site rail access
the least often provided.

Those firms producing food and
concrete products were the ones to most
often construct new buildings for their
initial operations. Previously used
buildings were utilized most frequently by
firms producing rubber and plastic pro-
ducts, metal products and transportation
equipment, and machinery.

In general, activities considered
within the realm of community control seem
to have little direct influence on attract-
ing manufacturing activity. For example,
lower local taxes-an industrial induce-
ment sometimes considered by communities--
was not found in this study to be a likely
significant factor in industrial location
decisions. If anything, low tax levels
may lead to poor local services and
discourage industrial growth. Some local

actions, such as assisting new firms in

finding and gaining access to industrial
buildings and sites, may be relatively
inexpensive and worthwhile for local
development groups, however.

Conclusions

The findings of this study tend to
indicate that most individual communities
have limited abilities to influence the

*course of events on local manufacturing
development. Local development groups
should recognize these linitations and

develop strategies based on variables that
can be positively influenced or controlled.

For example, communities can maintain

inventories of the quantity and composi-
tion of their labor pools. Particular
attention should be given to identifying
potential female additions to thuc labor
force, since many of the light, footloose
manufacturing enterprises which enter
rural areas typically draw most heavily on
the female labor force. Underemployed
and "discouraged" workers also need to be

identified, since these workers--if given
adequate training and employment oppor-
tunities-can significantly contribuitc to
economic activity in South Dakota. Labor
force inventories can assist potential
firms, even though the individual com-

munities have little direct influince on

local labor supplies.

Although county access to interstate

highways did not prove to be significant
in explaining manufacturing employment
growth in this study. the heavy reliance
on truck transport (91% of both goods and
materials tonnage) may take on added
significance in the years ahead as in-
creased fuel prices cause transportation
costs to make up a greater percentage of
firm operating costs. Firms mauy, In the
future, pay closer attention to cost
savings associated with locating near the
source of raw materials or near the point
of final delivery--depending on whether a
weight gaining or weight losing production
process is involved--than they did during
the 1970's period covered by this study.
This could lead to the increased practice
of processing food products nearer to

sources of agricultural production, a
likely advantage to South Dakota in
general.

How individual communities will fare
in terms of manufacturing developomnt in

the 1980's and 1990's, however, may depend
a great deal on such state and local
transportation decisions as what feeder

Is
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roads to maintain and in what form to
maintain then. Tncreased road trans-
portation costs may make rail access
relatively more important to at least some
types of manufacturing development during
the remainder of this decade than it
appeared to be in the 1970's.

Communities probably best serve their
interests by attempting to attract in-
dustries which can utilize the facilities
and services which the community already
has available, rather than by offering
additional, costly inducements. Emphasis
should be on economic advantages which
already exist. Thus, it may often be more
important to assist the expansion efforts
of already existing firms than to seek out
new firms to bring into the community.

In light of the apparently greater
success of the larger South Dakota cities
in attracting manufacturing firms and the
greater use of certain financial devices
in those cities, it may be appropriate for
local development corporations and local
governments of ;-a I er cities to increase
their use of selected financial tools in
attracting manufacturing firms. Some
types of financial incentives, such as
local tax breaks for incoming firms, may
be too costly for small cities; however,
devices such as industrial revenue bonds,
which are normally free of risk for local
governments, might judiciously be more
widely used in South Dakota.

Smaller communities may be at some-
what of a disadvantage in terms of the
technical expertise of their personnel in
dealing with federal development programs.
Local development officials fron saliler
communities are generally only involved
with community development programs on a
part-time basis, whereas largar cities Mily
have full-time staff working in this area.
Thus, there is a need for state develop-
ment agencies, planning districts, and the
Cooperative Extension Service to conduct
workshops for local officials on develop-
ment options and available financing
tools.

Before setting out to attract in-
dustry, local people need to assess the
probable impacts of industry on their
community and on particular segments of
the population within the community. 'They
should consider the equity in distribution
of potential employment and income heine-
fits expected to be derived fr.. the
industrialization effort. They should
attempt to anticipate any possible pollu-
tion costs, congestion, :a,,d urile. Ther,
may be added demands for such conmunity
services as water, sewer, fire, police,
and streets as a result of new firms and
their employees and families. Under-
standing these potential impacts, local
people are then ready to work on the
industrial potential of their community.
The findings of this study can be used as
guidance in developing that potential.

'6
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Footnotes

1
Census reports classify cities with populations of over 50,000 as metro-
politan areas. In this report, rural will denote those incorporated places
with fewer than 40,000 persons in 1970, which includes all of South Dakota
exclusive of Sioux Falls and Rapid City. The terms rural and nonmetropolitan
will he used 1luLerchlungeably throughout.

.2
Thomas L. Dobbs. Planning for rural industries - local employment. EC 722.
Brookings: South Dakota State University, Cooperative Extension Service, 1979,
p. 3.

3
Marvin P. Riley and Linda Baer. South Dakota population and net migration,
1970-1980. Population Update Series, C229, No. 4. Brookings: South Dakota
State University, Agricultural Experiment Station, 1981, p. 1.

4
Upper Midwest Council. Upper Midwest employment trends. Minneapolis, MN:
Upper Midwest Council, 1979, p. vii.

5
Unless otherwise noted, data referred to as from the "manufacturing firm
survey" are from this sample of manufacturing firms. Sioux Falls and Rapid
City firms were excluded from the survey. Details of the sampling procedure
are contained in Appendix A of the thesis by Coeken: Wayne R. Goeken,
Factors influencing manufacturing development in South Dakota. MS thesis
in economics. Brookings: South Dakota State University, 1980.

6
Coeken, 1980.

Harold F. Schaff, Evaluation of selected local development corporations
in North Dakota. MS Thesis. Fargo: North Dakota State University, 1978,
p. 4.

8In two of the regression models, a negative relationship between the tax level
and manufacturing employment growth was found. Results were not highly signifi-
cant, however, in regression models with either positive or negative tax-
employment growth findings.
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Table 1. Abbreviated descriptions of variables used in regression analyses
of manufacturing employment change.

DEPENDENT VARIABLES:

Y= ABCHME absolute change in manufacturing employment (1971-77)
Y2= CIINFEM% = percentage change in manufacturing employment (1971-77)

INDEPENDENT VARIABLES:

Transportation Access

D = ROADl = interstate access within adjacent county, 1970
DI ROAD2 = interstate access within county, 1970

Educational Facilities

D3 = COLLEGE = four year college or university in county
D4 = VOED = post-secondary vocational education facility in county

Labor Force Availability

X1 ' UNEMPLOY = county unemployment rate, 1970
X2 = UNDEREMP = underemployment, 1970
X3 ECUTINDX = economic utilization index, 1970
X4 = LFPR - Lutoa lubor force participation rate, 1970
X5 = FLFPR = female labor force participation rate, 1970
X6 = AGE = age structure, 1970

Economic Structure and Agglomeration Pactors

X7 = POP70 = county population, 1970
X8 = PRIORIND = prior degree of industrialization in county, 1970
X -PPSQMILE = persons per square mile, 1970
X1o = LOCINDEX = location index
X PERCAPIN = per capita income, 1969
X1= POVERTY = percent of persons below poverty level, 1.970
X13 - FIRE - fire protection rating, 1970
X14 - TAX - taxes, 1970

16
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Table 2. Population and nanufacturing employment data for South Dakota counties.

Manufacturing Manufacturing Absolute Percent
Population Employoient Employment Change Change

County . 1970 1971 1977 1971-77 1971-77

Aurora 4,183 17 13 - 4 - 24
Bcadl.e 20,877 871 981 110 13

.Bennett 3,088 18 21 3 17
Bon Homme 8,577 45 309 264 587
Brookings 22,158 277 903 626 226

Brown 36,920 1,741 1,865 124 7
Brule 5,870 43 52 9 21
Buffalo 1,739 7 L * *
Butte 7,825 D 82 * *
Campbell 2,866 19 34 15 79

Charles Mix 9,994 8 23 15 188
Clark 5,515 136 126 - 10 - 7
Clay 12,923 170 254 84 49
Codington 19,140 843 1,334 491 58
Corson 4,994 0 L * *

Custer 4,698 160 177 17 11
Davison 17,319 472 809 337 71
Day 8,713 119 108 - 11 - 9
Deuel 5,686 12 30 18 150
Dewey 5,170 5 15 10 200

Douglas 4,569 15 56 41 273
Ednunds 5,548 25 23 - 2 - a
Fall River 7,505 80 84 4 5
Faulk 3,893 3 L * *
Crant 9,005 368 447 79 22

Gregory 6,710 23 43 20 87
Haakon 2,802 39 D * *
Hamlin 5,520 7 56 49 700
Hand 5,883 39 59 20 51
Hanson 3,781 17 11 - 6 - 35

Harding 1,855 1 11 10 1,000
Hughes 11,632 100 125 25 25
Hutchinson 10,379 70 157 87 124
Hyde 2,515 0 L * a
Jackson 1,531 4 L

Jerauld 3,310 13 13 0 0
Jones 1,882 1 L * *
Kingsbury 7,657 45 125 * *
Lake 11,456 277 572 295 107
Lawrence 17,453 185 522 337 182

cont., next pagc
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Table 2. continued.

Population
1970

11,761
4,060
7, 246
5,022
5,965

17,020
2,420
4,454

95,209
7,622

59,349
4 769
4 449

11,678
3, 697

8,198
10,595

2,457
2, 362
6,606

8,171
9,872
9,643
7,842
1,389

19,039
2,221

666, 257
204,878,000

Manufacturing Manufacturing Absolute Percent
Employment Employment Change Change

1971 1977 1971-77 1971-77

420 406 - 14 - 3
41 L
90 111 21 23
20 23 3 15
11 178 167 1,518

105 336 231 220
0 D * *

14 85 71 507
6,174 6,834 660 1]

13 66 53 408

2,033 2,602 569 28
33 57 24 72
31 38 7 23
25 139 114 456
54 118 64 119

D 154 *

31 21 -10 - 32
5 L * *
0 L * *

120 18 -102 - 85

48 43 - 5 - 10
22 97 75 341

140 874 734 524
78 24 - 54 - 69

0 0 0 0

1,021 1,381 360 35
6 0 - 6 -100

17,064 23,048 5,984 35
18.623.000 19,682,000 1,059,000 6

Sources: a) Population data for South Dakota and the individual counties were
obtained from William H. Bergman, Bulletin No. 108, Handbook of
manpower statistics for South Dakota (Vermillion, South Dakota:
University of South Dakota, Business Research Bureau, 1973)
pp. 50-209.

b) Manufacturing employment data were obtained from annual computer
printouts of employment and income data from the Bureau of
Economic Analysis, U.S. Department of Commerce.

c) Data for the United States were obtained from the Council of
Economic Advisors and the President, Economic report of the
President (Washington, D.C.: U.S. Government Printing Office,
January, 1980) pp. 233, 242.

L = Less than 10 persons engaged in manufacturing employment.

D = Manufacturing employment data could not be published due to disclosure
problems resulting from an insufficient number of firms engaged in manu-
facturing.

* = Statistic could not be calculated due to lack of data in one or both of
the years of analysis. Thus, these counties are excluded from the re-
gressio, :lanlysis.

County

Lincoln
Lyman
McCqok
McPherson
Marshall

Meade
Mellette
Miner
Minnehaha
Moody

Pennington
Perkins
Potter
Roberts
Sanborn

Shannon
Spink
Stanley
Sully
Todd

Tripp
Turner
Union
Walworth
Washabaugh

Yankton
Ziebach
South Dakota
U.S.



Table 3. Transportation mode for shipping goods and receiving materials: mean percent of volume by each
mode for selected SIC (Standard Industrial Classification) categories .

Transportation Mode

SIC
Categories

20 (Food)
23 (Apparel)
24 (Lumber)
26 (Paper)
28 (Chemicals)
30 (Rubber,

Plastics)
32 (Stone,

Concrete)
34 (Metal

Products)
35 (Machinery)
36 (Electrical:
37 (Transpor-

tation)
38 (Instru-

ments)

Shipping Goods (X)
Truck

Truck not
Owned Owned Rail Air Other Total

43 43 11 2 1 100
73 26 0 1 0 100
57 39 4 0 0 100

0 0 100 0 0 100
51 45 0 0 4 100
37 63 0 0 0 100

80 18 0 1 1 100

31 69 0 0 0 100

48 48 0 0 4 100
)24 59 0 2 15 100

42 36 0 3 19 100

0 98 1 1 0 100

Receiving Materials (X)
Truck Number

Truck not of
Owned Owned Rail Air Other Total Firms

34 58 6 2 0 100 25
61 34 2 2 1 100 11
18 65 13 1 3 100 12

0 0 0 0 0 100 1
28 33 24 0 15 100 7
17 81 2 0 0 100 7

48 52 0 0 0 100 9

25 75 0 0 0 100 4

25 70 4 0 1 100 22
6 93 0 1 0 100 7

30 55 0 1 14 100 12

0 92 8 0 0 100 2

All Categories 48 43 4 1 4 100 30 61 5 * 4 100 119

Source: Manufacturing firm survey

The mean percentages have not been weighted by the tonnage shipped by individual firms within the SIC
categories. The mean percentages for "All Categories" is weighted by the.number of observations from
each SIC category.

*Less than 1%.

0



Table 4. Transportation mode for shipping goody and receiving materials: mean percent of volume by each
mode for selected city size intervals .

Transportation Mode
Shipping Goods (%) Receiving Materials (,)

City Size Truck Truck Number
Intervals Truck not Truck not of
(population) Owned Owned Rail Air Other Total Owned Owned Rail Air Other Total Firms

1= 499 37 44 4 * 14 100 20 63 5 * 12 100 17

2- 500-999 41 48 5 0 6 100 25 59 11 * 5 100 16

3= 1000-2499 60 34 2 2 2 100 52 40 7 * * 100 24

4= 2500-4999 71 29 * * 0 100 34 66 * * * 100 10

5= 5000-9999 37 49 8 6 0 100 18 76 6 * * 100 7

6- 10,000- 46 47 5 * 2 100 24 68 3 2 3 100 45
30,000

All Intervals 48 43 4 1 4 100 30 61 5 * 4 100 119

Source: Manufacturing firm survey.

1
The mean percentages have not been weighted by the tonnage shipped by individual firms within city size
intervals. The mean percentages for "All Intervals" is weighted by the number of observations from each
size interval.

*Less than 1%; totals may not add to 100% in all cases, due to rounding.
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Table 5. Type of financial assistance reported by LDCs, according to profit-
nonprofit status.

Of Firms Reported to Have Received Financial Assistance, Percentage
Receiving Various Types of Assistancel

LDC Tybe
2

IRB LTI LPO ASSIST LOAN OTHER

Profit 26 59 41 48 30 11

Nonfrofit 12 10 39 32 24 15

Overall 18 29 40 38 26 13

Source: Local development corporation survey

'The variable names used in this table for the types of financial assistance
refer to:

IRB - Industrial Revenue Bond ASSIST - Assist firm in obtaining
LTI - Local Tax Incentive financing from alternative
LPO = L.ease/Purchase Option sources

LOAN - funds loaned directly from
LDC to firm

OTHER - other type of financial
assistance

2Based upon 68 firms reported by LDCs to have received one or more forms of
financial assistance and for which type of LDC (profit vs. nonprofit) was
reported. Total of percentages across each row exceeds 100 because some
firms received more than one type of financial assistance.

24



Table 6. Various development site attributes reported by local development corporations for firms they had
helped attract.

By City Size
in Which LDC Percentage of Firms Located on Sites with These Attributes
Located Firm Located on LDC Owned LDC Had Option on Site Was in Zoned

(population) Development Site Development Site Development Site Development Area

500 80 80 0 100

500-999 56 19 17 50

1,000-2,499 76 59 33 45

2,500-4,999 55 73 10 82

5,000-9,999 83 83 0 100

10,000+ 79 73 13 83

Overall 71 60 16 69

Source: Local development corporation survey
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Table 7. Facilities at development site prior to firm location, by 2-digit
SIC codes of manufacturing firms.

Percentage of Firms Indicating Each Type of Facility
2-Digit Present at Development Site Number
SIC Code Treated Paved Elec- of
of Firms Water Sewer Rail Road tricity Gas Building Firms

20 (Food) 31 50 38 46 69 31 42 26

23 (Apparel) 61 46 8 69 92 54 31 13

23 (Lumber) 50 67 42 58 83 42 33 12

26 (Paper) 0 0 100 100 100 0 0 1

28 (Chemicals) 43 57 43 57 86 43 57 7

30 (Rubber, 57 71 29 57 100 43 57 7
Plastics)

32 (Stone, 54 27 54 46 64 18 18 11
Concrete)

34 (Metal 40 60 20 60 60 60 60 5
Products)

35 (Machinery) 65 61 35 70 96 61 65 23

36 (Electrical) 71 57 0 57 86 14 86 7

37 (Trans- 17 33 17 67 75 42 50 12
portation)

38 (Instruments) 50 100 50 50 100 100 50 2

Total 48 52 32 59 82 42 48 126

Source: Manufacturing firm survey
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Appendix A Confidential survey of South Dakota manufacturing firms

Firm Name Phone

Address

City Zip Code

1. (a) What year did your firm. begin production operations in the present co-munity?
(b) At that time, w.a this a take-over of a previous fire's operation in the community

or was it taow eporat j(r o in the communitcy? Check ole:
Ly Take-over of a previous operation C New operation

2. Please list the major products your firm produces at this location:

3. (a) What is the current (1979) total employm..nt of your firm in this ceesunity? _ employces
(b) Is there much seasonal variation to employnent in your firm here? C7 Yes Q No
(c) What was the epprosinete average monthly employment of your fire in this creemunity

last year (1978)? _ employees

4. Factors Influencing Firm's Location Decision
(a) Did the activities of n local develepent corporation in the community whore

your firm in located have an influence on the firm's decision to locate in
South Dakota rather then s0.c other sate? Check one:
D Little or so Influence a Some influcc D Major influence

(b) Did the activities of a local development corporation in the community where
your firm is located have an influence en the firm's decision to locate in
this conmueity rather than other communities in South Dakota? Check one:
E7 Little or no influence C Sone influence C Major influence

(c) What type of building did your firm occupy at the time it first located in this
coscunity? Check coo:
(1) A building previously used by another firm or occupant
(2) An already constructed but an yet unnsed speculative building -

(3) A new building constructed specifically by or for your firm _
(4) Other (please specify)

(d) What type of purchase or rental agreement did your firm use for the building
and adjacent industrial liad at the tcie of initial location in this community?
Check one:
(I) Outright purchase
(2) Ordinary Wasne
(3) Lease-purchase agreement to pay off building financed with municipal revenue

bonds _
(4) Other type of lease-purchase
(5) Other (please specify)

(e) Prior to your firs's final decision to locate in this community, which, if any,
of the following facilities already existed at the industrial site (as far as
the industrial site property line, that is, and not necesssrily all the way to
the building)? Check each that esisted:
(1) Rail (5) Sewer -

(2) las (6) Building
(3) Electricity - (7) Hard surface road
(4) Treated water _ (8) Other (specify)

(f) Were there any special considerations related to water supply involved in the
fin's decision on which South Dakota comamueiity to locate in? C Yes C No

If Yes, please explain:

27
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S. Details of Firc's Water Use

(a) What is the so-rce(s) of water used by your firm? Please estimate the seounts
drawn froe each source In 1978 by the plant and indicate the major use of water
tro each source:

Major use in the plant
Approximate amount drawn (production purposes? cooling?
in 1978, in gallons or drinking & sanitation?

Source Cs. ft. (indicate vhich) fire protection? other?

Municipal systen

Private vc .11 - _

Other (please
specify; e.B.,
rural water
eystet)

*Exclude wells used e sentially as storage for municipal or other water.

(b) If more than one source La used. briefly indicate why:

(c) If taer sa used for production or cooling purposes:
-l) Does water recycling take place In the plant? C Yes C7 No
(2) What kind of water quality is required for production or cooling?

(3) Does the firo have to treat to get this quality? 0 Yes C No
(4) 7t treatment required, of what nature?

(d) If municipal system is used at all for plant water supply and water line did net
already reach edge of the industrial site at the time fire located here (see
4,e on previous page):
(1) How long was the needed line extension? _ ft.
(2) Who paid for the water line extension? Check one:

C Muuaicipal water authority paid for.
C7 Cost was shared by firm and municipal water authority or other public body.C Cost was paid for entirely by firm.
0 Other arrangement (please specify):

(3) If costs were shared, what portion was born by the firm? Check one:
D Less than 30X of the costs of extension.
C 302 - 602 of the costs of extension.
O More than 60X of the costs of extension.

(e) For the purposes of firn protection:
(1) Does the plant have a sprinkler system? C7 Yes C No
(2) Does the plant have its own vater tover? C7 Yes .C No
(3) If there are problems with water supply for purposes of fire protection,

please note them:

(f) Has the firm encountered water problems of any kind that night hinder plant
expansion In this Comaunity? 07 Yes 0 No
If Yes, please specify nature of problee(s):

28
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6. Details of Fi -'s Transportatien

(a) Listed bolow are principal methods of transportation generally used in shipping
Manufactured products and in receiving materiala from suppliers. Please
indicate the approminate percentage (X) of your tonnage shipped by each method
during 1970.

Tranu.ortatio I Methad
Truck

0 1_
Owned by Not Owned by
Firm Itself Firm Itself Rail Air Other Total

your plant: 2 b y each0(1) Prdts shipped by I I

(2) Materials received at
your plant from
suppliers: X by eachl i i i
method _ _

-Ignore truck deliveries of 1D miles or less to or from other means of transport.

(b) For each method of transportation used, indicate approminate frequency of
delivery. Use the following codes:
D - Daily M - More often than weekly, but not daily W - Weekly
L - Less often than weekly, but on sone regular basis

Note: Indicate NA (not applicable) for those methods accounting for less
than 5% of volume in each row.

Truck*
Ovned by Not Owned by
'irm Itself Firm Itself Rail Air Other

(1) Products shipped by
your plant:
de live ry frecynfy I____ _____ _

(2) Materials received
at your plant fron
suppliers:

delivery frequency

*Ignore truck deliveries of 10 miles or less to other means of transport.

(c) Has the firm encountered transportation problems of any kind that hinder
delivery of the firm 's products or of materials it purchases, or are particular
problems anticipated? C7 Yes 7 No

If Tee, please specify nature of problem(s):

Respondent's name and title,

Please return questionnaire in the enclosed stamped, self-addressed envelope to

Rural Industrial Development Project
Economics Department
South Dakota State University
Brookings, SD 57007
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Appendix B Confidential survey of South Dakota local development corporations

Local Development Corporation Name __

Address Phone

City _ ___ Zip Code

1. What year was your development corporation established in this community?
Is the development corporation a profit or Don-profit organization?

arl I'mr I I r Nun-llrlrl t

2. Ras your local development corporation been successful in influencing any manu-
facturing firms to locate in the community since 19707 0 Yes M No
If no, proceed to question number 5.
If yes, please specify up to three firms which the development corporation has
recently helped to locate in the community and complete the table:

Did the firm locate Did your local development Was the -ite,
on a specially de- c-rpurutiun own or have within a
signaLed develop- an option o buy the site formally zoned
ment site Owned Option to buy Indur~triall fre

Firm Name Yes j No Yes No Yes No Ye N
A. Ij

_____ ~ ~ ~ ~ ~~ _ _ . _. _C. - ~-1-

Note: For the remainder of the questionnaire, the firms and the sites which they located
on will be referred to by the letters A, B or C associated with their names in question 2.
(It is possible that two or all three firms are on the same development site. If so, nmte
that here:

3. Which of the following facilities were provided at the development site(s) prilm- tL
the firm's decision to locate there (facilities already at the site or passing by the
site and ready to be hooked on to)? Check appropriate category(a) Fur -ach a iLl:

;Treated | Sewer | Rail iPaved i i
Firm _areLSstez LericeRo 'eccicityj Gas Buildin _

Firm A. I -

Firm B. iFirm ._
Firm C. | | | ii i

30

52-112 0 - 85 - 6
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4. Has your local development corporation aided in financing any of these firms?Q Yes 3 No If yes, check the financial assistance alternatives used for each
firm:

Firm Firm Firmi
-A j d j C i Financial Asultance Alternatives

industrial revenue bonds

I !local tax incentives (e.g., tax moratorium)

ilease-purchase option on building and land

' assistance to firm in obtaining financing from other sources,
I such as commercial banks or the Small Business Administration

! , 'funds loaned directly from development corporation to firm

_ itL I__jother (please specify:

5.(a). Does your development corporation currently own or have an option to buy a
development site(s)? 3 Yes CNo

(b). If yes, the site(s) is/are (check one):
3 owned by the development corporation.
M held on option by the development corporation.
2 controlled by a combination of ownership and option agreements.

(c). If yes, approximately how many additional finns could locate on the sitr(s)
controlled by the development corporation? _ firms

6. Which of the following functions of a local development corporation do you view as
being the most important in attracting industry? Rate the following factors from
1 through 8, with 1 being the most important.

- provide managerial and engineering counseling services of a technical arture
- promote good business climate and serve as liason between industry and various

community groups

_ conduct economic surveys of the area (e.g., labor surveys)

_ make inventories of all available industrial land and buildings in the area
- play direct role in making industrial sites and buildings available to firms--

by development corporation options, ownership, lease-purchase arrangements, etc.
- directly assist in financing

_ assist firms in obtaining financing from other sources, such as commercial banks
or the Smell Business Administration

g give tours of area to prospective firms

Respondent s name and position:

Please return questionnaire in the enclosed stamped, self-addressed
envelope to:

envelopeo Rural Industrial Development Project
Economics Department
South Dakota State University
Brookings, SD 57007
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Preface

This publication on the economic
feasibility of fuel alcohol production is

1 based upon research conducted at South
Dakota State University (SDSU) from 1981
through 1983. It is a companion to our
recently published report entitled A
Small Scale Plant: Costa of Making Puel
Alcohol (SDSU Agricultural Experimant
Station Bulletin 686, September 1982).
That bulletin detailed the costs involved
in fuel alcohol production. The present
bulletin compares those costs to estimated
returns from fuel alcohol and the fred
byproduct. Both costs and returns are
calculated on a 1981 basis.

The economic analysis reported in
this bulletin and in Bulletin 686 con-
stitutes part of a larger, interdiscipli-
nary fuel alcohol study involving SDSU
personnel in several departments. We wish
to acknowledge the following individuals
who have provided materials, data, and
advice: Carl Westby and Bill Gibbons,
Microbiology Department; Ralph Alcock and
Kurt Bassett, Agricultural Engineering
Department; Tom Chisholm and Scott Stampe,
formerly in the Agricultural Engineering
Department; Clayton Knofczynski, Mechani-
cal Engineering Department; Andrew Clark
and Howard Voelker, Dairy Science Depart-
ment; and L. Ben Bruce, Animal and Range
Science Department. Special acknowledge-
ment is given to Dr. Ardelle Lundeen, our
colleague in the Economics Department who
reviewed various report drafts and colla-
borated with us in some aspects of the
alcohol fuels research.

Research funds for this study were
received from the South Dakota Agricul-
tural Experiment Station and from USDA
Special Research Grant No. 59-2461-0-2-
099-0.
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Small-Scale Fuel Alcohol Production from Corn:

Economic Feasibility Prospects
Thomas L. Dobbs, professor, and Randy Hoffman, research associate

Economics Department

Summary

Returns were compared to costs for a
small-scale fuel alcohol plant in this
study. Returns were based on use or sale
of 185 proof alcohol and a semi-wet dis-
tillers et. grain (DWG) feed byproduct.
Costs were based on a plant using corn as
the feedstock and producing 175,000
gallons of alcohol per year.

Given the assumptions used in our
analysis, small- or community-scale
alcohol plants similar to the one focused
on do not appear economically feasible at
present. Only under a combination of
optimistic assumptions--about price
relationships and other variables--do

Introduction

Are small-scale fuel alcohol plants,
with corn as the feedstock, economically
feasible? We attempt to answer that
question in this report by comparing costs
of producing hydrous alcohol and dis-
tillers wet grain (DWC) in a small-scale
alcohol plant and transporting the pro-
ducts to users with returns from the sale
or use of the products.

Details of the small-scale alcohol
plant cost analysis are contained in a
companion bulletin entitled A Small-Scale
Plant: Costs of Making Fuel Alcohol (SDSU

investments in small-scale plants appear
to have much chance of paying off.

Continued improvements in techno-
logies for producing and using fuel
alcohol could improve the economic pros-
pects. For example, the ability to
efficiently produce anhydrous alcohol in
small-scale plants could improve the
marketability and economic value of the
fuel product. Similarly, future sharp
increases in the costs of gasoline would
increase the value of fuel alcohol as a
substitute or extender, thereby enhancing
the economic feasibilty of alcohol plants.
It is also possible that certain feed-
stocks other than corn might result in
lower costs per gallon of alcohol.

Agricultural Experiment Station Bulletin
686, September 1982) by Hoffman and Dobbs.
Analysis contained in that report was
based on interdisciplinary research
carried out with the pilot fuel alcohol
plant on the South Dakota State University
(SDSU) campus.

Since costs in that bulletin were
based upon 1981 price levels and methods
of technical operation, returns included
in the present bulletin are also cal-
culated on a 1981 basis. In the
companion bulletin, costs were calculated
for two possible plant sizes and levels of
annual output. Only the larger size--
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capable of producing 175,000 gallons of
185 proof alcohol and 1,356 tons of 70%
moisture DWG per year--will be referred to
in this bulletin. Costs per gallon of
alcohol were less in the larger plant.

Costs presented in Bulletin 686 for
the "baseline" case with the larger plant
were $1.78 per gallon. That estimate was
derived under the following assumptions:
(1) each bushel of corn yields 2.6 gallons
of 185 proof alcohol; (2) corn costs or is
worth $2.50 per bushel; (3) the annual
interest rate at which the cost of capital
is amortized is 15%; and (4) the feed by-
product is worth $39 per ton, based on its
nutritional value in a combination of
dairy heifer and cow rations. Changing
the values in the assumptions led to a
range of cost estimates for alcohol from
the larger plant. Those estimates were as
low as $1.59 per gallon and as high as
$2.30 per gallon. Methods of plant opera-
tion other than the "standard" procedure
could also lead to different cost esti-
mates. (SDSU staff experimenting with the
plant have tried various types of stillage
supernatant recycling, for example.)

Feed byproduct credits were deducted
in arriving at the above fuel alcohol cost
estimates. Only dairy rations were con-
sidered as uses for the feed byproduct in
Bulletin 686. In the present bulletin,
the focus for feed byproduct use is
broadened to include beef rations.
Consequently, we show how utilization of
the feed byproduct for either beef or
dairy animals might affect net costs of
fuel alcohol production.

An analysis of possible farm utiliza-
tion and value of 185 proof fuel alcohol
was also developed, drawing on SDS1 en-
gineering experiments in fuel substi-
tution.

Transportation costs involved in
distributing fuel and feed produced by a
small-scale plant are also treated in this
study. (Those costs were not included in
Bulletin 686.) With their inclusion, the
necessary ingredients for an economic
feasibility analysis of small-scale al-

Cobol production are in place. Trans-
portation costs can be subtracted from
fuel and feed use values. Production
costs can then be subtracted from the
combined returns (net of transportation
costs) to indicate whether or not a plant
is likely to be profitable.

Tax laws can also affect costs and
returns. Income tax credits available for
use of hydrous alcohol are accounted for
in the treatment of fuel values. In-
vestment tax credits are not treated in
detail, but their possible effects on
costs are noted.

For purposes of the transportation
analysis in this study, it was assumed
that the fuel alcohol plant is located in
the center of Moody County. That county
is situated in eastern South aIkuvl, along
the border with Minnesota. The trans-
portation analysis was intended not only
to determine dollar costs of moving fuel
and feed to users, but also to indicate
the probable marketing territory size for
a small- or community-scale plant.

For brevity, many details of our
analyses are not included in this report.
Details of the cost analysis are contained
in Bulletin 686, available from the senior
author or from the Bulletin Room at SDSU.
The senior author will also provide de-
tails of the fuel and feed returns ana-
lyses on request.

Utilization. Value. and Marketing
of Fuel Alcohol

The alcohol plant used as the model
for this analysis is capable of producing
alcohol of around 185 proof. Alcohol with
this much water cannot readily be mixed
with gasoline to be used as gasohol.
Therefore, it must be considered as the
sole fuel source for gasoline and diesel
engines or must be injected into thuos
engines via modified equipment. The
extent to which the average farm consumer
is able and willing to modify his farm
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machinery engines to run on alcohol will
determine both the value of the alcohol
and the marketing area that will be needed
to dispose of the plant's annual output.

Value of fuel alcohol in farm operations
1

Fuel alcohol can be used in both
diesel and gasoline farm engines. The
amount of fossil fuels assumed replaced by
alcohol in this report has been determined
from studies conducted by the Agricultural
Engineering Department at SDSU and by
consultation with SDSU agricultural en-
gineers. One of these studies (Bassett
1981a) involved altering a Ford 8000
diesel tractor for fuel alcohol use by
installing an M 6 W Gear Co. turbocharger
and "Aquahiol" injection system.

Results showed that this modification
allowed 10% of the diesel fuel to be
replaced by alcohol fuel without a signi-
ficant change in power output. However,
1.54 units of 185 proof alcohol were
required to replace each unit of diesel
fuel. This indicates that 185 proof
alcohol used in diesel engines is worth
approximately 65% of the value of diesel
fuel. In 1981, with diesel fuel at $1.15
per gallon, that would have amounted to
$.75 per gallon.

From this value we must subtract the
cost of modifying the diesel tractor. The
cost of purchasing and installing an M 6 W
injection kit in 1981 would have been
approximately $800. If a turbocharger is
not already present, that also must be
installed. That would cost an additional
$900. The total modification cost of
$1,700 amortized at 15% over 5 years
equals an annual cost of about $500.
However, we assume in this analysis that
the diesel tractors converted for alcohol
use already have turbochargers. There-

fore, annual (amortized) engine conversion
costs are only $238 per tractor. The
annual cost of modification per gallon of
alcohol depends, of course, on how much
alcohol is used in the tractor over the
course of the year.

In another SDSU study, Bassett and
Chisholm evaluated the performance of
alcohol fuel used in an Oliver 1550 gaso-
line tractor. Gasoline was used for cold
starting, and then the engine was switched
to alcohol after warm-up. Installation of
a separate fuel tank at the front of the
tractor and some carburetor adjustments
were required.

The alcohol in their study had as 11%
higher thermal efficiency than ganslilc,
and its maximum power was 192 less than
gasoline. Horsepower per gallon was also
lower for alcohol than for gasoline.
Evaluation of these results led us to
assume that ethanol can be substituted for
gasoline in farm tractors in a ratio based
on relative BTU values of the two fuels.2
On this basis, it would require 1.65
gallons of 185 proof alcohol to replace
each gallon of gasoline. Hence, when used
in gasoline engines, 185 proof alcohol is
worth 61% of the value of gasoline. In
1981, with gasoline costing about $1.30
per gallon, the alcohol value would have
been $.79 per gallon.

As in the case of diesel engines, the
cost of modifying a gasoline tractor to
run on alcohol should be subtracted from
the replacement value of alcohol. The
total cost of engine adjustments and extra
parts on a gasoline tractor would be
approximately $200. Amortizing this cost
over 5 years at 152 interest results in an
annual modification cost of about $80.
The annual modification cost per gallon of
alcohol depends on the amount of alcohol
used in the tractor during the year.

For more details concerning the assumptions and calculations in this section,
contact the senior author of this bulletin.

2
This decision was reached in consultations with Mr. Ralph Alcock of the 88DU
Agricultural Engineering Department.
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Two other studies have also recently
been conducted at SDSU involving the
replacement of gasoline with ethanol.
One, by Kelkar, concerned the performance
of alcohol used in a stationary gasoline
engine: a 1O0-90% mixture of 186 proof
alcohol and gasoline could provide power
equal to that of gasoline alone, and would
not require a larger volume of fuel to he
burned. However, because of questions
about the stability of this mixture, I
especially at cooler temperatures, we
decided not to assume that hydrous alcohol
could be mixed with gasoline in farm
applications at this point.

Another study, conducted by Bassett
(1981b), involved the use of 190 proof
alcohol in a 1974 Dodge pickup. Low
mileage, problems with start-ups, and
engine kill after stops were initial
results.

Income tax credit

An income tax credit can be obtained
for use of straight alcohol (with dena-
turant) as a fuel in a trade or business.
Thus, persons buying and using alcohol
from a plant such as the one depicted in
this report would be entitled to file for
an income tax credit. In 1981, this tax
credit provision was worth $.30 per gallon
for alcohol of at least 150 but less than
190 proof (Internal Revenue Service). At
the present time, however, the credit is
now worth 5.375 per gallon of alcohol in
that proof range (U.S. Congress). A
farm user of alcohol fuel who can benefit
from additional income tax credits would
presumably be willing to pay more for the
fuel than he would be in the absence of
this tax credit provision. We assume for
purposes of analysis that a farmer would
pass the full credit on in terms of a
higher purchase price for fuel alcohol.

We use here the 1981 credit of 5.30
per gallon, to be consistent with other
1981 costs and prices in the analysis.

Whether the currently higher credit--
approximately $.08 more than it was in
1981 on 185 proof alcohol--is likely to
make much difference in the economic
feasibility of small-scale alcohol plants
is discussed later in the report.

Local marketing possibilities:
Moody County example

A cost that should not be overlooked
is that of delivering fuel alcohol to farm
customers. Transportation costs for
delivery from the hypothetical Moody
County plant have been estimated on the
basis of certain assumptions about average
liquid fuel use per farm and the spatial
distribution of fuel alcohol consuming
farms.

Agricultural fuel usage in Moody
County.--The alcohol plant hypothetically
located in Moody County is assumed to
produce 175,000 denatured gallons of 185
proof alcohol per year. Fuel usage on an
average farm in Moody County is needed to
determine the number of farms required to
consume this amount of fuel alcohol, and
ultimately the required number of miles
involved in delivering the alcohol. Table
1 depicts the diesel and gasoline usage of
such a farm in 1978. The number of
gallons of 185 proof alcohol needed to
replace 25% of a farm's gasoline usage and
10% of a farm's diesel usage are also
shown.

There are obviously a number of
assumptions that could be made concerning
how much gasoline or diesel fuel might be
replaced by ethanol in farm use. For
a base case, we have assumed that 25% of
each farm's gasoline usage can be replaced
by 185 proof alcohol. Under that assump-
tion, each average-sized Moody County farm
would be able to utilize 883 gallons of
185 proof alcohol annually. Therefore, a
total of 198 farms would be needed to
consume the plant's annual alcohol output
of 175,000 denatured gallons.

3
1n 1981, an income tax credit of $.40 per gallon could be obtained for use of
alcohol that was at least 190 proof. The credit for alcohol of this proof level
is currently 5.50 per gallon.
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Table 1. Potential annual fuel alcohol use on an average Moody County,
South Dakota farm in the base case

1

Gallons of 185 proof
alcohol for 25% re-

Total annu2l Volumetric value rela- placement of gasoline
fuel usage tive to 185 proof and 10% replacement

Fuel (gallons) alcohol3 of diesel fuel

Gasoline 2,140 1.65 883

Diesel fuel 2,082 1.54 321

Totals 4,222 1,204

1
An average Moody County farm contained 382 acres of cropland and pasture land
in 1978.

2Information on fuel usage per farm and number of farms in Moody County was
drawn from the 1978 Agricultural Census.

3
The volumetric value figure for diesel fuel is based on an experiment done by
SDSU agricultural engineers in which 10% of diesel fuel volume was replaced by
ethanol. The volumetric value of gasoline in comparison to 185 proof alcohol
was calculated in this table on a straight BTU substitution basis.

Fuel delivery costs in base case.--
The total cost of delivering fuel alcohol
to the farms that can make use of it is
dependent on two factors: (1) the fixed
cost of purchasing or renting a bulk gas
truck; and (2) the variable costs of
operating the truck, which in turn depend
on the number of miles that must be
traveled.

Calculating the coat of purchasing a
bulk gas truck is a straightforward task,
but determining the total mileage of the
delivery route involves making two assump-
tions. The first assumption is that the
782 farms in Moody County are evenly
distributed geographically throughout the
county. Thus, on average, there are three
farms located on every two square miles.
This means that the fuel marketing terri-
tory necessary to reach 198 farms is about
132 square miles.

The second assumption is that the 198
farms that will be using the alcohol
output are those located nearest to the
alcohol plant. Hence, fuel delivery costs
are based on the lowest possible mileage.

From the above information, a schedule
for delivering the fuel alcohol in Moody
County was determined as follows:

(1) A bulk gas truck with a tank
capacity of 2,500 gallons is
used to deliver the alcohol.

(2) Each day that deliveries are
scheduled, the truck will de-
liver 400 gallons of fuel al-
cohol to each of 12 farms.

(3) The truck will deliver fuel to
each of the 198 farms twice per
year. A third delivery of 83.
gallons will need to be made to
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supply the necessary 883 gallons
needed annually by each farm.
It is assumed that the farmers
will be able to spread their
alcohol use out evenly for the

-year, and that the farmers will
be responsible for providing on-
farm fuel storage capacity that
is sufficient to do so.

In Figure 1, the shaded area of Moody
County represents the marketing territory
(the 198 farms nearest to the alcohol
plant). Given all the previously stated
assumptions, the total distance the de-
livery truck would have to travel to make
one delivery to each of these farms would
be approximately 422 miles for the first
two deliveries. The third delivery re-
quires only 197 miles in travel because
more farms can be reached per bulk truck
tankful due to the smaller volume de-
livered to each farmstead. Therefore, the
total annual mileage for delivery of the
fuel alcohol would be 1,041 miles. This
mileage was increased 5%, to 1,093 miles,
to account for miscellaneous travel.

Costs for delivering the fuel alcohol
under these conditions are presented in
Table 2. Because the alcohol plant only
requires the gas truck one fourth of the
time, it is assumed that the truck is
available for some other use the remaining
time. Therefore, only one fourth of the
annual fixed cost of owning the delivery
truck is assigned to the alcohol plant, or
$.Ol per gallon of alcohol produced and
delivered.

The operating costs of delivering the
fuel alcohol to consuming farms add
another $.013 per gallon, of which $.0ll
goes for labor payments to the truck
driver (Table 2). Combining fixed and
operating delivery.costs indicates that
$.02 needs to be added to the cost of
producing each gallon of fuel alcohol to
account for transportation.

| ' ~ 22 miles > |

Fiaure 1: Mcrketiag tirritsry ecesyssteg fuel aisohel
delivery ts the 198 fsra nsearst the alcshol
plest.

* Alsehel Plant site
E Aares coered by Dli-very tas-

Engine conversion costs in base
case.--A gasoline driven tractor could be
converted to run on straight alcohol for
an annual cost of about $80. We assume in
the base case that 25% of each farm's
annual gasoline usage can be displaced by
alcohol. In calculating per gallon

4
The assumption that the 198 farms closest to the alcohol plant would be those
using all of the alcohol is not necessarily totally realistic. However, even
if the alcohol marketing territory were to triple in size, it is estimated that
per gallon delivery costs would rise by less than 1/2c.
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Table 2. Fixed and operating costs associated with the alcohol fuel delivery
truck in the base case (175,000 denatured gallons of 185 proof
alcohol delivered)

A. Fixed costs

Full. annual
amortized 1/4 of Cost/gallon

Full capital Useful life cost (15% annual amortized of alcohol
Item cost (years) interest) cost delivered

Bulk gas $25,000 10 $4,975 $1,244 $.007
truck

Vehicle 2,300 1 2,300 575 .003
license &
insurance

Tires 1,100 5 328 82 .000*

Subtotals $28,400 $7,603 $1,901 S.0l0

B. Operating costs

Cost/gallon
of alcohol

Item Cost/unit Units/year Annual cost delivered

Gasoline $1.30/gal 219 gall $ 284.70 $.002
Oil, filter, $17.25/change 2 changes 34.50 .000*

grease
Labor $5.00/hr 396 hours 1,980.00 .011
Antifreeze $15.00/change 1/4 change 3.75 .000*
Tune-up $200/job 1/4 job 50.00 .000*

Subtotals $2,352.95 $.013

TOTALS OF A AND B - $4,253.95 $.023
($.02, rounded)

*The annual cost per denatured gallon of alcohol is so small that it rounds to
0 at three decimal places.

1,093 miles/year t 5 miles/gallon - 219 gallons.

28 hours per day x 16.5 days per route x 3 routes per year - 396 hours
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engine conversion costs, it is further
assumed that one converted gasoline
tractor on each farm will be able to burn
all of the alcohol.

Therefore, the coat to each farm for
converting a gasoline tractor engine to
run on 185 proof alcohol is estimated as
follows:

$80/yr/fam for engine $0.09 engine
conversion costs conversion
883 gal of 185 proof cost/gal of
used/farm/yr alcohol

Fuel delivery and engine conversion costs
under other assumptions

Other fuel displacement assumptions
lead to different estimates of delivery
costs and engine conversion costs. One
different assumption included in the
analysis was that farmers in the vicinity
of the alcohol plant would replace 10% of
their diesel fuel with alcohol--in addi-
tion to 25% of their gasoline fuel, as in
the base case. The typical Moody County
farm would then utilize 1,204 gallons of
185 proof alcohol, compared to 883
gallons in the base case (Table 1). This
would reduce the number of farms required
to consume the alcohol fuel from 198 to
145, also reducing travel miles to deliver
the fuel. However, calculations indicate
that delivery costs per gallon of alcohol
would be reduced by only a fraction of a
cent.

That very small reduction in fuel
transport costs would be greatly offset by
increased engine conversion costs. For
the small amount of diesel fuel displace-
ment, significant engine conversion costs
would be involved. Annual diesel and
gasoline engine conversion costs combined
are estimated to be $.26 per gallon of
alcohol, compared to $.09 per gallon in
the base case involving only gasoline
displacement. Under these circumstances,

it clearly would not be reasonable to
expect many farmers to purchase fuel
alcohol to replace diesel fuel.

Though technical factors appear to
greatly limit on-farm use of hydrous
alcohol at present, new technology might
greatly expand the potential for use of
such fuel at some point in the future.
Tractors might be designed and manufac-
tured specifically for alcohol fuel use,
for example. With the possibility of
much greater on-farm use of fuel alcohol
in mind, transportation coats were es-
timated with the assumption that 50% of
both diesel and gasoline on farms could be
replaced by hydrous alcohol. However,
since engine conversion costs in this case
or costs of designing and manufacturing
tractors to burn fuel alcohol are not
known, these costs were not included.

Table 3 contains the set of fuel
displacement assumptions for this portion
of the analysis. The amount of ethanol
required to replace each gallon of gasolin"
is the same as that shown in Table 1.
However, a larger amount of ethanol per
gallon of diesel fuel displaced is assumed
in Table 3 than in Table 1. With the
larger quantity of diesel fuel displaced
per farm in Table 3, with no experimental
data to draw on for such a large dis-
placement, it seemed advisable to assume
that the ethanol would substitute for
diesel fuel in quantities proportional to
their relative BTU values. On that basis,
there is a need for 1.96 gallons of 185
proof alcohol for each gallon of diesel
fuel displaced.

5

The combination of a higher sub-
stitution rate of alcohol for diesel fuel
and larger replacement percentages for
both diesel fuel and gasoline increases
annual per farm use of alcohol to 3,806
gallons in Table 3, compared to only 1,204
gallons in Table 1. The number of farms
required to consume the plant's 175,000-
gallon per year alcohol output is reduced
from 198 in the base case (gasoline data
from Table 1) to 46 in this case. Those
46 farms would represent a marketing

5
lnformation on the BTU contents of ethanol, gasoline, and diesel fuel was drawn
from Durland and Kelly and from the U.S. Department of Agriculture.

10
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Table 3. Potential annual fuel alcohol use on an average Moody County,
South Dakota faps, assuming 502 replacement of both gasoline
and diesel fuel

Gallons of 185 proof
alcohol for 50X

Total annual Volumetric value rela- replacement of
fuel usage

2
tive to 185 proof diesel fuel and

Fuel (gallons) alcohol
3

gasoline

Gasoline 2,140 1.65 1,766

Diesel fuel 2,082 1.96 2,040

Totals - 4,222 3,806

An average Moody County farm contained 382 acres of cropland and pasture land
in 1978. /

2Information on fu perfam and number of farms in Moody County was
drawn from the 1978 Agricultur 7 l Census.

3
Volumetric value figures are based on the straight substitution of BTU's per
gallon between 185 proof alcohol and both diesel fuel and gasoline.

territory of 31 square miles, about one
fourth the base case territory.

In spite of the much smaller fuel
marketing territory, estimated delivery
costs are only a fraction of a cent per
gallon less than in the base case. One
reason for this is that fixed costs of
owning the delivery truck are about the
same in each case. A second reason is
that the time a truck driver wouid need to
be hired and paid for is not greatly less
in this alternative case than in the base
case. Hence, even with the reduced
transport miles, fuel delivery costs are
still around $.02 per gallon.

Furthermore, the use value of the
alcohol would be lower in this case than
in the base case. This is due in part to
the large amount of alcohol required to
replace each gallon of diesel fuel cons
pared to the amount required to replace
each gallon in the base (gasoline only)
case. In addition, since the value of

alcohol is determined by the cost of the
fuel it replaces, alcohol would be worth
less when replacing large smounts of
diesel fuel; the price of diesel fuel is
less than that of gasoline.

Conclusions on returns from sale or use of
185 proof alcohol

Estimates of fuel value and delivery
costs can now be used to draw conclusions
on the possible returns from sale or use
of 185 proof 'alcohol. Estimates from the
base case can be used in the following
formula:

Replacement Engine
Return on value of conversion
ethanol - ethanol - cost

Fuel delivery Income tax
- cost + credit

11
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Placing the per gallon estimates from
the base case in this formula yields the
following result:

Return per gallon
of ethanol - $.79 - .09 - .02 + .30 - $.98

We can see that the sale value of alcohol
from the small-scale plant would be a
little less than $1 per gallon under these
assumptions. With the current income tax
credit on 185 proof alcohol of $.375 per
gallon rather than the 6.30-credit in
effect during 1981, the alcohol return
increases to around $1.05 per gallon.

The alternative fuel use assumptions
discussed would likely lead to lower net
returns than do those in the base case.
Hence, the base case fuel returns will be
used in the remainder of this report.
(Some mention will be made in the Con-
clusions section about the possibility of
marketing hydrous alcohol to plants that
would dclhydr;Lte it for use in gasohol.)

Utilization, Value. and Marketing
of Distillers Wet Grain

Revenues from the sale of distillers
wet grain (DWC) will very strongly in-
fluence economic feasibility prospects for
fuel alcohol plants. Although some other
studies have contained estimated revenues
from the feed byproducts of alcohol
plants, little attention has been devoted
to handling and marketing costs. The
present study does consider transportation
costs, as well as costs of preserving the
702 moisture feed byproduct.

Value of DWG used in dairy rations

Most of the nutrition research done
on use of alcohol plant feed byproducts
indicates that the use value is greatest
in rations of ruminant livestock. Thus,
both beef and dairy animals are likely
users of DWC supplies. In our earlier
study (Hoffman and Dobbs), we examined the

12

use of DW0 in dairy rations. The con-
clusions, based on 1981 feed costs, are:
value in dairy heifer rations, $S65.85/ton;
value in lactating dairy cow rations,
646. 15/ton; and an average of the two,
$56.00/ton.

From these values, $12.60/ton was
subtracted for propionic arid costs. Tt
was felt that propionic acid might be
needed in some circumstances to assure
that spoilage of DUG is prevented for
approximately 2 weeks. This deduction
resulted in net feeding values equaling
$53.25 for heifers, $33.55 for cows, and
$43.40 for an average of the two.

Since transportation costs were not
estimated in the earlier study, a dis-
count of 102 was applied tu .accountIt for
special handling and transportation costs.
This left net feed sale or use values of
$48/ton for heifers, $30/tols folr rows, :ad
$

3
9/ton for the average. On a per gallon

of alcohol fuel produced basis, tle by-
product values resulted in credits of
$.37, $.23, and $.30 for heifers, cows,
and the average, respectively.

I

Value of DW0 used in beef rations

The AGNET computer system was used to
estimate feeding values of DWG in beef
rations. The "Feednix" program was utiliz-
ed in early 1982, with feed prices as of
1981. The program determines the least-
cost ration, given different available
feeds, feed prices, and nutrition coeffi-
cients for alternative rations. Key
assumptions in the beef ration analysis
were the following:

(1) the focus would be on feedlot
rations,

(2) cattle would enter the feedlut
at 700 pounds and leave at 1,100
pounds, and

(3) each animal would gain an aver-
age of 2.75 pounds per day--thus
allowing for 145 days on rations
consisting partially of 01:.
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Giveg various assumptions used in the
analysis, we found that DUG could econom-
ically substitute for some of the other
protein supplements, sume alfalfa, and
some corn in beef feedlot rations. The
least-cost rations included an average of
7.14 pounds of DWG (on a 70% moisture
basis) per day per animal. At this level
of use, D01G had a value of $30.80/ton in
the beef rations.

Subtracting $12.60 per ton for pro-
pionic acid results in a value of $18.20/
ton. A further 10% deduction for handling
and transportation costs yields a net feed
sale or use value in beef rations of
$16/ton, or $S13 per gallon of alcohol
produced. This is a much lower feed
byproduct value tLI,., was estimated for the
dairy animal rations.

The following section contains esti-
mates of transportation costs for dis-
tributing the feed byproduct, so that the
very rough 10% deduction can be altered.

Local marketing possibilities: Moody
County example

.The DWG marketing analysis is con-
cerned with determining the costs of
transporting DWG from the hypothetical
Moody County alcohol plant site to con-
suming beef farms. The cost estimates are
dependent on assumptions about the average
amount of DWG that can be consumed per
farm and the spatial distribution of beef
cattle fattening farms throughout Moody
County.

The hypothetical fuel alcohol plant
is capable of producing about 1,356 tons
of 70% moisture DWG annually. To cal-
culate the costs of delivering that annual
output to consuming farms, we had to know
the average DWG consumption capability of
each individual farm. The 1978 Census of
Agriculture shows that an average Moody
County beef fattening farm sells 81 head

of cattle annually. Given the previous
assumptions on DWG consumption per animal,
the amount of DWG each beef fattening farm
can be expected to purchase each year is
computed as follows:

(81 head per farm)(7.14 pounds of DWG/head)
(145 days/head in feedlot) = 83,859.3 pounds
of DWC fed per farm per year, or about 41.9
tons

With each beef fattening farm using
41.9 tons of DWG annually, the alcohol
plant's output of 1,356 tons could be
totally consumed by about 32 farms.

Feed delivery costs in base case.--
Feed delivery costs are based on the fixed
cost of owning or renting a delivery truck
and on the variable costs of operating the
delivery truck. Variable costs depend un
the miles the truck must travel to deliver
feed and on the amount of time it takes to
travel the delivery route.

In this analysis, the delivery route
has been calculated under the assumption
that the 237 beef fattening farms of Moody
County are evenly distributed geographic-
ally throughout the county. This means
that there are about four beef fattening
farms on each 9 square miles of Moody
County. Therefore, the marketing terri-
tory enveloping 32 beef fattening farms
would be about 72 square miles.

Moreover, it is assumed in the base
case that the 32 farms nearest to the
alcohol plant will be the ones buying the
DWG. Thus, the delivery route mileage
will be at its absolute minimum.

In Figure 2, the shaded area of Moody
County represents the marketing territory
for use of the DWG by the 32 farms nearest
to the alcohol plant. A schedule for
delivery to those farms was based on the
following assumptions:

(1) A 1-ton truck would deliver the
DWG.

6For more details concerning assumptions (such as prices of feeds other than

DWG) and calculations in this section, contact the senior author of this

bulletin. It should be noted that DWG could be used as a protein supplement in

rations of smaller beef animals (e.g., in the 400-700 lb range), as well.

13
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(2) Because it is assumed that the
DW0 can be stored for only 2
weeks without spoilage, de-
liveries must be made to each
consuming farm every 2 weeks.

(3) The truck must be weighed before
each delivery to determine the
amount of D0G delivered. There-
fore, it would be necessary to
travel to each farm, unload, and
travel back to the alcohol plant

14

for reloading and weighing
before delivering to the next
farm.

* (4) The delivery truck would need to
deliver about 1.6 tons of DWG to
between two and three farms
daily, on average. This de-
livery schedule would provide a
2-week supply of DWG to each of
the 32 consuming farms every 2
weeks and would permit deliveries
consistent with the production
capabilities of the alcohol
plant. Delivery time is estimated
to average 3 hours per day, 365
days per year.

Delivering DWG to the 32 consuming
farms would result in total annual de-
livery mileage of 9,334 miles. Adding 5%
for miscellaneous travel gives a total of
9,800 miles.

Costs for DWG delivery are shown in
Table 4. All of the fixed costs for the
truck are applied to the cost of DWG
distribution. Since the truck will be
used every working day for at least 3
hours, it is unlikely that the truck could
be used practically by some other com-
mercial entity during the remainder of
each day. However, the truck could be
used for other miscellaneous functions
around the alcohol plant. Total fixed
costs for DW0 delivery amount to $.023 per
gallon of alcohol produced.

operating costs associated with DUG
delivery are shown in part B of Table 4.
These total 9.049 per gallon of alcohol
produced. Labor costs of $.031 per gallon
account for the largest share of operating
costs.

Fixed and operating costs for feed
byproduct delivery combined total 9.07 per
gallon of alcohol produced by the plant.
This compares to costs of 9.Ol to 9.04 per
gallon if we simply apply 102 deductions
for handling and transportation of DWG to
previously shown values for use of DWG in
dairy and beef rations.

Feed delivery costs under other
assumptions.--Feed delivery costs were

I
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Table 4. Fixed and operating costs associated with the DmG delivery truck in
the base case (175.000 gallon fuel/year alcohol plant with 1,356
tons/year of DWIG)

A. Fixed costs

Full annual
amortized Cost/gallon

Full capital Useful life cost (152 of alcohol
Item cost (years) interest) delivered

1-ton $14,000 10 $2,786 $.016
truck

Vehicle 960 1 960 .005
license 6
insurance

Tires 900 5 268 .002

Subtotals $15,860 $4,014 $.023

B. Operating costs

Cost /gallon
of alcohol

Item Coat/unit Units/year Annual cost delivered

Gasoline $1.30/gal 891 gall $1,158.30 $.007
Oil, filter, $14.75/change 3 changes 44.25 .000*

grease
Labor $5.00/hr 1,095 hours 5,475.00 .031
Antifreeze $15.00/change 1 change 15.00 .000*
Tune-up 2 $200/job 1 job 200.00 .001
Weigh payments $2.00/weigh 912.5 weighs 1,825.00 .010

Subtotals $8,717.55 $.049

TOTALS OF A AND B - $12,731.55 $.072
(5.07, rounded)

*The annual cost per denatured gallon of alcohol is so small that it rounds to
0 at three decimal places.

19,800 miles/year t 11 miles/gallon - 891 gallons

2
To weigh the truck carrying DWG, it is assumed that the alcohol firm
could use the local grain elevator scale. An average of 2.5 weighs per day
at $2/weigh times 365 days/year - $1,825/year

15
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also calculated on the assumption that
only every other beef fattening farm
reaching out from the plant, rather than
each farm closest to the plant, would
utilize DMG. This alternative assumption
causes the DWC marketing territory to be
144 square miles, compared to 72 square
miles in the base case. Delivery mileage
therefore increases from 9,800 to 14,140
miles.

The increased mileage causes operat-
ing costs for the feed delivery truck to
rise from $.049 t? $.063 per gallon of
alcohol produced. (Fixed costs associated
with DWG delivery are assumed unchanged.)
Total fixed and operating costs of DUG
delivery thus rise from $.07 per gallon of
alcohol in the base case to nearly $.09
per gallon in this alternative case.

Other research at SDSU is currently
examining feed byproduct use and marketing
in a more dairy-oriented county of eastern
South Dakota.

8
Preliminary results in-

dicate that feed byproduct delivery costs
would come to about $.05 per gallon of
alcohol.

We thus have estimates of feed
byproduct delivery costs ranging from $.05
to $.09 per gallon of alcohol produced.
The middle-range $.07 per gallon estimate
from our base case thus seems reasonable.

Conclusions on returns from sale or use of
DWG

Our conclusions on returns from sale
or use of DWG are presented in Table 5.

The byproduct returns net of preservative -
and transportation costs range from $.07
to $.30 per gallon of fuel alcohol. They
were calculated with the following for-

*mula:

Return on Value of feed
feed - byproduct in - Cost of pre-
byproduct livestock servative

ration

- Transportation cost

For the beef ration with transporta-
tion costs as calculated in the market
territory analysis (as opposed to the 10%
deduction), the calculation looks like
this:

Feed byproduct 5.07/
return per gallon
gallon of - $.24 - .10 - .07 - of
ethanol ethanol.

The calculations for other parts of Table
5 were carried out in the same way. In
the last column, however, the transporta-
tion cost deduction was simply 10% of the
feed value net of preservative cost. That
was the procedure used in our previous
report (Hoffman and Dobbs), in which we
referred to the 10% as a discount for
"handling and transportation".

Figures in Table 5 are intended to
convey a general picture of possible feed
byproduct returns to include in feasiblity
analyses of small-scale fuel alcohol
plants. They are not intended to be
directly used for feeding recommenda-
tions.

9
Actual feeding values in any

given situation will depend on sizes and
types of livestock being fed, alternative
feeds available, prices of alternative

The operating cost increase is due to greater gasoline consumption and more
man hours required to cover the delivery route. Manhour requirements in-

crease to 4 hours/day, compared to 3 hours/day in the base case.

This research will be reported in a Masters thesis in Economics by Daryl
Brehm. The thesis is currently in draft form. In that study, dairy animals
utilize the feed byproduct.

A more detailed analysis of how the "bypass
1
' protein characteristics of

DWG affect feeding values might lead to higher value estimates than ours

in some cases.

16
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Table S. Estimated returns from sale or use of Dli (175,000 gallon fuel/year
alcohol plant with 1,356 tons/year of DIUG)

Estimated returns net of preservative
and transportation costsl

Assumed use If transportation costs If transportation costsof DWG 5.07/gal of alcohol
2

are 102 of returns3

--feed byproduct returns per gallon of alcohol produced-

In beef rations 6.07 $.13

In dairy rations
4

6.26 6.30

1
Includes $12.60/ton of DWG deduction for cost of propionic acid used as
preservative.

2
Assumes that alcohol plant is located in Moody County and that feed by-
product transportation costs are 6.07/gallon, whether delivered to beef
or to dairy farms.

3
The 102 deduction is in lieu of a deduction based on the calculated cost(6.07/gallon of alcohol) of feed byproduct delivery.

4Returns based on average of values in use in dairy heifer and dairy cowrations.

protein supplements, ration formulations,
etc.

Nevertheless, Table 5 does sake clear
that net returns on feed byproducts could
be quite low in some circumstances.
Feeding DWG to some types of animals
(fattening beef, in this case) could give
much lower returns than feeding it to

other types (particularly dairy heifers,
in this case). Feeding large numbers of
animals in very close proximity to the
alcohol plant could increase net byproduct
returns in two ways. It could conceivably
reduce or eliminate the need for a feed
preservative, if the feed is consumed
quickly on a year-round basis. Trans-
portation costs could also be reduced or
eliminated.

17
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Conclusions

We can pull the pieces of this analy-
sis together by thinking in terms of the
following formula:

Returns net Returns on Costs net of
of costs = ethanol - byproduct credit

where:

(1) Costs net Costs of pro-
of bypro- ducing the Returns on
duct = ethanol and - feed by-
credit feed byproduct product

and

(2) Returns Replacement Engine con-
on = value of - version
ethanol ethanol cost

Fuel Income
- delivery + tax credit

cost

(3) Returns on Value of feed
feed = byproduct in
byproduct livestock ration

- Cost of - Transportation
preservation cost

(4) Costs of producing Costs (before
ethanol and feed - deduction of feed
byproduct byproduct credits)

estimated in
Bulletin 686
(Hoffman and
Dobbs)

General results

An overview, obtained by including our
data in the above formula, is contained in
Table 6. Columns 4 and 6 of that table
both indicate negative "returns net of
costs" for various assumptions used in the
study. In other words, the type of alcohol
plant analyzed appears economically in-
feasible.

The costs and returns situation ap-
pears worst (-$1.03/gallon) with the
baseline production cost estimate combined
with the feed byproduct being fed to beef

le

animals and transportation costs being
estimated according to the routing method
used in this report. It is least bleak
(-$.61/gallon) when the lowest production
cost estimate (from Hoffman and Dobbs) is
combined with the feed byproduct being used
for dairy animals and transportation costs
being simply figured at 10% of the feed
value (net of preservative costs). Pro-
duction costs in this latter case were
based on $2.00 per bushel corn, as com-
pared to $2.50 per bushel corn in the
baseline case (Hoffman and Dobbs, Table 4).

According to these findings, either
returns on the alcohol fuel and the feed
byproduct would need to substantially
increase or costs of production would need
to substantially decrease for a small-scale
plant to be economically feasible with corn
as the feedstock.

Some return considerations

The returns calculations in Table 6
were based on the $.30 per gallon income
tax credit available in 1981 for users of
150 to 189 proof alcohol. However, it is
clear that figuring the current $.375 per
gallon credit on alcohol of this proof
would make little overall difference in the
prospects for economic feasibility. The
income tax credit would have to be more
than three times its 1981 level to bring
even the most optimistic situation depicted
in Table 6 into an economically feasible
realm.

Our returns calculations in this
report were all based on the assumption
that the hydrous alcohol would be used on
farms. However, it is sometimes possible
to sell hydrous alcohol to refiners who
take this product to the anhydrous stage to
be marketed and used in a 10% blend with
gasoline (as "gasohol," "super-unleaded
gasoline," or whatever term is used).
However, it is doubtful that even that
possibility would at present provide suffi-
cient fuel returns to make feasible the
kind of small-scale plant we have analyzed.

In late 1982, anhydrous (200 proof)
fuel alcohol was worth $1.70 per gallon in
Omaha, NE. The price of anhydrous alcohol
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Table 6. Returns net of costs for a small-scale alcohol plant (175,000 gallonfuel/year alcohol and 1,356 tons/year of DME) when returns on alcoholare (.98/gallon

Baseline cost cade' Low cost case
3

(1) (2) (3) -(4) (5) (6)When bypro- Returns Costs net of Costs net ofduct is used on feed byproduct Returns net byproduct Returns netas indicated byproduct
1

credit of costs credit of costs

---- dollars per gallon of alcohol produced----

(1) In beef
animals

(a) With
transp. costs
estimated on
basis of route
analysis

4
.07 2.01 -1.03 1.82 -. 84

(b) With
transp. costs
estimated on
1O2 of basis
of feed value .13 1.95 - .97 1.76 -.78

(2) In dairy
animals

(a) With
tranap. costs
estimated on
basis of
route analysis .26 1.82 - .84 1.63 -. 65

(b) With
transp. costs
estimated on
102 basis of
feed value

4
.30 1.78 - .80 1.59 -.61

lInformation taken from Table 5.

2Baseline case in the earlier report by Hoffman and Dobbs, where costs of productionbefore deduction of feed byproduct credit are $
2
.08/gallon.

3Low estimate in the earlier report by Hoffman and Dobbs, where costs of productionbefore deduction of feed byproduct credit are $l.8
9
/gallon.

4
1n this base case, beef farms closest to the plant utilized the DWG.
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across the country was about $.05 per
gallon less than it had been a year earlier,
in late 1981. Thus, let us assume that
anhydrous alcohol in this region was worth
about $1.75 per gallon in late 1981. Over
the past year or so, 185 proof alcohol sold
for about $.40-.50 per gallon less than 200
proof alcohol--when a market could be
found. If we subtract $.45 from $1.75,
that oaves ao Cstimated market value of
$1.30 per gallon of 185 proof alcohol.
Even ignoring some transportation
costs the seller may well have to
bear, the prospects for plant feasi-
bility still do not appear good. The
$1.30 return is only $.32 per gallon more
than that estimated as the return for
alcohol used on farms near the plant. We
can see in columns 4 and 6 of Table 6 that
costs exceed returns by much more than that
in all instances.

Eventually, if a well integrated
regional system of small- and large-scale
alcohol plants were to develop, the price
of hydrous alcohol might substantially
improve relative to the price of anhydrous.
Large plants might then contract with small
plants for regular supplies of hydrous
alcohol, to dehydrate and market along with
their self-produced alcohol. If this were
to come about, it could help to improve the
prospects for economic feasibility of
small-scale plants. At the present time,
however, the market for hydrous alcohol is
not well developed in many parts of the
country.

Another possibility for higher returns
than those imbedded in Table 6 is in the
area of feed byproduct values. Estimated
returns for use in dairy heifer rations
were higher than in lactating dairy cow
rations. The estimate in the last two rows
of column 2 in Table 6 is based on an
average of the two dairy ration values.
Had we used the dairy heifer ration value
alone, the byproduct returns for dairy use
(and associated alcohol plant returns net
of costs) would have been $.07 per gallon
of alcohol higher. Although that is an

improvement, it is obviously far from being
sufficient to result in an economically
feasible plant.

On balance, it is doubtful that our
returns estimates are too low for 1981 or
for the present time. In fact, it could be
argued in some instances that the returns

.estimates are too optimistic. It may be
very difficult at proseot, ftr uxamplc, to
convince farmers in the vicinity of an
alcohol plant to make tractor conversions
to utilize hydrous alcohol. It may also be
difficult in some instances to get faroers
to utilize the semi-wet DWG byproduct
without more of a price discount than is
suggested by our figures.

Some cost considerations

Our companion publication (Hoffman and
Dobbs) on alcohol production costs contains
a wide range of per gallon cost estimates.
Costs from the low end of that range are
reflected in column 5 of Table 6. That
column reflects costs when corn is priced
at $2.00 per bushel, compared to $2.50 per
bushel in the baseline cost .inalysi case..°
We can see, however, that even these cost
estimates do not result in an economically
feasible plant.

Westby and Gibbons (1982 and 1983)
have carried out various experiments
regarding plant design and operation to
determine if costs might be reduced,
examining such measures as recycling of
stillage supernatant, using continuous
cascade rather than batch fermentation, and
varying mash starch concentration. Some of
these modifications appear to hold promise
for reducing costs of production. Gibbons
and Westby (1983) report that one of these
measures--increasing the starch concen-
tration--could reduce costs by approxi-
mately $0.40 per gallon of alcohol.

If some of these changes in combina-
tion could reduce costs by $.50-.60 per

10
Sensitivity analyses were also done on costs by varying alcohol yields (per
bushel of corn) and interest rates. None of those sensitivity tests
yielded lower costs than are shown in Table 6, however.
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gallon below those shown in our baseline
case (column 3 of Table 6), one might have
costs net of byproduct credits as low as
roughly $1.20-l.30 per gallon in some
instances. Such costs are not very likely
at the present time for small-scale plants.
However, if achieved, they would bring such
plants much closer to economic feasibility
than is indicated by the data in Table 6.
Even at costs of 51.20-1.30 per gallon,
returns on alcohol would need to be higher
than have been estimated in our farm fuel
utilization analysis for an alcohol plant
to operate profitably.

Another factor that could reduce costs
from an individual investor standpoint is
the existence of investment tax credits.
In addition to the permanent business
investment tax credit of 10%, fuel alcohol
plant investors are eligible under certain
circumstances for a 102 energy investment
tax credit (U.S. National Alcohol Fuels
Commission). If one applies the full 202
credit to our capital cost figures (in
Hoffman and Dobbs), a reduction of
roughly 5.04 per gallon is obtained. This
is hardly sufficient to tip the feasibility
balance, given the estimates of costs and
returns presented in this report.

Some advances in technology and
methods could result in lower per gallon
costs than those figured in our baseline
case. Changes in other assumptions could
push costs higher, however. For instance,
a 15% interest rate was used to amortize
capital costs in the baseline case. Most
private investors would demand a much
higher return than 15% on money invested in
risky new ventures such as fuel alcohol
production. A doubling of the interest
rate (to 30%) used in amortizing capital

adds 5.20 per gallon to costs. Other
changes in assumptions (e.g., lower yields
of alcohol) could further add to per unit
costs.

* Costs of production for small-scale
alcohol plants may come down over time. At
present, though, our baseline cost esti-
mates appear reasonable.

Final observations

The analysis presented in this report
indicates that small-scale fuel alcohol
plants are not likely to be economically
feasible at the present time. Only under a
combination of rather optimistic assump-
tions, given recent and current techno-
logies and price relationships, do in-
vestments in small-scale plants appear.to
have much chance of paying off.

Continued improvements in tccluouages
for producing and using fuel alcohol culd
improve the economic prospects. The
ability to efficiently produce anhydrous
alcohol in small-scale plants, For example,
could improve the marketability and econo-
mic value of the fuel product. Likewise,
future sharp increases in the costs of
gasoline and diesel fuel would increase the
value of fuel alcohol as a substitute or
extender, thereby enhancing the economic
feasibility of alcohol plants.

It is also possible that certain
feedstocks other than corn might result in
lower costs per gallon of alcohol. Current
research at South Dakota State University
is now focusing on some of the alternative
feedstock possibilities.
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AmSE

Metric Measurement Conversions

Contained here are certain conversions of English to metric measurement
units. These conversions will be of use to individuals wishing to determine
and state inputs, outputs, or costs found in this report in metric units.

Symbol When You Know Multiplv Bv To Find Symbol

MASS (WGT)

op ounces 28.0 grams B
lb pounds 0.45 kilograms kg

short tons 0.9 tonnes t
(2,000 lb)
long tons 1.01 tonnes t
(2,240 lb)

8 grams 0.035 ounce oz
kg kilograms 2.2 pounds lb
t tonnes 1.1 short tons

(1,000 kg)
t tonnes 0.98 long tons

(1,000 kg)

VOLUME

tsp teaspoons 5.0 milliliters ml
tbsp tablespoons 15.0 milliliters ml
fl oz fluid ounces 30.0 milliliters ml
c cups 0.24 liters 1
pt pints 0.47 liters 1
qt quarts 0.95 liters 1
gal gallons (U.S.) 3.8 liters 1
gal gallons (Imp) 4.5 liters 1
ft cubic feet 0.028 cubic meters m

3

yd
3

cubic yards 0.76 cubic meters m3
ml milliliters 0.03 fluid ounces fl oz
1 liters 2.1 pints Pt
1 liters 1.06 quarts qt
1 liters 0.26 gallons (U.S.) gal (U.S.)
1 liters 0.22 gallons (imp) gal (Imp)
M

3
cubic meters 35.0 cubic feet ft

3

,3 cubic meters 1.3 cubic yards yd
3
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Rural Underdevelopment: Une plqment and
Underemployment In South Dakota

One way of gauging the extent of development In an economy is through an
examination of employment patterns. Significant unemployment or underemployment

may Indicate undardevelopment In a rural econony. In South Dakota as a whole,
outright imemployment Is normal ly low, In comparison to many OTher states and
nations. Underemployment Is a significant problem, however. This underemploy-

ment Is often associated with Inadequate purchasing power.

This paper was prepared to provide background for groups concerned with
rural development In South Dakota. It contains an attempt to provide under-
standing about the nature and extent of South Dakota's unemployment and under-

employment problems. This attempt consists of the following components: (1)

describing what Is meant by unemployment and underemployment; (2) examining

where and among what groups unemployment and underemployment are found In South

Dakota; and (3) exploring the causes of unemployment and underemployment In

South Dakota. Much of the Information contained In this paper was drawn from

reports of the South Dakota Department of Labor.

A. Srme basic concepts and definitions

U.S. unempgymen reached 9.7% In 1982--the highest rate since 1941. The

rate stood at 9.6% In 1983, and had dropped to around 8% by the early months of

1984, as recovery from the recent recession continued. South Dakota's unemploy-

ment rate has traditionally been both lower and less volatile than the U.S.

rate. Because of the small size of the State's manufacturing sector, we have

not been as closely tied to U.S. business cycles as have many other states.

Moreover, rather than face long term unemployment or underemployment prospects,

many persons have left South Dakota over the years--sometimes later showing up

In other states' unemployment statistics. Nevertheless, with South Dakota's
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increased Integration into national manufacturing and other non-agricultural

sectors during the 1970's, we have seen somewhat higher unemployment rates In

the State during the most recent recession. The unemployment rate In South

Dakota reached 5.5% In 1982 and 5.4% in.1983. If economic recovery continues,

the rate should be lower for the year 1984. We can see In Table 1 that the un-

employment rates for both South Dakota and the Nation have been quite high the

past few years, relative to the 1970's decade.

Unemployment rates do not tell the whole story, however. Participation In

the work force has been steadily Increasing, making It more difficult for the

economy to provide Jobs for all who want them. The 1970's saw a substantial In-

crease In the civilian labor force participation rajt--the proportion of the to-

tal civilian population which was working or seeking work. This rate Increased

between 1970 and 1980 from 60.4% to 63.8% on the national level and from 56.2%

to 61.6% in South Dakota. Much of the increase was due to greater participation

of women In the work force. In South Dakota, the number of women In the labor

force Increased by 47% during the 1970's, while the Increase for men was only

i4%. This represented an Increase In the female labor force participation rate

from 38% in 1970 to 49% In 1980 and a male labor force participation rate that

remained approximately unchanged at 75%.

To better understand the meaning of these statistics, let us pause to re-

late the concepts of empiyment- labor force participation, and unemployment.

People are condsidered by the U.S. Department of Labor to by unempl oyI If they

are available and actively looking for work, but do not have a Job. Persons are

considered emlggyed If they are doing any work at all for pay or profit; this

includes all part-time and temporary work, as well as certain unpaid family

workers In family-operated businesses. Building on these definitions, persons
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Table I. U.S. and South Dakota Unemployment Rates

Unemployment as I of Civilian Work Fore
Year UnIted States South Dakota

1970 4.9 *
1971 5.9 *
1972 5.6 2.8
1973 4.9 2.6
1974 5.6 2.7
1975 8.5 3.7
1976 7.7 3.5
1977 7.1 3.2
1978 6.1 3.1
1979 5.8 3.5
1980 7.1 4.9
1981 7.6 5.1
1982 9.7 5.5
1983 9.6 5.4

Sources: Economic Report of the President, 1984; and reports of the South
Dakota Department of Labor.

*Confilcting data.
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employed and those unamoloe combine to form the total labor force.. Persons

not actively seeking work are considered not In the labor force, rather than

unemployed.

As already noted, unemployment rates have started to decline from their

recession-induced highs of 1982 and 1983. However, some analysts feel that the

declines overstate the degree of economic Improvement. They note the "dis-

couraged worker effect". So-cal led "discouraged workers" are those who want

employment but temporarily or permanently give up the search for work. At that

point, they are no longer In the work force and, hence, are not considered un-

employed In official statistics. Because of structural changes taking place In

many of this nation's basic Industries, many workers laid off during the reces-

sion will never be able to return to their old Jobs. If they are middle-aged or

beyond, retraining and/or relocation to find permanent new employment may be ex-

tremely difficult. Some of these people have become "discouraged workers". One

report Indicates that there are i.5 million people In the U.S. who, out of

frustration, have given up looking for Jobs.

Another shortcoming of unemployment statistics Is that they do not account

for underempI oymen. Underemployment exists when persons are employed In posI-

tions which do not fully utilize their skills, training, or experience oc when

persons are employed In part-time positions because they cannot fInd a ful l-time

Job. They are considered "employed" In official statistics, even though their

time or skills are underutilized. There are presently no official government

statistics available on the extent of current underemployment In the United

States or In South Dakota.

Individual researchers have sometimes measured underemployment using

various formulae. Underemployment In one study was measured by the number of

persons who worked less than 40 weeks per year divided by the total persons In
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the labor force who worked at al I during the year, with the result expressed as
a percentage. By this measure, 25% of U.S. workers and 32% of South Dakota

workers were underemployed I 1969.

Another, more complex measure of underemployment that has been used In a
couple of studies Is referred to as the "economic utilization Index"". This In-

dex Is the ratio of a group's actual median Income to Its "warranted" earning
capacity. In computation of this Index, the warranted earning capacity is an
expected Income measure for a population with given characteristics In a local

area compared xJth a national level population group with the same age, educa-
tion, work experience, and other characteristics. The measured economic

utilization index for South Dakota was 94% In 1970, Indicating that workers were

earning less than their "capacity", by national norms.

Before going on to examine the specifics of unemployment and underemploy-

ment problems In South Dakota, a brief overview of the State's labor force Is In

order. This overview Is provided In Table 2. We can see that the State's labor

force has grown by nearly 84,000 persons since 1970 (338,000 In 1984 compared to

254,245 In 1970). Roughly two-thirds of the labor force growth during this

period was made up of women. This is due to substantial Increases In the labor

force participation rates of both white and non-white women In the State.

Labor force participation rates are highest among white males (79.9%).

Nonwhite males (59.8%), white females (54.7%), and nonwhite females (43.9%) fol-

low, In that order. White males thus constitute slightly more than one-half

(55%) of the South Dakota labor force. Nonwhite males and females, combined,

constitute 5.3% of the labor force, although they make up 6.7% of the adult (16

years and older) population. Most persons In the nonwhite category In South

Dakota are Native Americans. Native Americans constituted 6.5% of South

Dakota's 1980 total population of 690,768.
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Table 2. Camposition of the South Dakota Labor Force

No. in Labor Force No. In Labor Force

Population Popula- Labor Participa- Popula- Labor Participa-
Groups tion Force tion tion Force tion

116 Yrs and Older)

Al I Persons gi1^ .... 2NA fi*2f .....2. 2390M..... zi

White Males 212,368 161,052 75.8% 232,817 185,954 79.9%

White Females 221,711 85,197 38.4% 245,350 134,256 54.7%

Nonwhite Males 8,709 4,860 55.8% 16,493 9,871 59.8%

Nonwhite Females 9,302 3,136 33.7% 18,056 6,919 43.9%

Source: South Dakota Annual Planning Renort No. 13, June 1983, by South

Dakota Department of Labor.

*Esti mated.
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B. The demogranhy and geogranhy of uninployment and underemployment In South

There are several ways to look at unemployment and underemployment to un-

derstand where and among whom the problem Is most severe In South Dakota. The

ways we will look at the problem here are by geography, race, sex, and age.

Geographically, statistics Indicate that five South Dakota counties had un-

employment rates greater than 10% In 1982, compared to the statewide average

that year of 5.5%. Those counties were Buffalo (19.1%), Corson (12.2%), Dewey

(11%), Todd (13.9%), and Shannon (15.6%). All five have substantial Native

American populations residing In them. Counties encompassing the Standing Rock,

Cheyenne River, Pine Ridge, and Rosebud Reservations had an average unemployment

rate of 11.3% In 1982. In those same counties, 36% of the persons working were

employed only part-time (less than 40 weeks per year) In 1969, compared to 32%

for all of South Dakota. On the other hand, the "economic utl I Izatlon Index of

underemployment for those counties was 93%, quite close to the statewide average

of 94%. What this says Is that the Incomes of labor force groups In those coun-

ties Is roughly equivalent to groups In other South Dakota counties with similar

age, educational attaInment, work experience, employment status, labor force

status, and occupational structures. However, as previously Indicated, a

measured Index of less than 100% ImpI les that workers In South Dakota as a whole

made less than their "earning capacity" In 1970.

Statistics categorized by race provide further detail for the picture Just

drawn. Of Native Americans In the South Dakota labor force In 1980, 20% were un-

employed, compared to 4% for white persons. The unemployment rate for nonwhite

males Is expected to be more than 40% In 1984 (Table 3). In other words, of

16,493 nonwhite adult males, 9,871 of whom are available for and seeking work

52-112 0 - 85 - 7



190

Table 3. Expected* 1984 Unemployment Rates In South Dakota: by Race, Age,
and Sex

Total Unemployed
(16 Yrs and Older) Unemployed Rate of Unemployment

All Persons 18,000 5.3%

White Males 6,802 3.7%
16-17 974 15.5
18-19 701 9.9
20-24 1,724 7.3
25-34 1,692 3.3
35-44 575 1.7
45-64 1,010 1.9
65 Yrs & Over 126 1.2

White Females 5,750 4.3%
16-17 918 16.9
18-19 682 11.3
20-24 1,347 7.0
25-34 1,268 3.4
35-44 748 2.8
45-64 709 2.1
65 Yrs & Over 78 1.3

Nonwhite Males 4,079 41.3%
16-17 131 28.3
18-19 263 33.3
20-24 957 51.8
25-34 1,769 50.9
35-44 589 35.9
45-64 338 21.8
65 Yrs & Over 32 29.9

Nonwhite Females 1,369 17.3%
16-17 175 33.6
18-19 166 17.6
20-24 384 29.4
25-34 237 11.2
35-44 196 13.0
45-64 208 10.9
65 Yrs & Over 3 2.3

Source: South Dakota Annual PlannIng Report No. thi June 1983, by South
Dakota Department of Labor.

cRates estimated In advance of 1984.
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(Table 2),:4,079 are expected to be unemployed during 1984. Furthermore, If the

nonwhite male labor force participation rate (presently 59.8%) were as high as

the rate for white males (79.9%), another 3,307 nonwhite males would be In the

labor force. If we add those 3,307 nonworking men to the 4,079 unemployed non-

white men, the total is 7,386--nearly one-half of the adult nonwhite male

population In South Dakota. This constitutes a major employment problem for the

nonwhite, primarily Native American, population in South Dakotal

Lower labor force participation rates for women than for men have already

been noted (Table 2). However, female labor force'participatlon rates have

gained substantally on the rates for males over the past 10 to 15 years. Women

have Joined the labor force In Increased numbers for many reasons. Financial

necessity Is obviously one of the reasons. Double-digit Inflation In the 1970's

Induced many women to work In order to help maintain or Improve their family

living standards. Higher divorce rates have resulted In more female headed

families. Moreover, as large numbers of people born In the baby boom 1950's en-

tered the work force, competition for Jobs held wages down, causing more young

families to rely on two Incomes. In addition to these and other financial

reasons, many women began In the late 1960's and the 1970's to seek employment

for reasons of personal fulfillment end economic Independence. The result has

been a substantially expanded female labor force In South Dakota.

Although there Is still a smaller proportion of women than there Is of men

In the South Dakota labor force, unemploymen rates for women show a mixed pic-

ture. Overall unemployment rates for the two groups were quite similar In

1980--5.1% for men and 4.6% for women. In 1984, they are expected to be about

3.7% for white men and 4.3% for white women (Table 3). For nonwhites, however,

the unemployment rates are substantially lower for women than for men. They

were 23.4% for Native American men and 16.6% for Native American women In 1980.
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In 1984, they are expected to be 41.3% and 17.3% for nonwhite men and women,

respectively. What these statistics tell us Is that fewer nonwhite women than

nonwhite men are unsuccessful ly seeking work. However, if we combine labor

force participation and unemployment information, we see that roughly the same

proportion of nonwhite adult men as women are actually employed--around 35%.

Unemployment rates by age group are also shown In Table 3. We can see that

expected 1984 unemployment rates are higher in all nonwhite age-sex categories

than In the corresponding white categories. Unemployment rates are particularly

high among nonwhite men In their twenties and thirties.

Having viewed the extent of unemployment and underemployment In South

Dakota, we turn in the next section to caus.

C. Causes of unemployment and underemployment

South Dakota's unemployment and underemployment problems result from both

Inadequate economic opportunities and, In some cases, Inadequate ski l is and

training. Employment opportunities depend very much on the structure of a

state's economy. Let us therefore look at that structure In South Dakota.

South Dakota Is much more dependent on agriculture than are many other

states. Earnings received directly from farming and ranching constitute 15-20%

of total earnings In South Dakota, and a significant additional portion comes

Indirectly from agriculture through agribusiness firms and other retail

businesses selling to farm and ranch families. Approximately 13% of the State's

employment Is In farming and ranching. In contrast to the Nation's economy, In

which more than 20% of the work force was employed In manufacturing In 1980,

only around 10% of South Dakota's employment was In that sector. Thus, we have

long had fewer Industrial employment opportunities and been more dependent on

agriculture than many other states.
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This heavy agricultural dependence has contributed greatly to the limited

and low-wage employment opportunities. Farm numbers in the State have declined

continuously since the mid-1930's--from 83,303 In 1935 to 37,147 In 1982. Farm

and ranch employment made up 45% of theState's employment In 1940, but makes up

less than 15% at present. The farm and employment number declines represent a

major exodus of people over the past 50 years. With very limited off-farm

employment opportunities In South Dakota until the 1970's, people flowed to

cities In other states. Thus, the large supply of labor--coming from South

Dakota farms and ranches--coupled with limited local demand for that labor led

to reIativley Iow wages.

Off-farm employment opportunities did Improve during the 1970's In South

Dakota. Industrial firms were drawn to South Dakota by several factors-- In-

cluding low wages and workman's compensation costs, Improved Interstate highway

transportation, and low taxes. Between 1965 and 1979 (just prior to the

economic recession of the early 1960's), non-agricultural wage and salary

employment In South Dakota rose by 55%. Three sectors accounted for more than

two-thirds of the non-agricultural employment growth during this period. In or-

der of Importance, they were the following: (1) wholesale and retail trade; (2)

services; and (3) manufacturing (including processing).

There were about 310,000 persons employed In South Dakota In 1982, of which

approximately 40,000 were In farm and ranch employment, 230,000 were In non-

agricultural wage and salary employment, and the remainder were self-employed or

In other miscellaneous categories. Wholesale and retail trade made up 27% and

services made up 23% of the non-agricultural wage and salary employment (Table

4). Both of these have traditionally been relatively low-wage sectors.

Manufacturing experienced major growth In South Dakota during the 1965-79

period, but was only 11% of non-agricultural and salary employment In 1982.
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Table 4. Non-Agriculture Wage and Salary Employment In South Dakota

Year
1965 1982

IndustrIal Category of Employment as Employment as
Employment Percent of Total Percent of Total

Manufacturing I IL

Durable Goods 2.5 5.3
Non-Durable Goods 6.2 5.6

Non-Manufacturing 1Ll

Mining 1.6 1.0
Contract Construction 5.6 3.4
Transportation and
PublIc UtilIties 6.5 5.4

Wholesale and Retall Trade 26.7 26.9
Finance, Insurance, and

Real Estate 4.5 5.1
ServIces 16.3 22.7
Government 30.2 24.6

Total Non-Ag Wage and Salary
Employment 100.0% 100.0%

Source: Derived from data In reports of the South Dakota Department of Labor.
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Except for meat processing, South Dakota's manufacturing sector is largley

non-unionized. Though South Dakota manufacturing wages tend to be much lower

than In the eastern U.S. and the Industrialized Upper Midwest, they are

frequently higher than In other available sources of South Dakota employment.

Consequently, outmigratlon from South Dakota slowed during the 1970's In part

because of newly available manufacturing employment opportunities. Recent

growth In financial services employment (part of the finance, insurance, and

real estate sector in Table 5) has also permitted more people to remain within

the State.

In attempts to achieve acceptable family Income levels, many families com-

bine farm and off-farm Income. Off-farm income represented 25-30% of net Income

earned by South Dakota farm fami les In the late 1970's. Many farm wives took

jobs in the State's expanding manufacturing sector during the 1970's. Some

small, part-time farms, of course, are not the prime source of current Income at

all; rather, they provide a rural residence, livestock activities for children,

and an opportunity for the family to build equity In land.

Not specifically mentioned thus far are the severe Impacts declining farm

numbers have had on small towns In South Dakota. Many South Dakota towns have

historically depended on the trade of farm families for their economic

livelihood. As farm numbers have declined, small businesses have suffered and

many have ceased to exist. Consequently, except where replacement manufacturing

industries have emerged, employment opportunities in South Dakota's smal I towns

have been meager.

Employment opportunities, or demands for labor, are one side of the equa-

tion. The other side, which now needs to be discussed, Is the quality of labor

suppnies In South Dakota. South Dakotans have a well-deserved

"willingness-to-work" reputation. But, are some of the unemployment and
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Table 5. South Dakota's 1983 Annual Average Nonagricultural Wage and Salary
Employment by Industry

Percentage
1082 ~~~~~Change

(1,000) (1,000)

Total 233.0 230.2 1.2

Mining 2.6 2.3 13.0

Construction 8.3 8.2 1.2

Manufacturing 25.7 24.8 3.6
Durable Goods 13.1 12.2 7.4

Fabricated Metals & Machinery 8.3 7.8 6.4
Nondurable Goods 12.6 12.5 0.8

Food & Kindred Products 7.7 7.9 -2.5
Paper, Printing & Publishing 2.6 2.5 4.0

Transportation and Public Utilities 12.3 12.5 -1.6
Transportation 6.9 6.9 0.0
Communication & Public Utilities 5.4 5.6 -3.6

Wholesale and Retail Trade 61.6 61.9 -0.5
Wholesale Trade 16.2 16.4 -1.3

Durable Goods 7.1 7.4 -4.1
Nondurable Goods 9.1 9.1 0.0

Retail Trade 45.4 45.5 -0.2

Finance, Insurance and Real Estate 12.4 11.8 5.1

Services 53.3 52.0 2.5
Hotels, Amuse., Pers. & Business 14.0 13.5 3.7
Medical and Health 22.1 21.6 2.3
Educational, Membership & Social 14.3 14.0 2.1

Government 56.9 56.6 0.5
Federal 10.2 10.2 0.0
State 16.0 15.8 1.3

State Education 7.5 7.4 1.4
Local 30.7 30.7 0.0

Local Education 17.2 17.2 0.0

Source: "South Dakota Labor Bulletin for December 1983", January 1984, by South
Dakota Department of Labor.
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1
low-wage problems perhaps due In part to lack of education, skills, or other

work-related qualities?

The education level of South Dakota's work force has been steadily rising.

More than three-fourths of the employed.persons In South Dakota have high school

diplomas and ever Increasing numbers are college educated. Many of those suf-

fering most from unemployment have low education levels, however. More than 40%

of the 11,460 "econmnically disadvantaged" persons who registered in fiscal year

1982 with the South Dakota Job Service did nst have a high school diploma. In

today's economy, this lack of formal education can be a severe limitation to

employment access.

Lack of the "right" education or ski l Is can also be a problem, though the

extent of this problem Is difficult to know and document. However, It seems

clear that an ever more technically sophisticated economy Is going to require

vocationally and college educated employees who are well grounded In the scien-

ces. Whether our youth seek employment within or outside the State, a strong

educational base Is going to be essential.

Location can also be an employment handicap for sane in South Dakota. More

than half of the 11,460 economical ly disadvantaged Job Service applicants men-

tioned above were rural residents. Same of these rural areas, particularly in

western South Dakota, are long distances from towns of any substantial size.

Commuting to Jobs Is Infeasible In many such circumstances. For those In-

dividuals unable to move because of economic, family, or other reasons, Job ac-

cess Is greatly restricted.

It has been estimated (by the South Dakota Department of Labor) that there

are perhaps 120,000 econanicai ly disadvantaged persons In South Dakota. Of

these persons, nearly 70,000 are In the potential working age span of 14 through

64 years. Many persons within this group may need special training or other

employment services. These 70,000 constitute about 16% of the total South

Dakota population In that 14-64 years. age category. Twenty-five thousand of

these economically disadvantaged persons are from 22 to 44 years of age. It is

vitally Important that people In this age span, with potentially their best

working years yet ahead of the, not be economically bypassed for lack of employ-

ment skills and services.
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T. Dubbs' AttacIhmeut D)

COOPERATIVE EXTENSION PROGRAMI ON
"SmLnL TOWN ECONOMIC DEVELOPHENT OPTIONS"*

Purposes

To inform South Dakota communities of economic trends and policies
affecting their future.

To help communities gain perspective on economic development options
available to them.

To encourage community self-appraisals and appropriate development
initiatives by local citizens and leaders.

TherelbX

To foster income and employment growth in rural areas.

*Contact Person: Thomas L. Dobbs
Extension Rural Development Economist
Economics Department, Scobey Hall
South Dakota State University
Brookings, SD 57007
Phone: (605)688-4141
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POSSIBLE COMPONENTS OF PROCRAM ON
"SMALL TOWN ECONOMIC DEVELOPMENT OPTIONS"**

1. Current state of the national economy and relevant ag and non-ag poliices.

2. Trends in the state and local economy.

3. Economic development options:

a. Expansion of agricultural production

b. Increased agricultural processing

c. Increased manufacturing

d. Expansion of other industries

e. Expansion of retail trade

f. General coimmunity improvement

4. The local development process

a. Film on "What Do You Want?"

b. Organizing for action

c. Possible initiatives

**Depending on content, program may involve both Extension Rural Development
Economist (Thomas Dobbs) and Extension Agricultural. & Public Policy Econcmist
(Mark Edelman).
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Senator ABDNOR. Thank you, I appreciate that. Clarence Skye.

STATEMENT OF CLARENCE W. SKYE, EXECUTIVE DIRECTOR,
UNITED SIOUX TRIBES

Mr. SKYE. I am glad to be here Senator, Honorable Senator
Abdnor, and your Joint Economic Committee, and ladies and gen-
tlemen. My name is Clarence Skye and I am the executive director
of the United Sioux Tribes of South Dakota which is made up of 11
Sioux Tribes in North Dakota, South Dakota, and Nebraska. One of
the things that Indian people do not receive is a check every
month. That is a real myth. I am, as Ben Reifel used to say, our
former Congressman of the State of South Dakota, he would say I
am part Indian, I am Irish, and I am also German, but I am also
part Piorian Indian from Oklahoma.

The Indians through the years had to get organized, really orga-
nized in order to be able to cope with the situations that they have
on the reservations, in a very depressed area. We have always been
without to a lot of degrees, but we have been able to function. It is
very important to realize that we have had to work to be able to
develop as farmers and ranchers. We have about 560 Indian cattle-
men and farmers out in our areas that are opposed to foreclosures
by banks and FmHA and PCA. We are opposed to that. We think
that there can be something done other than coming in and fore-
closing and taking the person's livelihood.

I am very sympathetic to the gentleman and the people that
have testified before me. We do have a depressed economy in South
Dakota, but I think that in many ways we do support the urban
cities and communities in the east and around us, that South
Dakota is the heart of the Nation.

I also have two gentlemen here with me, Senator, chairman of
the lower Brule Sioux Tribe Mike Jandreau, Mike will you stand
up. Mike is head of the first project in South Dakota which is
called the Grass Rope Irrigation Project which really has done
some development with your help Senator and we appreciate that.
We also have another gentleman named Ruben McClosky who has
a Polock name but he is Indian. Ruben is from Rosebud. We also
need to do more work in South Dakota for the development of our
people and the Indians and general populace. We need to get to-
gether.

We need to work together to really turn the economic situation
around. I don't think we are all saying, hey, government bail us
out, but I think the Government needs to bring that foreign
market to us so that we can deal with it at our level. There needs
to be much, there is probably too much Government interference
and through a lot of activities that cause us problems in the
market on the reservations and in the whole State.

I have talked to an individual, he was a farmer in Aberdeen, and
asked him how he was doing and he said he was having a tough
time, house burned down, they were coming in to foreclose, a lot of
things were happening to him. I think it is important that we also
struggle that we need to get the big city Congressmen and the big
city Senators to take more of a look at our rural economy, because
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in reality we have got water, we had the land base, but we don't
have the financial resources to develop it. So we need a lot of out-
side help.

I think the people in South Dakota are great people and good
people, and I think if we turn this whole thing around by becoming
face to face with each other, with the growing concerns that are
happening around this country. Senator, thank you very much and
I want to give you the rest of my prepared statement.

[The prepared statement of Mr. Skye follows:]
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PREPARED STATEMENT OF CLARENCE W. SKYE

ECONOMIC OUTLOOK FOR SOUTH DAKOTA

This statement is presented on behalf of the Sioux Tribes by Clarence

W. Skye, Executive Director of United Sioux Tribes. The emphasis is directed

at the immediate depressed agriculture situation as it relates to Indian

ranchers and the long term economic problems of reservations.

I feel particularly qualified to comment on reservation economies be-

cause of our involvement with the elected leadership of the reservations

and constant communication with tribal chairmen. In addition, for the past

18 months, we have been actively involved in explaining the Indian Finance

Act to Indian groups and packaging individual loan applications. It is my

hope that you will get additional testimony from tribal leaders on the

deplorable reservation conditions.

There is no doubt that reservation economies are at their lowest in

several decades because of federal cut backs in various programs and elimi-

nation of others. Equally, and without doubt, is the jeopardy of the agri-

culture base, particularly Indian cattlemen, which are the principle private

sector mainstay of the reservation economy.

It needs to be emphasized that the Indian rancher on the reservation

is confronted with all of the problems of agriculture plus additional problems

unique to ranching on the reservation. It needs to be emphasized also that

Indians are ranchers, not farmers, and as a result have not benefited from

commodity price supports, Payment in Kind, farm storage or similar programs

that have helped many farmers/ranchers throughout the state. Indian ranchers

are further handicapped by having only permit or leasehold interests in their

ranch with equity limited to livestock and machinery. Those who have had
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some trust lands now find they are destined to loose these lands by fore-

closure if their cattle operation can not be sustained. Compounding the

Indian ranchers problem is the lack of credit from the private sector due

to jurisdiction issues all of which limit the ranchers ability to modify,

limit or restructure his operation.

The reservations are the epitome of the problems of rural america

compounded by the fact that a self sustaining economy was never attained

on the reservations. The "recovery" we hear so much about has not happened

in Indian country and the prospects of fostering a recovery seem even more

remote.

Reservations have nothing to look to as positive indications of economic

relief. When South Dakota brags about the lowest unemployment in the nation,

reservations, in South Dakota, experience 10 times the national unemployment

rate. Because reservations have never had an economic base they are particu-

larly devastated by cut backs in the government social programs of housing,

elderly assistance, job opportunity and etc. The reservations are exper-

iencing a depression unlike anything known in the past 50 years and while

the President talks of recovery there is no evidence to support his statement

in Indian country.

We are aware that we have significant amounts of natural resources,

largely undeveloped through no fault of ours, and we have the potential of

greatly improving our economy while at the same time assisting in the re-

covery of the state and nation.

RECOMMENDATIONS

First, let us try to save the one, and moat generally the only, Indian

enterprise on the reservation by providing a low interest/loan program to

see them through these tough times. A well structured credit program could

save the land, machinery and cattle of Indian operators at little expense
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to the taxpayer.

Second; a conscientious effort on the part of government to develop

the reservation resources for the benefit of Indian people and in turn

benefiting the state and nation.

In the past, economic development attempts have been misguided efforts

to develop small business or services on the reservations. The big projects,

like the Missouri River DamS, were built for the government by the government.

to a major extent on Indian lands, for the benefit of government. Little or

no economic benefits have accrued to the reservations.

The tribes have land, minerals and water; resources envied by the growing

sun belt states. The challenge is to develop these resources in South Dakota

on the reservations with the principle benefits of investment and jobs re-

maining and exporting the finished product.

A recent report of the "Presidential Commission on Indian Reservation

Economies" went into great detail in explaining the barriers to economic

development on reservations. It also made a host of recommendations, nearly

all of which require legislative action el top level changes in government

regulations to accomplish. This report, like so many before, does not pro-

vide for imput from the Tribes or a course of action to bring about the

recommendat ions.

We feel studies and reports have been used historically to impede, delay

or for ever deny progress.

SYNOPSIS

I am very happy to have the opportunity to address the joint economic

committee and hope to relate to you in a few words the seriousness of the

depression in Indian country.

Without dwelling on the overall economic problems of the reservations
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and the Indian people in this short presentation we would like to request

specific and emergency action to save the Indian Agriculture Industry.

It is our belief that a low interest loan program, subsidy if you

wish, be created to salvage the Indian rancher in 1985. We are, experiencing

bankruptcies, foreclosures and liguidations at an alarming rate and indi-

cations are many more will be gone in 1985.

In our opinion the program should provide loan money at not more than

51 interest and be flexible to include refinancing of existing loans, buy

down on principal and restructuring of ranch operations.

Over the past several decades the government has encouraged the Indians

to use their agriculture resources, develop private enterprise and financed

their establishment in agriculture. To back away and let all of this time

and money go to waste without trying to salvage the industry is incomprehensible.
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Senator ABDNOR. Thank you, Clarence, we will certainly make it
part of the record. We appreciate you coming all the way down for
this. It will be very helpful. I want to say we agree with you on
getting the message to those city Congressmen. So we don't lose
sight of this, I want to again say this is just the start of a year and
a half of meetings all over the country, but more specially probably
in Washington. There has never been anything like this carried on
before. We do a little crying back home about the big city Congress-
men not paying any attention, but this is the first time the attempt
has been made to collect some hard evidence of the way things
really are.

We know that the farmers and their problems is the biggest
single concern, but we want to cover the whole package because
they keep coming at us with these city programs like adding a cent
to the gas tax and taking that for mass transit while our story
never really gets told.

At least this time we are doing it in a committee form with a
bona fide transcript of the record which we have never had before.
And this is just the kick-off. That is what we are trying to do here
today, we are having a full fledge agriculture one next Wednesday.
I know I have been bearing off on the other areas of the economy,
but nothing is more important than agriculture. I want this to
show in the first hearing of this mass project in an attempt to tell
the rest of the country, and the cities, and particularly the Mem-
bers of Congress and some of those bureaucrats that administer
these programs that by golly they better take a look at rural Amer-
ica because we count too.

Mr. SKYE. Thank you, Senator.
Senator ABDNOR. Has Denny Peterson come in yet? Tim Giago, is

he here yet? Leon Reiners with the pork producers, I think he is
State Chairman of the South Dakota Pork Council. One of your
home town fellows and we are happy to hear from him. I saw him
in Washington just last week.

STATEMENT OF LEON REINERS
Mr. REINERS. Thank you, Senator Abdnor, for giving me a few

minutes on your schedule, I do not have a prepared statement so
probably I should say what I am going to say is on my own behalf
and my own feelings as a farmer from Hutchinson County. I really
appreciated some of the remarks that that first lady had up here
this afternoon, but when Senator Abdnor talked about confidence
and things like that in a rural community, it is really obvious
when a lady that has probably given all of her life for producing
food gets up and says I am just a farm woman, I think that says a
lot for our confidence, and that is one thing we need to turn
around somehow or else stay on the positive side of it. We probably
don't hear many teachers saying I am just a teacher or probably
many people that put machines on a car that say I am just a ma-
chinist. We need to have the confidence, we need to know we are
producers and we are not just farmers.

I don't want to lecture, but I guess it bothers me because some-
body told me that once, they corrected me when I said I am just a
farmer. They said we don't want to look at it like that. I guess an-
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other thing I see is we have been asked to get unified as farmers,
we hear so many voices coming out of farmers, I agree with that
and yet at the same time I hear a lot of different things coming out
of lending agencies. I was at a meeting this winter once, last fall in
fact it was, that one of the segments of, a person in one of the seg-
ments of the lending agencies says maybe what we all need to do is
join another farm organization and that will solve all our prob-
lems. I guess that took me back a little bit. I thought that was a
poor attitude.

I think commodity organizations are great for help from within,
but when you need help from without, I mean it wasn't the farm-
ers' fault or commodity organizations that put embargoes on and
things like this, decided they were going to control inflation with
interest. That is where we need help from without. One other
thing, we have talked a lot about some of the things we need to
change or some of the new laws we need. One thing as a pork pro-
ducer I see we don't need any new laws, we know there is a lot of
Canadian hogs being imported in the United States, the last figures
I had was 1,322,000 head. That is a 195 percent increase in the last
12 months.

Last November a person in the lending agency told me that is
not a big deal, you are making too much of a big deal out of it.
That was in November when we had a 150 percent increase. I
didn't say anything to him then, but I guess my question is when is
it going to be a big deal, is it going to take another 100 or 200 per-
cent issue. We have the laws on the books to correct these issues.
There is a thing as duties, we have asked for that and the Com-
merce Department needs to rule whether Canada is actually subsi-
dizing Canadian producers.

I know that Senator Dole has asked for a real timely and imme-
diate response from the Commerce Department, I would hope and
recommend that you join up with the other Senators in asking for
this timely thing and let's get on with it. If it is a problem, let's put
the duties on and if the Canadian farmers are the same as we are,
then we will compete with them, but that is one thing I think we
don't need any more new laws, we just need to take care and go
down the ropes with the laws that we have.

One other problem I see coming in to our community is there is
a lot of money around. We all know that, and I think we can see
that when producers are getting told I will give you $8 a head or I
will give you 6, 7 cents a day if I can fill up your swine facility.
This farmer is probably down and out, can t get money from a
bank and yet there are men around, those facilities will be filled,
that is probably free enterprise, but it bothers me a little bit. If the
average person cannot make a little profit in this farming commu-
nity, the structure of agriculture as we know it today is going to be
drastic, it will be totally different in the next several years. That is
a few things I would like to add. There are a lot of laws on the
books, and I think we need to just use them. Thank you.

Senator ABDNOR. Thank you Leon, that was an excellent presen-
tation and I will do anything I can. I didn't know that Senator Dole
had put this little group together. He works through the Finance
Committee and I would bet that the original group that is working
on it are all from the Finance Committee, but they are going to
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have somebody from the Appropriations Committee to meet too.
This is one of the biggest obstacles we are having. All the problems
the farmers are having to put up with deal with this kind of situa-
tion. Hogs that get subsidized $5 or $6 are being shoved down in
this country-it is crazy. I don't know how we let these things
happen, but we will do everything we can, and I will sure keep
working on it. The next witness is LeRoy Erickson. LeRoy? How
about Junior Meiers? From Avon? Lyle Eichacker.

STATEMENT OF LYLE EICHACKER

Mr. EICHACKER. If that is all I ever had done wrong, Senator
Abdnor, I would welcome it. The first thing I would like to com-
ment on is we have heard some nasty things said about FmHA and
I am a farm borrower, I don't think all FmHA's are bad, I think a
lot of our personnel working for FmHA are trying to help the
farmers. I want to say that for one thing.

Second, I think what the farmer needs is a cost of production for
his commodity. Simple as that. Give the farmer the cost of his pro-
duction and he will be able to survive. Third, I would like to bring
out a point that the dairyman over here had. We had a dairy pro-
gram that was initiated and it is going into its last entity, and the
dairy farmers have paid their own program plus the Government
has $1.6 million surplus off the program.

The farmers have paid in over that above what the Government
had to pay back to the farmers, basically because enough farmers
didn't go into the program, but I mean the assessment of 50 cents a
$1 was in excess of what the dairy program was. I think if the
dairy situation is going to continue and they are going to lower the
support price by 50 cents or $1, let's not throw it away, let's put it
in some kind of a program where the dairy farmers can work a
program with themselves, a self-help program. I don't know his
program, I have never seen it before, but I would go along with his
line of thought.

Another thing that is happening, is, and I, it goes back to FmHA,
when a farmer is going to lose his property, the Government takes
it over and this lending agency comes to our entity of government
which I am a county commissioner and asks us to abate the taxes
on this property. By law we have to abate the taxes. But yet the
Government turns around in instances that have happened in our
county and other counties around have rented this land out to
other farmers, but yet the Federal Government does not pay any
taxes back to the local entity of government. I think this is unfair,
I think the Federal Government, if they are going to rent the land
out should at least bear their share of the responsibility for the tax
load.

Senator ABDNOR. In some places they do, you mean land-what
kind of land is it?

Mr. EICHACKER. This is land taken over through FmHA loans
where the Government has taken over the land, I am not talking
Federal lands for wildlife, Senator Abdnor, I am talking about
farms the Federal Government has taken over.

Senator ABDNOR. Is there quite a bit of that?
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Mr. EICHACKER. At the present time we have less than 700 acres
in our county, but in talking to borrowers that have had FmHA
loans they are saying I am going to try to get out from under this
thing and I am going to walk away from it.

Senator ABDNOR. This has been on my mind, and I have visited
with a few people about it. We hope and pray that that doesn't
happen, but if it does happen and it could happen, we have to be
very careful that the land is not allowed to even be sold for 2 years.
It will wreck land prices for other people all over this country like
we have never seen. We have a plunging of land prices now, but if
these guys take the land and peddle it off for any price, then other
people's land will go down and that is a serious situation. Let's
hope it doesn't happen, but if it does happen, some consideration
has to be given to this, otherwise land prices, I think, would be
really seriously impaired and we would see another big drop in our
land value.

Mr. EICHACKER. There are people out here, Senator Abdnor, and
you know it yourself, that have money set aside to when land
values get to a certain point they are going to buy it and we are
going to be not owners of the land, but renters of the land. Thank
you, Senator Abdnor.

Senator ABDNOR. Thank you. Is that a good dairy program we
have had in effect for the last couple of years?

Mr. EICHACKER. I think so, Senator Abdnor. The only thing I
would like to have seen done different than what was done is that
the farmer that went in to the program should have been given
some incentive, and I would have said the incentive should have
been that he would not have been required to pay the 50 cents a
hundred into the pool. In other words, for going into the program
he would have gotten 50 cents better than the others.

Senator ABDNOR. You force every one to pay it.
Mr. EICHACKER. This program forces every one to pay, right.
Senator ABDNOR. That is why we have surplus dollars. I under-

stand there are so many thousands of heads of dairy cattle ready to
go in after this program drops that we will be in worse shape than
we were before, is that right?

Mr. EICHACKER. I am one of them, Senator Abdnor. I have 40
heifers out there that will freshen after the first of April, I won't
deny that.

Senator ABDNOR. Thank you. Ray Ehrman.

STATEMENT OF RAY EHRMAN
Mr. EHRMAN. Ray Ehrman from Freeman, and just an interested

citizen. I am going to read just portions of two pamphlets that
really were designed for farmers to read and study, but there are
sections in here that apply to Government, and I would like to just
read those portions. Basically the idea is it indicates what the
writer felt the purpose of Government should be. The Government
obviously has not always been obvious in its motives. What is
tragic-let me ask you this question too, you are ready to take
some criticism as a government, I don't mean to be negative in the
sense of destruction or something like this, I would like to help the
situation a little bit.
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Senator ABDNOR. Thank heavens in this country you can still say
what you want to about the Government.

Mr. EHRMAN. The Government obviously has had unknown mo-
tives. What is tragic about Government involvement in applying
force to knock down farm prices is that it has resulted in a debt
economy where everybody sooner or later is going to pay dearly for
their temporary cheap food that they may have had. They pay for
it through inflation. Inflation directly related to dollar devaluation
can be calculated ahead of time by finding the amount of disparity
payment to any segment of the economy. The bigger and more im-
portant that segment, the greater the force that makes for infla-
tion. If you want to stop inflation, you have to stop disparity.

This is supposed to be one of the responsibilities of Government,
to act like a referee between segments of the economy so that one
is not adversely dominant over another segment, but as it is Gov-
ernment has used farm programs to control farmers and prices. It
has used import and export laws against producers. Embargoes
slowed outward flow of products, cutting off better markets, import
gates were widened from time to time to allow enough outside
product to come in to our country to maintain a manageable inven-
tory.

To top it all off, Government has managed a careful program-
ming of farmers to concentrate on efficiency and bigness as the sole
method of solving the income price problem. There is another sec-
tion here. This is in regards to the various methods that we have
tried to use to gain price on the farm. One of the approaches we
have used is legislation. Legislation is basically asking Government
to help price. The idea behind the legislation approach is to get the
Government to pass laws that make price easier to get such as
loans to finance in storage, floor price, for floor loan prices, and so
on.

Farmers have revived their support for this approach because
other pricing approaches seemingly have failed. What farmers are
saying is Government involvement is better than what we got now,
since the Government is so involved in anything anyway, they
might as well be involved right. This approach to influence price is
possible if and when the Government decides to do it. In other
words I feel any day the Government wants to do it, they can get a
100 percent of parity out here and just like other countries have
done. Explaining-this will explain why some governments have
done it and why maybe our Government has not.

A government support program has been in existence for years
in our country, but generally just to create survival income and not
to cover all costs of production, plus some profit that is considered
reasonable in businesss today. Such as like Government has done
for utilities, where profit is guaranteed. Government can price
farm production if they want to, if they want to do what is right.
This is generally a fact in those countries where food has to be im-
ported anyway. Since nothing of food is produced in those coun-
tries, legislating profitable prices tends to stabilize and maximize
production. Thus reducing the need to import.

Whenever there is a possibility of abundant production, and that
is the case in our country, controls and quotas are naturally
needed so that there is a balanced production of all needed prod-
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ucts. The idea is not to produce just for the sake of producing, and
having fun at it, but to produce what the market needs and what it
is willing to utilize. Usually where there are honest laws, it pro-
tects dumping and undercutting prices by taxes added onto the im-
ported product to match or surpass the domestic price.

In other words, some of the countries like European countries
will tax any product coming in to match their level. See, it is their
way of protecting their own people, and to me that is a possibility
and a good thing to prevent this type of imbalancing. In many
cases the Government handles the foreign buying so it can monitor
the inventory supply. You never want to let the country run out of
food so you want to have enough food on hand.

Senator ABDNOR. Let me ask you, it is up to you, but for the
record, and this will be in the record, it would be awfully nice if we
had the author of that so we know if somebody reads the record?

Mr. EHRMAN. The author is me, the author is I. Let me include
some key areas where the Government could be involved. One is if
you want to talk about any further loans, the loans could be direct-
ed toward a group financing of the inventory rather than individ-
ual farmers. You can pay the farmers, by the group inventory fi-
nancing approach. Second, another area where Government should
be involved is not to depress prices in any shape or form until
prices are beyond the 100 to 110 percent of parity. Under law that
is where you should be depressing prices, not any sooner. Then a
concluding statement. If you want to balance your budget in Wash-
ington, you better let people have a little money out here first so
they can make a little money and then pay taxes, and then you
will balance your budget. Thank you.

Senator ABDNOR. Often tariffs and trades get to be a big discus-
sion. I found out the hard way with China. We had a big wheat
sale to China a year or so ago and our Government put another
levy on China textiles coming in, causing China to immediately
cancel our sale of grain. China is the biggest importer of our grain
of any country in the world, and there are a lot of countries with
grain to sell. It isn't quite like it used to be.

These are the problems that you have got to toss back and forth.
In addition to that, there are some cases when you know some
changes ought to be made. Some of these agencies you have to go
through like we are doing with the hog imports now, or beef im-
ports, we have an awful time trying to get that done. I don't know
whether it is because they are pro consumer or what the problem
is, but it is the way we have got it set up. We are very much aware
that trade and trade barriers are certainly one of the biggest prob-
lems along the good Farm Program that we have to deal with. Ron
Triebwasser. We are getting near the end, if anyone wants their
name added to the list we suggest that you contact that gentleman
over there and let him know.

STATEMENT OF RON TRIEBWASSER
Mr. TRIEBWASSER. My name is Ron Triebwasser from Emery, SD,

I know Senator Abdnor is familiar, he's been in our auditorium
many times. I would like to mention one thing since I am fairly
local, it is when Senator Abdnor got into Washington the first term
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in the Senate all of the sudden that Hanson County rural water
got funded, it has become a reality, it is serving around 500 people
and I am not on the board, I am just stating it. It is a self-paying
thing and our water bill, we milk quite a few dairy cows, our water
bill runs approximately $69, $70 a month and it was costing us
when we found out the electricity and the chlorination around $65
to $70 to pump it ourself. We have good quality water, so we want
to thank you for that, Senator Abdnor. We realize you people that
are Representatives from the agriculture community are going to
have your hands full, you have a big job to do.

A few things that I was thinking of while I was sitting there, I
think one way that maybe we could help you do your job is if these
committees, and you know who they are that we need to write to, if
you would establish some kind of committees out here in South
Dakota where we could contact people to contact those people to
write, if you provide us with the information so we know what we
are talking about, we feel we could help you.

Also I think it is important to keep our farmers in business, be-
cause according to one man, he said if you, for every seven farmers
that go under, we lose one business. In our area, our community,
we work very closely with our businessmen, a few years back we
put a swimming pool in for the community for $28,000 that the
Government allowed us. We were to match it. We did with volun-
tary labor, and I think that is one of the things you find in a small
community, people will do things for nothing, they don't have to be
paid. We found this out at our school.

Also I think we need to recognize the silent partners in the farm
operation. If it wasn't for the wives running tractors, milking cows,
whatever, the unpaid silent partners that the Government does not
have to put up a day care center and raise their kids, you wouldn't
have as cheap of food as you do. This morning I heard over the
radio that our food, the consumer spends 17 percent of their
income for food. We are paying, we have paid up to 19, 20 percent
interest. Who is subsidizing who? Is the Government subsidizing
the farmer or is the farmer subsidizing the consumer? I think we
need to get these out.

Third, I think we need to establish what is a family farm. If we
can establish that, I think it can be done through the ASC commit-
tees, in other words are 80 cows considered a family farm? We
have to be realistic that people have to earn their money, but at
the same token we have to compete on an even footing, we cannot
have a foreign country subsidizing up to $5 on grain. The world
market is $5, yet they are subsidizing it and bringing into our
market cheaper. We are talking about confidence on the loan.

How can a farmer have confidence when the farm loan people I
believe are unrealistically valuing our land? Maybe it was over-
priced before, but I think we are facing an unrealistic value now.
They are valuing it at less than the bankers do. In our community
I am very proud of our banker because he has stayed with us. He
has been realistic in his values. I think the Government could
learn something from this. If you are talking about loans to farm-
ers, Ithink that the Government needs to put a realistic value on
the land again. Maybe it was overpriced a little before, but I think
they need to put a value on now to get enough money to put their
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crops in the ground. Because if a farmer goes under, somebody has
to pay the bill. The papers are full of bankruptcies. Either the
farmer takes it all, or the businessman takes it, or the banker, or
somebody. Somebody takes the loss, somebody pays. Our country
cannot go on this way.

As far as the Dairy Program, I would like to address that just a
little bit. It has I believe worked out good, but I feel it should be
around another year to take care of some of these heifers that are
out there, and it would be painful for the dairymen, but I think it
needs to be done to get the milk under control. We have produced
milk the last 3 years at the same price. There is nothing else that's
been the same price the last 3 years.

Getting back to the grain farmers, you could buy a B John
Deere, a plow, and cultivator in 1939 for $100. Granted we would
not want to go back to that situation, but I think if we get back to
the family farm or decide what the family farm is, if somebody
wants to go out there and farm the whole world and they want to
do it for less than cost, that is up to them, but I think we ought to
have a realistic figure what a person can have on a family farm
and earn a living. I thank you very much for coming out here and
we know you are going to do the job in Washington, and if there is
anything we can do in South Dakota, let us know and we will help
you.

Senator ABDNOR. Thank you, Ron. You made some fine points
here. You said the Dairy Program should go on 1 more year. Why,
wouldn't it be as bad ending it in 1 more year as it is now?

Mr. TRIEBWASSER. I am saying the program paid for itself last
year, it didn't cost the Government a dime. What is going to
happen if all these heifers come into production which we hear
they are out there and I know they are. I cut my herd back so I am
not going to be flooding it. I will be able to stay within a percent-
age. They are going to take 50 cents off in October, another 50
cents off in November. What is the advantage of having all the
cattle come in, flooding the market, when we are producing at less
than we should be getting? What are we going to be gaining? We
have a good start, let's hold it there.

Senator ABDNOR. There were some complaints about the program
when it started, but I have heard good things overall. The direction
we were going before this program was such where we were hitting
close to $3 billion the cost of the program in 1 year. It just couldn't
go on that way because the heat was on. I remember the chairman
of the Senate Appropriation Committee, Mark Hatfield, came in
with two blocks of cheese all moldy and dirty and said this is what
is happening. He had the whole Senate up in arms, and the cost
went from about $250,000 to $1 million and then went to $2 mil-
lion. I thought this too was a pretty good program. I suppose there
are those that would disagree, but no more than there are those
that feel it's been costing. It makes you wonder what we are doing
getting rid of it.

Mr. TRIEBWASSER. One thing, Senator, why do we have to export
the raw material? Why can't we export the finished product? We
send the grain over and it goes to someone else that makes money
on it. Why can't we produce it here? Why don't we sell the finished
product? That is where the money is; I just can't see it.
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Senator ABDNOR. That is a good point. What do you consider a
family farmer?

Mr. TRIEBWASSER. It will vary according to the area. Like in our
area, I would say from anywhere to 60 to 80 cows if you are in
dairy. Sows, you might be looking at 50 sows. There again it de-
pends on what the market is going to be. If you bring a son in, that
would increase it a little proportionately, and I think we have to
allow for that.

Senator ABDNOR. Thank you very, very much. Any names been
added? I think hopefully we gave everyone a chance to speak
today, and we appreciate it. Again, our reporter has taken down
every word that is going back to Washington; hopefully, it is the
start of a worthy program that will tell the story of rura 1 America
and our problems. It will let Washington know that we have to be
considered when they start looking at programs, and that they
have to pay some attention to what is good for rural America, par-
ticularly the farms and the farm program, and so I appreciate this
very, very much. Some of you have come from a long ways off, and
hopefully you feel that, too, it was worthwhile. It is, as I said, the
start of a new program, and we hope to reach some results for a
change.

Mr. Jahr, do you know of anything other than some announce-
ments? I would like to remind people that on Wednesday we are
going to be in Brookings for another one of these hearings, and of
course we have entitled it Taxes and Agriculture. I think that is an
extremely important one. Of course, I am what they call trying to
put a limit on the amount of agriculture loss they can take off for
tax purposes.

These holding companies have been coming into this country and
plowing up our countryside, the fragile land. After 2 years of doing
this, they use it for wheat or some crop year after year. Under the
ridiculous allocation we make for allotments on wheat ground,
they end up with a huge allotment and collect big Government pro-
grams and grain we don't need. The land should have never been
touched. There are a lot of things in this area I want to talk about.
I have a bill that does just that, and so we are calling this meeting
for the whole tax situation. If somebody wants to talk about the
new program, they are talking about the flat tax which may have
some merit. We have had hearings on that.

I brought a man out from the Treasury 2 weeks ago and we held
three meetings, in Rapid, Aberdeen, and Sioux Falls, to kind of ex-
plain it; now I would like to get some comments any of you fellows
have to make on it. So if you have an opportunity, we would like to
see you up in Brookings. I know a lot of you are going to Pierre
tomorrow, and I will be there too along with Yankton. We have a
busy schedule, but if you can make it, fine.

I guess we are going to hold for one more comment here, we
don't want to cut anybody out, although we do have a deadline. My
reporter is going to get awfully tired here in a minute. I promised
Laverne Aisenbrey that I would announce that the South Dakota
Legislature will be holding a hearing on S. 1338, the Family Farm
Act, tomorrow morning beginning at 8 a.m. He is encouraging all
of you to take avid interest in this State legislation. That is for
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your information. Delmar Guthmiller, where are you? Our last wit-
ness.

STATEMENT OF DELMAR GUTHMILLER
Mr. GUTHMiLLER. I am sorry I am coming in this late; I just got

out of court, that is why I have just arrived. I don't know what has
been said here, I wish I did, but I don't. I don't know if you have
seen what I sent you at your Sioux Falls office, probably arrived on
Saturday.

Senator ABDNOR. No.
Mr. GUTHMILLER. As I go into this, I am wondering is there a

blackboard that would be available to be brought up front?
Senator ABDNOR. I don't know. I don't think so.
Mr. GUTHMILLER. I think probably somebody is going after one

over there. I guess we can get along without one. Senator Abdnor,
for 3 years, I have had the farm problem with deep concern on my
mind. I knew about the trend which my farm was taking, that
American agriculture was headed for deep trouble. As in every op-
eration, we need cost of production plus a reasonable profit which
even the PIK program, so on and so forth, we have not been
getting.

It seems the political sector believes the answer is in exporting
our surpluses, creating a shortage so to speak, thus driving prices
up. I do not believe it will ever work because the countries that
need our food don't have the money. Furthermore, our selling costs
are too high and we seem to be under bid by others. So often the
surpluses we sell are sold by first giving the purchaser a loan at a
low interest rate so he can buy it, then they can't pay for it any
way. To actively and strongly pursue that avenue seems rather
foolish.

From what we know, our country consumes approximately 60
percent of what we produce. It is my feeling that we ought to
pursue a higher price for this 60 percent. It is also the greater per-
centage of the total production. For a long time now, many years,
the percent of our national per capita income which is spent for
food has become less every year. This tells me we are not paying
what we ought to for our food, and we are not returning to the new
wealth creator or producer its due compensation.

Agriculture is the main contributor in our foreign balance of
payments helping to keep this country afloat. If we don't pull agri-
culture out of the mess it is in, we will all go under. We know that
our cost of production is per unit, but we can't seem to get that
price up because of consumer resistance. For all practical purposes,
let us assume that it costs us $6.50 to produce one bushel of wheat.
Now if we received that $6.50 at our local elevator, it would cause
two things: First, the cost of food would suddenly be staggering. We
could easily have riots in the cities.

Second, it would put us completely out of the export market if
we sold it for its cost. It seems every time the price of a commodity
goes up even a little, the end product price does in proportion like-
wise. Then we have a great howl from the consumer and the news
media seems to blow it way out of proportion. If the commodity
price goes down, somehow the end product price remains suspend-
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ed. As it went up proportionately, it ought to come down propor-
tionately.

How then can we receive the price we need? I believe the solu-
tion is a surcharge placed on the product at time of purchase by
the consumer. The price figures I use are hypothetical, although
not too unrealistic. They may be adjusted up or down to attain the
attendant goal. To be able to get the proper train of thought you
must look at the charts as they are numbered. I will try to explain
this then.

Senator ABDNOR. In fairness, we have had some time limits, how
long do you think this will be, I know when you go in to farm pro-
grams we are talking about a pretty long thing here.

Mr. GUTHMILLER. I would say it would take me 21/2 minutes.
Senator ABDNOR. OK.
Mr. GUTHMILLER. What I am doing, the first chart I would draw,

would be a chart showing where this bushel of wheat goes from the
time the producer takes it to the elevator. It goes to the elevator, to
the terminal, to the miller, to a wholesaler, to a baker, to a whole-
saler, probably to a grocer, and then from there to the consumer.
OK, the surcharge that we are talking about would be put on this
product at the place just before it is used by the consumer.

Senator ABDNOR. Is this kind of a value added tax you are talk-
ing about? Sounds that way.

Mr. GUTHMILLER. I call it a surcharge, it could be called a tax,
but a price put on this bushel of wheat just when the consumer
buys it. It would be at the point where the baker sold it to a con-
sumer, where the wholesaler sold it to the consumer, or where the
grocer sold it to a consumer. Let's say that that bushel of wheat
goes to the elevator, the farmer sells it for $4 a bushel. The eleva-
tor then takes this bushel, part of it goes back out to the farm for
feed, part of it goes on to the terminal. At that terminal part of it
is probably exported and the rest goes onto the other users, and
that amounts to roughly 60 percent or 36 pounds.

Senator ABDNOR. Do they pay it on the export?
Mr. GUTHMILLER. No, there is no surcharge there.
Senator ABDNOR. How about on the grain for cattle feed?
Mr. GUTHMILLER. No surcharge. Now, as this bushel of wheat

goes through its proper channels, it is finally baked in to bread, or
rolls, or whatever. They make noodles out of it, or macaroni, or
whatever. At that point where it is purchased by the producer we
add a surcharge. You say how much is this surcharge? OK, the
grocer today sells a pound of bread for $1.

I say let's put on 10 cents to that loaf of bread as a surcharge.
We find that there are roughly 60 pounds, 60 loaves of bread in a
bushel of wheat, that is $6. OK, 60 percent of that for 6 pounds
amounts to $3.60. That $3.60 is sent onto the U.S. Department of
Agriculture, there it is administered, the farmer takes in a receipt
to the ASCS office, he says I have a bushel of wheat here, I want
my 60 percent share of what the consumer used. That amounts to
$3.60, let's take out 10 percent of that and put it in to research, in
to administration, in to development and all these other things.
OK, he then receives roughly $3.24 plus the $4 which comes to
$7.24. And yet the export price will be low because he sold it at $4.
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The feed, the wheat that is used for feed is still only at $4 plus a
little markup.

So what we are doing there is taking the money out of the metro-
politan areas, and we are giving it back to rural agriculture where
we so desperately need it. Now what will this plan do. First of all,
it will give us a cost of production plus a profit. It will insulate
against gouging from other interests, and we do this by putting the
surcharge just before it is used by the consumer. We bring money
from the metropolitan areas back to the rural areas. We make our
products competitive with foreign commodities. We discourage im-
porting. We make agriculture as a whole self-supporting.

President Reagan wants to get rid of the farm program, this
would sure give him a good chance because it is self-supporting. We
eliminate price supports, Government loans. We eliminate industri-
al farming because it is profitable, you can't write it off. It would
limit production because all that would be in the hands of the pro-
ducer as he stores it, it will stabilize land prices, and it will insure
agricultural research and development. Now you have the general
proposal of my plan. I have been using flat commodities, it could be
used for meat commodities the same way. I think we ought to take
a look at this. What I would like to do is get some feedback from
the people out there. Thank you for your time, Senator. I am sorry
I came a little bit late.

Senator ABDNOR. That is all right, we have been going over our
limit and I thought we were getting near the end. I commend you
for coming up with a plan, I think that is what we ought to talk
about and that is very innovative. Have you ever heard of a gentle-
man by the name of Miles Koskins? He is from over at Wood, he
has very much the same program. I didn't have much time to
spend with him the other day at the irrigation meeting, but he
came all the way over to talk to me. I was thinking about certifi-
cates.

I agree people are buying their food too damn cheap in this coun-
try, they have had a bargain long enough. I don't know how we get
around it, that plan would have to be OK'd by the Finance Com-
mittee, not the Agriculture Committee. There are an awful lot of
people on the House Ways and Means Committee, it is the Senate
Finance Committee that has the jurisdiction of that. And I am not
saying it can't be done, but I think we have got to keep plugging
away. That sort of thing could be brought about, if one at a time
all thought of it, I am sure some experts could pick it to pieces in a
hurry, but there is no reason why you couldn't make the adjust-
ments you need to get rid of the fault in it.

We have had other proposals today but, one, I think food is too
cheap in this country, and people ought to be willing to pay more.
That is not the majority of the peoples' thinking. I don't care what
party is in power, the Democrats or Republicans. They put an arti-
cle in the paper, if you look far enough, in the end they always say
this couldn't make the consumer prices rise. It better start rising
pretty soon. I think it is good to have your testimony, I am glad to
have it on the record, and if there is anything more you want to
submit on it we would be happy to take it in writing.

Mr. GUTHMILLER. One thing I didn't say and that is if there is
anything we don't need is another loan. We just want to pay back
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the ones we have got, and the only way to do that is we have got to
have a margin of profit. Thank you.

[The prepared statement of Mr. Guthmiller, together with the
charts referred to, follows:]
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PREPARED STATEMENT OF DELMAR GUTHMu.ER

For 3 years I have had the farm problem with deep concern on my mind.
I knew by the trend which my farm operation was taking that American
AS was headed for deep trouble. As in every operation, we need cost
of production plus a reasonable profit, which even with the PIK program
etc. we have not been getting.

It seems that the political sector believes the answer is in exporting
our surpluses, creating a shortage ro to speak thus driving prices up.
I do not believe that it will ever work because the countries that need
our food don't have the money. Furthermore, our selling costs are too
high and we seem to be underbid by others. So often the surpluses we
sell are sold by 1st giving the purchaser a loan at a low interest rate
so he can buy it. Then they can't pay for it anyway. To actively and
so strenuously pursue that avenue seems rather foolish.

From what we know, our country consumes approximately 60!. of what we
produce. It is my feeling, we aught to pursue a higher price for that.
It is also the greater 7. of total production.

For a long time now (many years), the 7. of our national per capita
income which is spent for food has become less evryc year. This tells
me we are not paying what we aught to for our food and we arc no,
returning to the new wealth creator or producer ;ts duc co-pcrsrtinr.
Agriculture is the main contributor in our fore:- blinc- o '
helping to keep this country afloat.

If we don't pull Ag out of the mess it is in we all go tinder

We know what our cost of production is per unit but we can't seem to
get it up because of consumer resistance. For all practical purposes,
let us assume it costs us $6.50 to produce one bushel of wheat. Now
if we received that $6.50 at our local elevator it would cause two
things:

First, the cost of food would suddenly be staggering and'we
could easily have riots in the cities.

Second, it would put us completely out of the export market
if we sold it for its cost.
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It seems every time the price of D co-o'!ity goC' 'np evean a little, the

end product price does in proportion 1l41-'isc, Be'n -e have a great howl

from the consumer and the no- Tredla blows it wa out o' perportion. The

commodity price goes down but some how the end product price remains

suspended. As it went 1p proportionntly it aught tc come dos-n proportionally.

How then can we receive the prices we need. I believe the solution is a

sur charge placed on the product at time of purchase hy the consumer. The

price figures I use are hypothetical although not too unrealistic. They

may be adjusted up or down to attain the intended goal.

To be able to get the proper train of thought you must look at the charts

as the are numbered. The first one is a simple chart showing the -arious

stages one bushel of wheat goes through by the time the consumer receives

it. The second one is a more detailed chart showing at what point the

sur charge would be attached. The third chart isstill rore detailed. It

shows where the sur charge s sent and how it is administered and dis-

tributed. It also shoew figu- (ne to ,n-reoil .i) qha *.ould have to

be adjusted.

In order to receive ire `-a't-' t from the other

business sectors.

This plan could be use 'or - ., oto 'it -- 1- v' c ~clh am ;ould

have to be broken down i-to '.I -- :o' j-es ' -v weight or volume

and the end product prite (vi'h " , -ur charge, catch ted.

Benefits of this plan:

1. Give cost of productio- plus profit.
2. Insulate against gouuiSg 'rom other interests.

3. Bring money from Metro .reas hack to the rural areas.

4. Make our surpl~s c e his 4th t'rci,, cootlec.
5. Discourage importl--
6. Make Ag as a whoc "c'"-upi:a§
7. Eliminate price stpportc.
8. Eliminate Gov't. loans.
9. Eliminate Gov't. stor'ge.

10. Discourage industrial corporate f:r- -i.
11. Discourage tax write-off Investments.
12. Limit production (all excess would be in hands of producer-

he stores it.)
13. Stabilize land prices.
14. Would insure Ag research & development.

Problems with this plan:

l. .Figure the Vs and costs.
2. Establish a policing system to guard against cheating and

fraud.
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Now you have the general plan of my proposal. It has been worked up

using plant commodities, grain, etc. The same one could be used for

animal commodities-meat.

e- iifttage points and disadvantage points do present a challenge. I

do hba ptoposals and answers for some of them which I will not explain

at tlda"Iint.

We need to convince the American consumer the day of (Free) food is quickly

drawing to a close. If we allow the family farm to slide into extinction

and allow industrial corporate farming to take over, it will set the

prices once it has control because the non owner farm laborer will

unionize, efficiency will drop, production will drop and quality will drop.

This will cause prices to sky rocket. We could sell a loaf of bread
for $3.00. I do believe there will be empty grocery store shelves in

America even wide spread starvation. How soon? 3-5 years.

Thaef is one thbW 4eattain, the programs we are in now are not working.

Who Uieds another loan. We just want to pay back the present ones:

I doi ft know what effect this plan would have on the commodity futures

market but we would not be intimidated into using it. Something few of

us can use to total advantage.

I realize that the first look at this plan by the rural consumer would

cause some alarm because it would cut into our already below average

income even more. This, however, would be for only a short time because

as the $ return from the Metropolitan areas to the Ag sector, It gives

it buying power. More profits to the small businesses in our communities

and thus a better wage.

52-112 0 - 85 - 8
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Senator ABDNOR. I think I am safe in saying this is our last wit-
ness.

A WITNESS. Every day we are talking about loans or borrowing
more money, and every day we are deeper in debt. Like the old
song goes another day older and deeper in debt. I don't want to ask
you why, I want to ask you does the American farmer owe the
American public $2.40 corn? I think once we get that answered,
then we will know that we can get a better price for what they are
producing. We have heard a lot said today about the cost of produc-
tion. I think we want to go a little further than that, because
nobody wants to work for nothing, that is about what you are
doing when you work for cost of production. These people they
should have a good living coming, because they are the most effi-
cient, we see that, we know that of anybody, but then why do we
keep their prices down, and I think there are solutions.

When you go to, when the politician is out campaigning he
doesn't come to the rural area because we don't have a population,
we don't have the votes, do we, so we go where there are people.
Ten percent unemployed a few years back, we didn't come from the
farm, we went to these people, they were carrying their signs,
farmer is home working, he is busy and doesn't have time to come
up to the front lines and wave their signs. We are not hearing the
touch of a few people out here and we are not hearing this. Farm-
ers write to your Senators, write to your Representatives. Senator
Abdnor, I think that is fine if these people had committees they
could go to because it is pretty hard to call from home to Washing-
ton. If we could meet with some people, we could give them a lot of
input.

Senator ABDNOR. To use that as an example, Delmar Guthmiller,
that was his plan, you would have to talk to the Finance Commit-
tee. You could write to death if you wanted to write to the Agricul-
ture Committee, but the Finance Committee has jurisdiction.

A WITNESS. Why do we need so many committees to keep our
prices down. We run all this stuff through committees. I think we
are looking for excuses only.

Senator ABDNOR. No, these committees have been there since the
advent of the Senate. Agriculture handles agriculture. Finance
handles finances and commerce. I have Water Resources, I am
chairman of the Water Resources Committee. They wanted to put
on a users fee, and I told Stockman to go ahead, I am not going to
monkey with a users fee. I could pass a water bill, but he could kill
it for me when I got over to his committee. It is crazy but that is
the way. We have what they call jurisdictional, these are the long-
time-standing committees. Each committee can only come in with
their own sort of thing. I am sorry, I agree with you, I get sick and
tired of that, but-

A WITNESS. What can be done to do something about this? You
talked about an imbalance of trade. When we had $3.25, $3.50 corn
we were exporting a lot more than we have now at $2.40, why? I
think we are not getting the answers, there has to be a reason for
this.

Senator ABDNOR. Compared to the corn in other parts of the
world our prices are 30 percent higher than theirs because our cur-
rency is clear out of whack. There are other factors, but we had $2
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corn you would have to add 30 percent (or 60 cents) to that to com-
pete on what somebody else has to sell. That is the sad problem
with this whole thing. With the high, overvalued currency, we
either have to take the money out of treasury or something until
we get that dollar down so we can be on a competitive basis. It is
unfortunate. I guess that has brought the kind of deficit we have
today in Government, we don't save enough money in this country
to finance it. That money is coming in from overseas, I hate to tell
you that, and some people think we have to have a strong dollar to
keep bringing money in to finance our debt, but I don't think that
is solving the problem in any way. We have to get our money in
line with other countries' money so we can compete, and people
can do well. With a $25 billion trade balance deficit, how many jobs
would that make in the country if we didn't have that, if we were
selling our own goods?

Mr. SMITH. I am not sure what the exact number would be, but it
would put a lot of people to work.

Senator ABDNOR. $1 billion trade deficit, and we have 135, 40 or
more coming up makes 50,000 jobs in this country. So we have a lot
of reasons to be concerned. I mean not only for agriculture, but for
the good of the country. If we had 50,000 more people working, we
would be a lot closer to balancing the budget. We would be bring-
ing in more tax dollars and more people would be earning a living
instead of being paid out of unemployment compensation and pro-
grams to help them get by. You are right, these are problems, and
you think we can get down to taxing the problem. But I do know
that few people dispute the fact that a $230 billion deficit per year
like we are doing now, and we are going to add $660 billion to a
$1 Y2 trillion deficit already, is not helping that value of that dollar
with all the interest we are paying and all that goes with it. If you
have $2 trillion worth of deficit, I am almost not so sure you
shouldn't write it off. I don't know how we are going to pay it. The
third biggest and fastest growing item in the budget is your inter-
est on your debt. If you have $135 billion this year, and you add $2
billion more in deficit, you are going to add $125 billion to your
debt next year because each one compounds and you owe more
money. That is where we are coming from. Somehow, some way it
would definitely help bring interest rates down, and it would help
get our trade moving. These are all problems we are dealing with. I
just want you to know where we are coming from, some of us are
trying to do the battle down there.

A WITNESS. I would like to compare our farm prices a little bit to
wages. When we had 10 percent unemployment we didn't see cheap
wages. But just let us produce a little bit too much grain or any-
thing and we see cheap prices on everything. Now they are predict-
ing an 8Y2 billion bushels of corn already for next year's crop, and
I am sure they are going to use this to keep our crop on hand right
now at a cheaper price. I don't think they should be able to do this.

This morning a guy from the farm movement was up here and
he was asking for I think $20,000 per family farm. In your letter
you had stated that the average wage earner gets $30,000 a year.
So, already, I think the farmers again are asking for a second
grade income or a back seat to whatever their city cousins are get-
ting. I think those people that are arguing a $30,000 a year wage,
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they should be able to pay a little more for food. I think right now
the figure is out at about $29 billion increase in defense. I guess
that I would have to say I am one of the guys that is for defense,
but are we looking at a $29 billion increase in defense and then
turn our back, not turn it to the side, but turn it to the farmer and
let him go under? It is going to be pretty hard for the people I
think to eat a missile or a B-1 bomber and not have no food. I
think that needs to be taken in to consideration. Which will you be
stronger with if the people are well fed or you have a lot in de-
fense?

Not too much has been said today about small businesses. I do
have a small business. I think there you go again, I think you get
down to the point where you have 20, 30 businesses in a small
town, you have 200 farmers, again there we are a minority. If you
look at the Sioux Falls paper in the last 6 months there's been two
to three sales in there. Not just farms, it is agriculture-related busi-
nesses. It is probably grain elevators, fertilizer places, petroleum
bulk dealers. You don't hear too much of that, but those people are
in trouble too. It isn't just the farmers. Those people are in trouble.
I don't think it was because they haven't had the business, they'd
have had the business, but they haven't been getting paid like they
have in other years because they haven't been getting their loans. I
don't really see why a person should work all year and then
borrow money at the end of the year to make it. This is not right.
They are not getting a fair wage for what they are doing. With
that I am concluding, thank you.

Senator ABDNOR. Thank you. I am sure a lot of us would agree
with you, and no one can question that. I can tell you about de-
fense, he may have asked for the $29 billion increase, but I think I
am confident in telling you there will be no such increase like that.
The other thing that does trouble many of us in the agricultural
areas is that agriculture is being asked to take an ungodly fair
amount of that cut, and I don't think that is going to happen
either. I think it is all going on the board, and the word equal is
going to be all the way through that. I think if everybody is treated
equal, they might accept some kind of cut and I hope they stay
with that.

The one thing you can't cut is that darn interest on debt. I mean
we would like to, but that is one that stays out on the perimeter;
but if you don't cut defense, if you don't cap social security, and
you can't cut interest, you are talking about two thirds of the dol-
lars we spend, and you haven't got much else to go. We just think
that isn't acceptable, and from what I can tell of the leadership of
all sides everything goes on the table when they look at this.

A WITNESS. I think in that was something brought in about
better retirement. These farmers are going to be close up before
their time if we don't help them there.

Senator ABDNOR. This concludes the hearing, once again I thank
you for coming out and giving us the benefit of your thoughts. I
hope we can make this pay off down the line when we have some
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evidence to show people in Washington that rural America does
indeed count and they better receive some attention. Thank you
very much. ______

[Whereupon, the subcommittee adjourned, subject to the call of
the Chair.]
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Dear Senator Abdnor,

-Attached are two items that illustrate
the impact of the farm economy on a small
junior college. Fluctuations in donations
and student enrollment make planning diffi-
cult.

Thank you
in our area.

for scheduling this hearing

Sincerely,

Dr. Art DeHoog
President
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PLUNDER, AMERICAN STYLE
PLEASE Don't
Let Message Die FRACTURING THE PEOPLE WITH FRACTIONAL RESERVE;

Get Copies TAXES; LEGISLATION AND OTHER DEVICES

Send to Friends

There is a theory known as the Theory of Cognitive
Dissonance (TCD) which holds that the mind in-
voluntarily rejects information not in line with pre-
vious thoughts and/or actions. Brace yourself. the
following message may be entirely different from
anything you believed to be true heretofore. U you
are unaware, you are unaware of being unaware!

-Merrill Jenkins, M.R.

It can be extremely difficult for well fed, com-
fortable and amused people to conceive of a system
of plunder that they, their parents and grandpar-
ents were born into along with the plunderers,
their parents and grandparents yet such failure to
see does not prove the non-existence of that sys-
tem, it only insures that it will continue until the
people are stripped of all of their wealth and re-
duced to serfs. Throughout history, governments
have plundered their citizens. Ancient governments
clipped the edges of coins and melted the clippings
to make new coins, which also were clipped. The
serrated or milled edge of coins was intended to pre-
vent that practice. As time passed, the plunderers
progressed to debased coinage, that is, base metals
were switched for all or part of the precious metals
in the coins Still later, non-redeemable paper cur-
rency was used to steal the fruits of men's labor.
The most sophisticated plunder yet inflicted on
trusting citizens combines the use of controlled
news media; paper and metal tokens; credit (mone-
tized debt) and imaginary taxes. The news media
and schools deceive the people to believe that cop-
per tokens and credit are "money"; that prices are
inflation and that some of the "money" must be
returned to the plunderers as taxes even though the
plunderers have access to unlimited "money."

The plunderers' creation and financing of foreign
"enemies" helps to convince the victims that taxes
are needed to support government while largess to
the most robbed poor buys votes to perpetuate the
plunder. The ancient Chinese carved in stone, "Dis
perse the money, collect the people." As the
Romans had bread and circuses, we today. have
food stamps, football, foosball and fools on TV ad
infinitum. We must be distracted at any cost, after
all, when the plunderers originate "money" them-
selves, cost, to them becomes meaningless!

With 50 different ways to spell 'theft' in the Eng-
lish language, the most insidious method, inflation,
is seldom thought of as being a criminal act. UN-
PROSECUTED FRAUD IS NO LESS FRAUD! In
spite of what the inflater controlled news media
tells you, INFLATION IS BANK CREDIT or any
purchasing unit that the first party to use gave up
nothing to get. Counterfeit currency is a good
example. Ever higher prices are the result of a
privileged group introducing into and bidding in the
marketplace, fraudulent purchasing units and get-
ting something for nothing, Check your billfold.
Any bills you have without a promise to pay on
them are counterfeit! That is, if counterfeit can be
defined as anything fraudulently labeled to be
something that it is not. Until 1963, our currency
bore a promise to pay x dollars to the bearer on
demand. How could the paper become what it once
promised to pay by simply deleting the promise?
If it promised 10 oranges, how much orange juice
could you squeeze from one 10 orange note?

Congress sanctioned this form of theft by passage
of the infamous and unconstitutional Federal Re-
serve Act on Dec. 23, 1913 It was on that day that
today's runaway inflation began to accelerate. The
purported purpose of that act was to create an
"elastic currency;" a "currency" that was superior
to rubber checks in that it could be stretched but
it would not "bounce" back at the issuera Thia
feat was accomplished simply by seeing that there
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was no space provided on their checks (dollar bills)
for endorsements Clever, huh? Their unfunny
money was needed to prevent booms like World
War 11 and busts like 1929 neither of which could
have occurred without their fantastic elastic. Mod-
em wars require much modem "money" and the
Federal Reserve "system" is the only source of
such unlimited larcenous devices. PLEASE see
your dictionary for 'device.'

In passage of that act and creation of a private
corporation, deceitfully named the "Federal Re-
serve," congress and President Woodrow Wilson
sanctioned what inflaters were once hung for, that
is, fractional reserve banking. In so doing, they
showed their contempt for the constitution that
they swore to uphold. (See Art. 1, Sec. 10,
U.S. Constitutionr)

When the private corporation now known as the
"Fed." issued their first fraudulent irredeemable
note in 1914, they began to fill the lake behind the
dam that is now ready to burst and drown us all
including many bankers in a sea of spurious specie.

Knowing the possibility of such a disaster, the
money manipulators devised a "spillway" for their
"dam" which became the 16th amendment (income
tax). As they issued more and more fraudulent
notes to expropriate our wealth, a graduated in-
come tax was necessary to relieve the pressure of
competitive bidding of their fraudulent devices by
the unsuspecting non-bank public. A pressure
which unrelieved, would ultimately crack their
"dam," The same duped congress in the same year,
passed the 16th amendment for that purpose. It
was falsely claimed at the time that the tax was
needed to "pay the interest on the debt" and that
it would "soak the rich," Apparently enough
congressmen believed that propaganda. It was in
fact to keep the rich from getting "soaked" by
their "dam" burating!

The tax started at 1% and was never to exceed 3%
That wasn't too hard to swallow, was it? When
they saw that "spillway" was inadequate, they care-
fully planned another. It was called "Social Se-
ciuity." Since they couldn't find justification for
increasirag income taxes, a brand new tax was the
answer. To make it more palatable to the people,
employem were compelled to pay one hadf. It
sarted out at just 1% on a maximum of $3,000

which came to only $30 per year. Who could ar
about that? Wow! Only thirty bucs I yarand a
worries in your old age. Ponzi was a piker! H
much are you being gigged for now? ,

Their whole scheme wasn't too compltcrted They
first established that they woofil have reserve re-
quirements of 40%. That meant that when a sucker
deposited ten dollars of gold in their "system," they eO I
issued a paper certificate that bore a promise to
pay ten dollars in gold to the bearer on demand.
They gave that certificate to their mark (sucker)v
and simultaneously they issued vr Federal Reseue
notes while they kept the gold! The people saw
nothing wrong with that, after all, they could return
their certificate to the bank and redeem their gold
anytime they wanted to. They simply didn't see the
barb on the hook; there wasn't enough gold for all
of the certificates and notes outstanding, only 40%.
As time passed, they reduced their reserve require-
ments to only 25%, which meant that for every
dollar of gold deposited, they issued one certificate
and 3 notes while they kept the gold. Abbott and
Costello made a fortune with the routine, one for
you, two for me, three for you, four for me, etc.

Where there was once just one purchasing unit, now
there were FIVE, one gold coin; one paper certifi-
cate for gold; and three Federal Reserve notes, all
but the gold coin were ready to be bid against each
other causing prices to rise. Take note that we said
rising prices were caused by the excess purchasing
units. The Federal Reserve n. s were the inflation,
higher prices were the result of the inflation; the
extra purchasing units. (Plvase refer to the third
sentence of paragraph three above.) The certificate
would be inflation too, if and when the gold coin
was being bid in the marketplace against it.
Theoretically, prices would quintuple if all of the
purchasing units were being bid against each
other at the same time. The income tax was insti-
tuted to remove from bidding, some of the purchas-
ing units held by the non-bank public. The primary
function of all Federal taxes and many state taxes
today is the same as income tax; reduce bidding of
non-bank public. National Health Insurance tax will
cause a substantial reduction in private spending
if passed.

When the Federal Reserve wrote in THE NATION-
AL DEBT, "The Federal Government in coopera-
tion with the Federal Reserve, has the inherent

r,
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power to create money-almost any amount of it,"
you don't need Einstein to explain that taxation is
not used to support government! Several Federal
Reserve and IRS publications openly admit or at
least allude to the truth.

Every Federal Reserve note issued was one unit of
inflation for each unit (dollar) of money that ap-
peared on the note. By 1933, the inflaters held
enough notes to claim all of the gold so they had
their front man, the con man of all con men, FDR,
issue an executive order declaring that it was
against public policy for the people to use gold in
trade. When 95% of the suckers turned in their
gold, the "price" of gold was changed from $20 to
$35 per ounce. That's what you call getting them
"coming and going." Not only had the people been
robbed of their gold, they were conned to believe
that the dollar was something tangible, concrete
rather than abstract, and this misconception greatly
facilitated further plunder of their silver. The dol-
lar, since April 2, 1791, has always been a measure-
ment of money, it is not and never was the money.
How can anyone say "dollars per ounce" when the
dollar itself is a measurement? Title 31, United
States Code 371, tells us that the money shall be
expressed in dollars. What further proof does any-
one need that dollars are not the same as money?

Until June 24, 1968, silver coins were current as
money. What took their place? Before anyone tells
the IRS that they received or spent dollars of
money, it would be advisable for them to learn
what became current as money BY LAW, when
silvercoinsceased tobe the money. Anyone charged
with tax offenses should file an interrogatory, ask-
ing the revenue agents to tell them what commodity
is current as money pursuant to Title 31, U.S.C.
371.

After the crash of 1929, many people lost con-
fidence in the banks and were more inclined to
make "deposits" in their back yard. When the
Federal Reserve tells us today in MODERN MONEY
MECHANICS that our basik deposits are merely
"book entries," do you think that the F.D.I.C. was
caeated to inmure depoktor mtlom of ttan
uninflatible silvr or was thii agency crated

-, _ confldege .iq,.thedcral. Reserve "ayo'
, - Fb- "botoak ent ri.vecWtematicaIly

. switched fo4t sttae" lev? Econ-
omica textbook in one St. Louis County high

school reads: "To help restore the public's con-
fidence in banks ... Congress passed legislation set-
ting up the F.D.I.C." There's your answer!! Further
they state: "Income tax is one of the government's
most potent weapons. . . " Income tax, A WEAP-
ON? Yes, it is but their MOST powerful weapon is
FEAR. The average citizen is so cowed with fear
that they'd rather play the game and send reports
of "dollars" earned and spent to IRS than to ask
the IRS what the money is by law that those dol-
lars are quantities of. 'Ao, on page 3, of MMM, the
Fed readly admits the main reason we accept their
qtumoTs devices is because of "confidence." Are
they or are they not essentially admitting that they
operate a confidence game? "By their. fris ye~sadlilnodw theiR!"

YKeWwere told in. 1965 that silver got "too eapen-
lVWe" to siei'a; . Silver never got expensive!
Th1 Fed. ,had.-aiply lasmed so many fraudulent~flldM &W ll*t that to prevent exposure &
theie pvIp ,*ate ba^iedW6d to Ie:. In
6 ye t'ime ourciriiating coins became silverless.
The Federal government profusely publicized the
fact that the new "dollar" coins contain only 3
cents worth of copper and nickel. l1trho ha

&Q "Vk§Mb km tad, 1*kJfhatRthey
'I'% peakig of mindcontrol irn

In 1920, writing in ECONOMIC CONSEQUENCES
OF THE PEACE, English economist, John Maynard
Keynes said, "Lenin was certainly right, there is no
more surer, more subtler means of destroying the
existing basis of society than to debauch the cur-
rency. By a continuing process of inflation, (credit
usage) governments can confiscate secretly and
unobserved, an important part of the wealth of the
citizens, The process engages all of the hidden
forces of economics on the side of destruction and
does it in a manner that not one man in a million
can diagnose." Further on he wrote, "If govern-
ments should refrain from regulation (taxation) and
allowed matters to take their course (price explo-
sion), the worthlessness of the money becomes ap-
parent and the fraud upon the public can be con-
caled no longer," How true! In 1971, Richard
Nixon said, "I am a Keynenian in economics"
The high school text (above) says the Keynes
theory is "most widely accepted by economists in
the nations of the Western industrial world." Thi
writer believes that we need never fear an invasion
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as bug a we have Keylnsein economists showing
15,000 commercial bankers how to destroy the
existing basis of society by issuing credit that they
call Umoney."

Writing to Amos Bruce of St. Louis, the Honorable
Ron Paul of Texas said, "Strictly speakuig, it
probably is not 'necesrary' for the federal govem-
ment to tax anyone directly. It could simply print
the money it needs However, that would be too
bold a stroke, for it would then be obvious to all
what kind of counterfeiting operation the govern-
menat is nurmin The present system combining
taxation and inflation is kin to watering the milk:
too much water and the people catch on."

There you have it from a congressman! Taxation is
used to get some of the "water" out of the "system"
so that we won't "catch on" that government takes
everything they want from us without compensa-
tion in total violation of the 5th amendment. Legal
tender laws compel us to accept their 'water" and
we don't complain because the same laws compel
others to accept it from us. Only if we hursy, can
we obtain something of value equal to what we sur-
rendered for their illusory, watery "payment."
Their "water," like water, cannot flow uphill to
its caator as taxes.

It's reasonable to assume that when most slaves
were black, some sams wen selected to control.

indoctrinate, and amuse others. Today. such people
are called teachers, preachers, lawyers, judges,
CPAs, editors, policemen, revenue agents, actors,
and hall players. Other than the judges, it is not
likely that any of these know the diabolical pur-
pose they serve. Haes't yot aer wondered why
acton and ,bsaiplayea are paid so hiphty? THEY
MUST KP US DISTRACTt
When we accept the debt instruments of a private
corporation for all that we produce, then through
fear of imprisonment, return a graduated percent-
age of those green papers to the same private citi-
zens who frst got them for nothing if that isn't
slavery. WHAT IS? Kublai Kahn did the sume trick
in the 13th century with grips of imprinted mul-
berry bark!
To regain our freedom, all legal tender laws must
be repealed and 100% redeemable currency must
be re-instituted. Govemment by the producers of
wealth can exist only when wealth is used as a
medium of exchange and public servants are de-
pendent on being paid with some form of wealth.
Inflation is bank credit.JhAlK CEDf IS THE-%
CANCER OF CIVILZATION. Please get under-
standing. Study the writings of Merrill Jenkins,
Monetary Realist Get a copy of 'Money," The
Greatest Hoax on Earthl- Rtsd it. Ask about his
other books such as Everything I Have Was
TheIRS.

2 Please distributecopies of this message.
I5 copies S2 or 100 copies S9. Do your part. Please
get more information. Send S2.00 for tax packet.
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FM IMIATE RMEASE

RELEASE` PE
-PAi' IrAL RIGHTS TO BE TOPIC OP DECMER 15 SDUMX1R IN DES lDrNs

In response to a grai- xrn asulg farmers about forecleaires and

forced liqulidations a legal sinar will be held on Saturday, Decesber 15 at

the Best aestern/Starlite Village (formerly the Downtowm Puada Inn) in Des

Iines. S wsored by the r4idWest Office of Rural Aedrica, a no-profit

s rural advocacy goup, the Seminar will oncentrate on the legal rights of

farsers who are borrowers of local Production Credit Associations and

Federal Land Bank Associations. Together the lC's and FLB's make up what

is Iman as the Farm Credit System, a Federally chartered cooperative

landing institution

1Or goal is to e-oage construtive dange within the
Farm Credit System, and to bring acout greater fareer participation ad a

better organizati-n, said Daniel Levitas, farm organizer with Rural

hMerica.

ar/

iqM§SFiaMr orqwanizer and research assistant with Feral hmrica' midwest
Office in Due inos. F ar receiving zere and more calls daily on the

UATIONAL OuIc: I346 Qante mAwee NW Wmbei DC axn t6kph: wa2/6.2zm
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FAM4 SEMINAR- PAGE TWO

Farm Survival IHotline. A significant number of those calls have involved PCA

and FL3 borrowers. t13clear that Ion farmers Old benefit f an1

-4.WtlnfbmtJn about their legal rights ard alternatives to' foc1l4exAnd4

leading the day long session will be e former corporate secretary

and legal counsel for the Federal Intermediate Credit Bank of St. Paul,

Minnesota. Mr. Of recently left his job of 15 years within the Farm

Credit System and has now devoted his time fully to preserving the family

farm. "It is imperative that farmers have all the tools to negotiate with

their local PCA and Federal Lard Bank," Corum stated in a recent interview.

'Farmers must know how the Farm Credit System works and how they can make it

work tor them," he said.

The Seminar is open to both farmers and attorneys. Those lawyers who engage

in litigation on behalf of the Farm Credit System, or other creditors, will

be asked not to attend. Fees for the Seminar are as follows: Individual

farmers, $35; Farm Couples, $50; Attorneys, $75. The Seminar will begin at

10:30 AN and continue until late evening. The Best Western/Starlite Village

located behind Vets Auditorium, on 3d avenue, south of I-235 near downtown

Des Moines. Those having questions about the Seminar should call the Rural

America office at 515/244-5671.

N I N



FEDERAL FARM CREDIT BOARB-STATEMENT ON LENDING UNDER STRESS CONDITIONS - FEB. 1983

'RECOGNIZING THE CURRENT PLIGHT OF THE NATION'S FARMERS IN WHICH THEY HAVE EXPERIENCED DECLINING

PRICES IN THE FACE OF MOUNTING OPERATING COSTS, THE FEDERAL FARM CREDIT BOARD PLEDGES THE FULLEST

SUPPORT OF THE COOPERATIVE FARM CREDIT SYSTEM IN DOING WHAT IT CAN TO MSSIST HARD-PRESSED MEMBER-

BORROWERS WHILE CONTINUING TO CARRY OUT THE INTENT OF CONGRESS BY MAINTAINING A VIABLE CREDIT

DELIVERY SYSTEM. lkEINER FE Ui . L DIN6 POLifIv

-- THAT IS, STICKING WITH A BORROWER SO LONG AS THERE APPEARS TO BE A REASONABLE

POSSIBILITY FOR HIM TO WORK OUT OF FINANCIAL DIFFICULTIES AND RE-ESTABLISH A FULLY VIABLE FARM

BUSINESS. IN DOING SO, SYSTEM INSTITUTIONS MUST BE PREPARED TO REQUIRE THAT ADJUSTMENTS BE MADE

OR DISCIPLINES EXERCISED TO HELP ASSURE THE BORROWER'S ULTIMATE RECOVERY. ' cgif

U pD M #TIC ACTINO IS TO- E MVOIDED UNLESS AND UNT 1tE IS N $jRA WOIA3LE ALTERNATIVE CMM

F ACTIONURB AINIfWl - IN CARRYING OUT THIS POLICY, STRONG EMPHASIS MUST BE PLACED ON APPROPRIATE

LOAN SERVICING THAT WILL BENEFIT THE BORROWERS WHO ARE COOPERATIVE AND MAKING AN HONEST EFFORT

TO MEET THE CONDITIONS OF THE LOAN CONTRACT. IT IS RECONGNIZED FURTHER BY THE BOARD THAT THE

DESIRE TO STAY WITH FARMERS IN DIFFICULTY MUST BE BALANCED AGAINST THE NEED TO MAINTAIN THE GOOD

REPUTATION FARM CREDIT SECURITIES HAVE IN THE FINANCIAL MARKET, THEREBY ASSURING THE SYSTEM'S

ABILITY TO RAISE LOAN FUNDS. SINCE THE FARM CREDIT SYSTEM IS A PRIVATELY-OWNED INSTITUTION, IT

HAS AN OBLIGATION TO ALL THE FARMERS WHO OWN IT TO RUN A SOUND BUSINESS AND NOT PUT SOME BORROWERS

IN A POSITION OF SUBSIDIZING DEFAULTING BORROWERS AS A RESULT OF EXCESSIVE INTEREST AND LOAN LOSSES.

THUS, THE FEDERAL FARM CREDIT BOARD RECOGNIZES ITS ORLIGATIRO TO PROtEI' THE INTEREST OF TIlT(IRW

!GREN4t0.- BOTH PRESENT AND FUTURE -- AS WELL AS THE INTEREST OF INVESTORS UPON WHOM THE SYSTEM

DEPENDS FOR LOANABLE FUNDS.'



4) MR. CHAIRMAN, I WOULD LIKE TO ASK MR. LARRY EDWARDS, DEPUTY GOVERNOR FOR SUPERVISION, TO
TAKE ON THE ROLE OF A LOAN OFFICER AND DISCUSS THAT ROLE IN MORE DETAIL SO THAT YOU WILL
ACTUALLY KNOW WHAT IS POSSIBLE BETWEEN THAT FARM CREDIT INSTITUTION AND THAT BORROWER. LARRY.,
PLEASE?

MR. EDWARDS: THE FIRST THING THAT THE LOAN OFFICER WANTS TO DO ISJTO GET FROM THE BORROWER
HIS CURRENT FINANCIAL CONDITION, WHAT HIS BUSINESS PLANS ARE AND HOW THOSE PLANS FIT WITH HIS
FINANCIAL CONDITION. WITH THAT IN FRONT OF HIM AND THE BORROWER'S CREDIT RATING IN FRONT OF HIM,
THE LOAN OFFICER HAS THE ABILITY TO 6RAIT FORBEARAICE, TO DELAY OR WAIVE PAYENitS *0 PRICIAW
AND INTEREST, TO RESTRUCTURE THE LOAN, TO SPREAD OUT THE MATURITY AND THEREBY LOWER PAYNER9IT

IF NONE OF THOSE OPTIONS CAN WORK, THE LOAN OFFICER LOOKS AT WHAT THE POSSIBILITIES ARE FOR
SHIFTING IT TO THE LAND BANK SYSTEM OR AN INSURANCE COMPANY, TO AGAIN SPREAD OUT PAYMENTS AND TO
HAVE SO MUCH COME DUE IN A SINGLE YEAR. IF THAT DOES NOT WORK, HE LOOKS AT THE ASSETS THAT THE
BORROWER HAS THAT COULD BE SOLD THAT ARE NOT AS PRODUCTIVE AS THEY SHOULD BE -- HOPING TO REDUCE
THE BORROWER'S DEBT BURDEN TO A MANAGEABLE LEVEL THAT WAY.

IF THERE IS NO OPPORTUNITY TO DO THAT, INE LOAN O1FICERL-0 TXE AUTHORITY AND .10SfARK M
THE FARMERS HONE ADMINISTRATION AND OTHER CREDITORCA.WFIjIAW TOJUIND OTHER '3IA~ MI"
TiAT BURROWE
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THE LOST, STARVING, -ENTITLED- HUNTER

BY Mu ANDERSON

A columnist reported recently: "Like revenue-sharing a
federal takeover of welfare costs would memn major financial
relief for states and countries."

4IM bMI111110f Ig U esot-u rfaiked w*
fare, like federalized anythindg costs more, not less. No govem
ment, federal, slate or local, has any money except what it
copfiscates from the people Welfe, like virtually everything
else, should be bought, run and paid for at home. The goal of
the federdlists is to do away with state welfare. And later, to
do mty with the states.

Government has nothing to give except what it takes from
the people. For government to give people who prefer to lotf
rathet than work, a paut of the workees' reward, forces the
worker Into involuntrry servitude. And that is just a fancy
term for lavery.

We who actively oppose the deliberate bipartisan desttuc-
'ion of mcr Republic, our Capitalistic system and our freedom
are tnseared us Impractical perfectionista who expect too
much. Like the estranged wife who explained the unreasonahle
demande of her absent husband like this. "It all started with
him wanting to be in th wedding pictures."

When I liatened to politiciana talk about what they lassoed
for their constituents from the government range, I think of
Teddy Roonevelt. Teddy was vihitirg one of his ranches at
roundup time when one of his cowboyt proudly showed him a
coial which he had filled with stay calves upon which he had
placed the Noavelt brand. The law of the range was that to
brand a stry whose ownership is uanaown vesta title in the
brander. But Teddy could see that unless the laws ot'netics
had been repealed (and at that time the Supreme Court had
otm done so), at least half the calves weren't from his kerds.

The Rougirider gritted his formidable teeth and reoaed.
ore fhtedl'

'FIred? How comer Answered the incredulous cowboy.
'"Fr s sg . lipoavelt replled.
"T man who will StWea for me will sted from me."
Hundreda of Congresanen and Senators ate now remind-

lagw their eomstanot: "iook at the "menitiement" I got for
your

X

That's 'called "Federal Aid." "Somebody ede" paid for
it. These crooks steld billions from the taxpayers every year.
telling the voters "somebody elhe" paid for it. In most cases
the voters would not have been willing to pay "their own"
money for it.

The mas "news" media hasn't mentioned It, to my
knowledge, but the Pentagon (normally extremely wasteful)
wants to close a number of army bases which re nao longer
needed. But the Congresrmen and Senatora involved won't
permit it because of the jobs and federal money their acres
would loe.

The 'liberals," as we all known no all for cutting Defense
Wpending (and nothing dse), Actually the "liberal" Congrs
men and Senators put $4.6 billion in the Defense budget not
to buy security but to buy votes. The Pentagon didn't sok for
it, doesn't need It and doesn't want It The legislaitors who
voted for this unconsclosable teald ace "entitled" to be
defeated.

Federal Aid is a gigtntic fteasd in which the local resient
sends ho dollar to Washington wher the bueauerats and
other leeches devour thirty-five Mu bahck as a gift to buy
something which probably waan't needed in the first place.
Federal Aid I a major retaon we're on the rod to bankruptcy,
depression, wild inflation, repudiation, and authoritarian-
ism

Once a hunter and his dog were lost in a deep foret.
Fonally, in desperation the staving hunter whacked off his
dog's tail and put it on the fire to bod. When he was througih
chewing oa its he tossed the bones to the whimpering dog who
devoured the remaen- and then liUcked his maztet hand is
graditue.

That's the story of Federal Aid. The hunter is Uncle Sus.
The gratefal dog Is us. Dog can lie without tails. But the
croaked hunter Is 0t11 fomilhed - and lent.

mhl a-kIl wasct r.d beaen hte STRAIGHT TALK
nawanar (*7 a Yana P. a Om *0, dO on For, TN



241

been passed Vad that the Crash of 1984 has already besn.m
Although I have attempted to hoaw in this snd other

letters that obvious publhc parlcpation In stock speculntion is
not always evident at Supercycde peaks there is typically a
state of public optimism, bordering on euphoria. Whether they
actively speculate or not, mast people at Supercycle peaks
becom abnormally absorbed in economic and financial
affaiur. As Galbraith ortmoed it up In his book The G tr
rash, by lnte 1929, "the New York stock mute,
dominated the news, it dominated the entire cuttuuc. L...
thoste who had sever bought a share of stock read the fitan-
ciha novr with the kind of passionate intensity that was pre-
vkas reserved for sports and scandal.

The portraits of bhankers, business Leaders and biwtime
speculators appesred on the covers of TIME and other popular
jourribh dtring the summer and faxl of 1929. and maney and
financial affairs replaced abstract art. Freud and the Latest
novela of F. Scott Fitzgersld or Enest Hemingway a the
principal topics for onoverution at upper middle clst cock-
toil parties.

Exactly the rame phenomenon was soted during the dec-
de prior to the Panic of 1873. whIch was sstasrled as the

"Gilded AVe' by Marh Twain. From the end of the Ciril War
to the behtinnt of the panic, the biuare careers of the
"Robber Buonsr of Wall Stut., Jay Gould, lim Fiste,
Cornelius Vanderbilt. Russell Sage and others, were aidly
follwed by the public thouch the huid accounts of financial
manupulations and randala that appeared almost doily In the
New York pets

Noew Gnc apain, money, apeculation and fmancsal affain
have become the dominant theme in Americn culture. And
this trend beean. right on schedule, after the Virnam War and
ha continued to grow in intensity. But we am now. I think at
the absolute peak of the financial mani of our generation. I
just heard that our local school boards are rerousiy consider-
ins the introduction of economics couers in the cnde schools.
What will they want tb do next, teach opti50 trading in high
schoolt

Other Haps of the end of the dinacal em of one time in-
cdude a 50 percent increase in the number of advisoty news-
Letters, the escalating expansion of the number of new options
and new futmuer contracts - and the growing indifference of
the general oublic to both. But perhaps the most obviou clue
was the cover of TIME m i for September 24, which
featured only a aert, bold, I LOVE US The caner story am
on to describe Amsercs'a current 'upbeat mood, which, the
writers make clea, has become almont euphorc

Now there is nothing wrong with liing the US, or even
loing It. The daner mrins when there i an erer widcnina
PP between perception and reality. The present noweuphoric
mood is creating an unwannrated complacency, which will
mnke the crash and depsresion of 1984 - 87 all the mom
demnttin because It will be so totally unexpected. The cur-
renm euphoric complacency, far from being a sign of strength,
is a sip of dangerous weakness.

When America first entered World War IL, we suffered a
seies of dlvstecaas defeats. The Pacific Flet was almost
destroyed at Pead Harbor, the PhIlippines were klea, all of our
Paciflc baes we of Hawaii were overrun in a matter of days
and Geruan Uboats torpedoed US merchant ships with ha-
punity in ar coastal waters, We wer, in shom, the classic
victia of excessbre optimtsm and complacency. Oaly when
we accepted the fast that we we in a deoperste strmil, with

art very sunbr5i a a free natice at stak, did we begin to tn
Eram defeats tonletme

Similarly, the euphoric mood of 1929 was perbaps mom
destructive than the Stack-aneculaton m nita Itself, a it left
ahoest eresyose, the public, busines and auremroent, totally
unprepored for the dishsters that were to follow. And being
unprepared led to hastily improvised counter meaiures that
often did more hann than good. Thi i why contray opinion
works as well. When one Is concerned and apprehensive about
the future, there is an incentive to pan carefuly, to void
unnecessary risks and to prepare for those problems and risks
that can't be avoided.

Exceie optimnim, on the other bhnd, makes one care.
less, overconfident and ill prepared for trouble. That is why
the TIME report that the crowd has become "Mllish on
America" is sot good news, but bad news. Particularly s the
realities of today and tomorrow are anything but otimistic.
For example, the Comptroller of the Currency now admits
that the Continental Illinois Bank, 'for all practical susrows"
may be preisred to hove failed. The rescue plan was not a
ba lout, but only an alternative way of pnteeig inured
deposit. The Banks stockholders asid the Comptroller, could
still lose all of their enulty, and other creditors, h~iluding
bondholder, might IoWs moet, if not il, of their claims on
Contnenttal.

The total number of U.S bank failures for 1984 could
reach 80, according to current estimates by Federal bankino
authorities This mesa that there could still be at ieast a
dozen more to come between now and the end of the year.
Furtheusore. says a Congresaional Banking ComnmItee staff
currently studytnw the problem, in at hlst half of the IS0
U.S cmmercia btak failures that have occurred during the
east thrze yean, crininal acts by bank officers were th
Prisary factor. Thes criminal ctu included not only direct
embezzulnents and kickhback schemes, but falsifying loan
documents and making fraudulent or improperly collateral
Lead loss.

This is yet another development to support my
contention that the peak of the Supercycle has been passed
and that a mnic liquidotion onthe whole finuancial system is
beedonin. During the collapse of 1929 - 32, it was found
thot not only gross incompetence, but corruption on a van

scale had Permeated the entire financald system during the
boom ye r of the late 1920's. We am now discovering the
Smne thing to be true of the early 19fts, and thi period of

euch discoveies could be just beginning
And finally, to those still waiting for the public to begin

Speculattg in NY stocks, I can only ask, "where have you
ben during the past ten years?" For the past dacade. the U.&
public has been speculating frantically in evesythino but tulp
bulbls So far there hove bean speculation blowoffs in mid,

Silver, house, diamonds, race horses, various "collectibile",
commodities, fatures, listed stock options, stratetic metals,

ergerV stocks, high-tech stocks, farm land, oil and ns leases,
and now the latest csrze, options on fstures,

The deade of maculation is not about to bean, It is
about to end, The public has become prveholoesgily
exhausted by the seeutlative bhinges n the past ten years.
Ask any stock Oa commodities broker how much public busi-

nes they am getting now. During the Asagat rally. far
example, public (non-profesfonal) trding was ablos non-

exlutnt, depite the hup volame, The nhrrvetmenw indutazy'
is not heading for a new boom, but for a hup shakeout.

This Ckrisss soeptred t rited*reow ISM Iags. of
D aeuM .1 HWp A n*W# nvwde ($126. *vi), P. Ga S
D77. 0yar Lt-* o IL 6f14
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HOW'S THAT AGAIN, MR. ADVISOR?

BY JAMES L GREEN
PROFESSOR EMEfJIUS OF ECONOMICS - UNIV. OF GA

When your physician advises, You have. at best, sal

months to live", listen up. He i not always rot, but insofar
as medicine iu a acience rather than att art, the traintd and
skilled phyician's ability to forecast i quitte good. (there is,
however, suflicient room for doubt for you to requamt a
second opinion.)

On the other hand, econoamits and financial advisors
practice an ast. Judgments me based on more tenuous data
abject to more varied interpretation. You re on sid ground
when you ash, "How's that again, Mr. Advisor?'

in a free, enterprising market the economist and finanucial
specialtit base their analyses on established principles, rela-
tionabips and human actiom and reaction Io various stimul.
Judgmenta and forecastr tend to be quite sound. However, we
no longer have free enterprising markets in which particpalnts
mre free to choose" snd move markti. in a money managd

economy, government through its massve mnd coercive
taining, spending and regulatory powersn overridae market
forces, at leant foe a time. Economista must, then, understand
politics and political philosophies as well as economic prinsai
pIes. We live in an era of Political Economy.

In all qndidneo the government Is. throujh its policies
and actionl baiding a"'Debtr' Pridson" for the Americans
people. The federal debt first reached $10W billion in 1942.
In the next 42 yeans the debt exploded by I 5% times to SI .
trillion. Under extant tax and monetary policies total public
and private debt is approaching 17 trillin. Net intenest
poyments on the federal debt qtintupled from S21 billion in
1974 to Sl 1 billion this yena, just ten years later. Proections
place interest costt for the tAde governmenr t at S214 bil-
lon, almost doulint by 1999. Remember. veramaont in-
tenet poymernta s ally "tranefer payments" taken ftom rone
pocket throuph tanen and pitsod in anothers pocket throuls
expenditures.

How't that again, Mr. Advbor? WM ie rmnt WU
pay off its debt? No, but do't wormy, debt provides you
co nmini flow of income. But I do't own aythiag encept
an obligation and a promise to giay. Tlat's e, ttttut the

7f

government's power to tax is unlimited as is the Federal Re-
aerve B sdxS power to create new money to meet government's
obligations The debt can be rolled-over indefinitely.

But Mr. Advisor, itnt it basic in economic law thot debt
muat be repaid at some point? Well yes, but govenrments have
always done thin through new money creation and hyperinfla-
tion. How's that agait. Mr. Advisor? Won't hyperinfiation
destroy the purchasing power of my income flow and leave
ow with nothing at all? Well ye, bhut that can never happen.
Government secusities se yosur safet and most liquid invest-
ment vehicle. How's that again, Mr.'Advlsor, are bankers and
money masoagers that omniacient? Are not banks, corpor-
tions, nd even nations now overburdened with debt and
facing bankruptcy and default? is the debt burden we have
acosmulated worldwide really manageable'? Well, yea and no.
The debt is being reschedsled over longer periods. The Federal
Rearer has said that isege banks will not be allowed to fatiL
But, ir. Advisor, Ian't it reality that letting over-eatended
banks and nations go bankrupt rsb deflation and bailing them
out risks hyperinflation? isn't trsue that virtually all financial
markets and debt-intument nvtet depend heavily on
Interest eats? Isn't It tmme that interest payments are taking a
larler and laWger portion of income flows of corporations,
goenmnents and hotaeholds? Tell me again, Mr. Advisor, tell
me my ravinge and ihnetments are safe.

Well, I can't osusre your financial safety. Ufe i sall of
risk However, lot the good times roll. Consumers borrowed
S10 billion in June sad S7 billion mom in July beyond their
income to they mould spend and enjoy the goodies of life.
Govenmtnts setz borrowing and spending S200 billion mom
than their Ltveaes to they cm spend morm for collective
podles As we al boow we cmnot go on living on borrowed
money forever, o enjoy it while you cm

How's that gsain, it. Advisor? Is's my sawings you asm
Wt" lgabout.

A& Grun's - k 88174 t BersV Tres Road.
Pawrok FL 32614
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THE FINAL ACT - A SUPER TRAP

BY DONALD J. HPI E

Now that Ronald Wilson Reafs has been reealcted (to no
one's saupeta) President of the United Staten. the final act of
a Supercycle bull market and longwve ooecomrric etpansbon
that bepan some 35 yea ago an be completed. To be
specific, this Supercydc started at the post-World Wu 11 ex-
hauttlon trough In 1949. In that yea. Western Europe and
Japan, which had requfred massive U.S aid just to keep them
from total collapse dotung the first three postwar years, bepin
an economic and polcal recovery that would later be dea
scaibed n m hkcouL

In the US.. the terning poInt come Jo lune of 1949, on
a day when the total trading vobome on the New York stock
aschange reocitd a 40 yeaa low of only 850p0 ahares.
Almost no one waa Intanted In stocs In 1949, or Indeed In
any sort of apomnlat. Top pade tong team bonds wan con-
sidered the only pnudant htrestment, even though they yielded
leas than 4 percent. Behnd thin ectname finah l cation was
a widespread conviction that a meere and proloaged depr-
rdon wu imminent.

President Harty Tman ws warned by both abhor lend-
o, and top hbnensn cnctoloen not to rapeat the micthan of
Hesbeat Hoover, nd4 the cemmnent that, "1949 cnuld he
another 1929," war heard wtth hecressing frqserncy. But
1949, of coase, wau d tly not the equitalont of 1929:
Quite the contrary, It wn he sri point for the peatest
bun market and economic onpandon in world hirttty The
widely anticipated postwar depression not only faid to
aranio, but the compieo and dlffildt transition from war to
peace in the U5 was accomplished with nothing wane than
the mild recann of 1948-49.

Nevertheless, the New Yark sack market, reflectig the
fears snd nxlety of the andy poar years, reached a hbta*
cally undevnahlud low he Am of 1949 omide on almeat total
lack of Int n hpemiim If thca urns any cycle theorst
mmmd at that tme, they would hbe knoawn that the 1949
low, which oanurad 53 yam aftr the prior hvup-wine tow hn

M96 and 17 yam dr the Grat Depession low of 1932
Wun actually ace of tie greftest' in ~tep lIsai

But having me an exteIve march of the Bnnatl liter-
ature of that thme (and am having lined thraugh the perlod)
I could not find anyone who undeaetood the signifnce of
1949 in term of cycle analysis. Than wore a few who wan
inclined to be hullish fram a ortry opinion point of view,
hut even this mall uht estnte minority did not comprehend
that both the economy and the New York stock market wan
beginning a 34-year, tong-wave onpansion. Professional and
acadenic economis wanre ahnost unankeeusly predicting a
depretaion for the 195(ysa and the pnt majority of invest-
ment advisers and Wall Street hroker wane aoldly bearis

Yet cycle analysin alone wasld have correctly Identified
1949 an a probahle longwave tow. Ar'noted, it occtrred 53
years after the prain long-wave trough is 1896, thue foiling
within the 53-S6 year range for this cycle. et alo camt 20
year, after the Stpercycle hidg of 1929, putting it within one
year of the "idear long-wave comftsion period (based on
flbanacc) of 21 years. The Ideal Iong wave I of 34
year expansion, followed by a 21 year corrctlon, totaling
55 years. And 21, 34 amd 55 are oIl fibooeci nautbern The
flhonacd tie is a wellown m oncpt (dating
hack to the htot Middle As) in which each nmthor In the
series represents the total of the paNm two n rmboL

Therefoe. I plesp ad2pha I a, 3and
3 pius 2 quas fe tc The complete fiboneed series h
counted from an to 144 in the following mancona 1. 2, 3.5.
S, 13, 21, 34, 55 89 amd 144. (Flbsaced nambers shove 144
do not appear to have any da o with regard to the
behnavIc of financial indcas ot stock palms) Ralph N. Ellott
considered the flh e seles to be aentral to his wave
theory (which he mshtitled, 'Nars Law`) bae pottons
and comenic forms bosed on flbteoncci dan and reletion.
drips m cononn In antumal p aanaa. the Wor hlb
anumbes, 34. 55,89 sad 144 emnahA found 1! otein baic

danorniem aomsta*
In an Ona It 1 sany amrts at benatd umb

and patteena ae do a a anud I r*Be ltedwassh l cyde
anabic, which Is vhy 1cside Olu long was tn b
55 yein vtd an e pq ef34 j gad a comt-
lag or. man a. The
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correction phte can take the form of a Large triangle of "flat'.
as well as a continuing downtrend, and the correction of
1929 - 1949 was actually a large triangle with thret reeeraalu
of diminuhing intenrity. beginning with the Craun of 1929 -
32 arld ending at the postwar low in 1949.

The number 17, 1 also find signifcant in cycle analys
becaute it in oneohilf of the key fibonacci number 34. 'ad it
was 17 yearn from the 1932 low to the 1949 low. But cycle
analysis only indicates where major turnng points are likely.
To confirm a cycle high or low, one muot hav othar -
dence. There was, however, an abundance of ruch evidence at
the long-wave low in 1949. The moet obvious thing. of ourse.
wau the extremely low volume an the NYSE and the almout
total lack of interest in speculation. There was also the wide-

spread fear thut a new depreasion wan imminent. and finally.
there wan an extremely high level of financial liquidity.

U.S. corporations in 1949 had. for example. en average of
S1.20 in ahort-term atertt for every S1l00 of hert-tersm

liUbilitiens while U.S. banka could cover 83 percent of their
deposit liabilitins with short-term asset equal to reedy cash.
Never before (or aince) had the American financial Syatem
been in nach a position of strengtlh In retrospect, It appears
to have been almost irrational to iave expected a depression
under such circomatances, especially in the light of the enor-
mons pent-up demand for both consrumer and capital goods
resulting from wartime deprivations. (Shortages of even basic
Items continued into 1948, ia industrias tnruggigd to convert
frtm wartime to peacetime production.) Nevertheless, such
irrationality was then the accepted wisdomL

The foregoing comment wns intended to establish beyond
a reasonable doubt that 1949 wan indeed the prior loogwave
low. becaurse a 34 year expansion period from June of 1949
bringh us to June of 1983. which wa exactly when the broad-
tst stock asvraeu, such an the NASDQ Componite (OTC
ncocks), the Va Liane Index (all NYSE stocks) and the ASE
Index mode their all-time highs. And'l muot point out that
those broad stock averages am now ntiS well below their June
1983 highs. The NYSE Advance/Decline Limn (all stocks) alsO
topped out in June of 1983 and is now well below it 1983
high

Consequently. I am quite confident that regardlen of
what might happen to the WJIA or the S x P 500 dtting the
next few months, the broader averages, which represent tbm
great majority of US. stocks, have already seen their highs
ffr thin Supercycle. and the June 1983 Igs foe tam ar-
ige and the A/D line will not be eacd Therefore. I think
my cycle projection calling for a Supercycle high in 1954 his
shady been confirmed by the actions of NY tocks.

As far an the NYSE lidex, the S & P 500 and the DiA
ut cnced, I think the topping process that began in June
of 1983 i aiU unfolding. but in getting dlos to osespletixtl.
The S a P 500 appears to be miidng a giant double top, a
It churns back into the 1983 peak area on masie voh=L The
ume thing couid be raid of the NYSE index. I will discass the

WiA an well as the neat term outlook for the other popular
aerage in my stock section. but let me note henr thit a ehOet
term braeaktut for thei WIA bhove 1250 could lend to a teat
of the Jue 1983 high of 1290 and avon gle this Avorsa
enougi moaentom to make a marginal new altimho high.

flut I would roprd any sch Iast fling by the DWils a
most dangereun trap, an I am aimost certain th1t the great
majority of stocka would ne follow, and the mota et
aceneapnied by madsiv veone. would simnply be a ow far
ths further distribution of the inpv apitalization stcks.
Soaesn of my collenan_, who seen with my tbie thet we ae

t1og

at or near the top of a Supercycle, still think that the NY
market will make one mare explosive advance into the spring
of 1985, which will carry the WJIA and the S & P 500 to new
all time highs before a primtary bear market begins.

At this point I really don t see that happenine as a lot
of lono, trapped since the 1983 highs. are still waiting desper-
ately to get off the hook. I just don't think the market will be
that obligi Nevertheless. such a runup appears terhnically
possible at thin point, as I can't guarantee that it wont
happen. All I can do is warn yau again that each an advance
would be a super trap.

The WH Cycle Chart identified 1984 as the moot
probable high for thin Supercycle, booed on a 55 year interval
frot 1929. But I concede that a 56 year interval is elao possi-
ble, ven though It does appear unlikely now. In any cao, we
have an abundance of other evidence to confirm that we hve
mode, or ame still In the process of making, a Supercycle top,
as conditions now ue exactly the reverse of what they were in
1949.

Then NYSE volume had fallen to o 40 year low and there
was absolutely no interest in speculation. Now volume in
breaking all-time records and oar whole society in being con-
earned by a mindlens pasion for gambling and speculation.
Subscribers have tent me clippings to remind me of the current
popuolrity of suta sponsored lotteries. When the payoff in
large, people spend all night standing in line as buy lottery
tickets and aornetimes spend hundreds of dollars for euch
tickets. even thnogh the odds against winning am utronnmi
cIL

only a few years ago euch lotteries. when sponsored by
private enterprise, were called "numbers nckhte, and con-
sidered a criminal activity. Now, the same states which put
those running numbers games in jail whenever they osuht
them have apparently decided that crlme does pay after all
and have gotten into the business themselves. For the mum
affluent, options and futures can provide the sanme kind of
thrM offered the lottery player, with generally the name reMRlL

Also, in 1949 there was Widespread fear of depression.
Now there in not only a univereal conviction that a depresaion
will never be permitted by the Fed, but there In an abmot
hyatenical befief that Ronald Resgen will ibd us nD to a great
now ea of unprecedented prosperity. Foor morm years, the
crowd chnats, four more years. But unfortanetely dear
readers, while Ronald Rengen might have been Calvin Coolidge
in bis first toers, he will be Herbert Hoover In bhi econd

Calvin Coolidge. elected in 1924, was the conservative's
conservative - a tactitutm Yankee from Vermont, who
belleved Impliitly that, "the businer of Ameris in bowbon".
Thus Coolidge Admidstrattion cut taxes and dopted an opealy
probusiess policy. It in understandbe, therefore. thee the
Republian conservatives wer quite willing to take credit for
the rering -New Erat boom that accmpiarded the Coolidge
year between 1924 and 1928.

But in 1928. Cooldge, who could have bean roleced
in a landdide, dedded (fo r asmu known only to hinul)
to quit while he was ahead. "I do not choose to rtsn," said
Cooib without furtier erpinatio, and that wu thaL
There ls been mucd specdation r fte years that "Silent
CAr iew what was coming, and bhi wife. ace. amne
adminted as muds to a reporter in a moment of hlidceimd .
Ih any cme Coolidg was arueeded by bbi Secretary of
Commnser Ilrber Iorver, another stimac, pro budwa
coesiatied who could be counted an to deiver feour move
yean of esly.



245

it is bard to realize It tow. but Herbert Hoover, opon hit
election io 1928. was one of the most odoired aod respected
meo io America Ho was a professiooal cgineaer and so estute
businessman who ode himself a millfooalre before the tp of
30, a scholar who translated Laton texut into FloBg sod a
1ooitaruin who monaged American food relief programs
duorng World Wu I sod wss credited with vtingsMillofmmrom
starvaetlo. in bort, Herbert Hoover. to moot Americans in
1928, represented the epitome of Amorbeanbsm. He wa a
self-made man. a "rugged individutal who mr ftom modest
circumstances to the highest evels of wealth, prsoloesce sod

meo His speeches were more ie sermons, and he
preached the old fsthiooed virtoe, of thrilf, hard work sod
patnotisbn.

Al Arnerilcas hod to do, sold Hoover, wan to woek hard,
tae mosey asd believe in Amserica sd their ceatimed great.
oes and prosperity would be sseared. He was etected in a
bnsdrde, corrylog 40 out of 48 sltes. But smothIng went
wrong; only reven months after hb itougorstios the worst
fionsocaj sod ecosomic colse io modern hittory began.
Althougnh Hoover Introduced teverel govermenseol innoetlons
that toter become part of the New Deal, he wat uneabl to holt
the decline. Hoover ran for reelection io 1932, bht with sn.
employment spproachin 25 percent hit defeat was certain,
sod ho reputation was so badly damaged that despite tubse-
quent govrement seevice during World Wsr U sod sfter, it
wes never ftdly rmotored.

Rontld Reagan wm elected to hio first tesm in 1980.
fifty-six yesrs after Calvin Coolidge, and phileosophically at
least, he was (and i) the meat conevative Ameerien presi-
dent sinae the Coolkide-Hoovner ee. Like Coolidge be reduced
tues snd conducted a pro-busiset admintotratbio. And like
Coolidge, he repreented, to the majority of Amterics, a
retum to traditional American values.

It was no accident, I think, that to both the Coolidge
years and the Reagin fIbt term thern wme otrong element of
religiout revivalbam. During the Coolidge era, for examppl, the
now famout 'monkey trial" took piane in Tenneasee, to which
a young scence teacher, Johb T. Scopes, mse ceaged with
violating a rsate law that prohibited the ttachiog of biologIcal
evolution in the public schools.

The cae attracted natinwido attention a s contest be-
tween religious fundamentalism and moderots. Tno hate
1920's alto saw the eke to national preoatoenee of funda.
ment&it preachers, each u Almee Sempile Mtcibaon (Sister
Aimce) sod William Ashley Bil Sundy, who adroitly
uted the ow Iniovation of radio brosdeastllg to attract a
huge fodloing, which geve thita, indirectly at least sipill,
cuat political power and itnflene.

During the Reagan ea we hovesn mmaw now oramton of
TV evoangelsts, euch as the Rev, ett Faltd .edo to national
prominece std fluene. Now I would nerver bh so tash as
to enter into any kind of theological dispute to dni letter
or rdnter asy oeinlon on religious mottoes. I last want to point
out thet It ha sli hoppened befrer, and that the sith in te-
iligou fundamentallan during the Reagan yars i atotst sn
exsact rpeition of what happened dung the Coolidge-
lnoover Now Era.

I ttid years uo that when the Suzpeauyds p actually
soeived the Amreletn p oipb would be In sceh a sutophaoc,
state thet they would be abmet totally bId to what wua-tv.dy happeningt .That tkes hba nib Us tidd tsoe
tion of Ronald Reagan to a second trm o s a fIld oadlmatlon
of the S534cych peak In his onpetp spasc tis 192E,

Herbert Hoover told the American penple that the complete
beliton of povety in the world ws not only poosible out

inevitable; It was lrmply a motter of good m-aerent which
ho buhoalanoriented adminittretion would provide.

Such s Satemnent wAs, Of court, preposterout t a timoe
when 60 percent of American families earned ltot than S2,W00
per year snd one-third of then didn't een hove Dnnireg water

r electricity. iut the euphorb of the Now Era ew to great
that aln kinds of preposeterut idu were readily scepted as
gospel trrths. Now, Ronald Reagan hot promised tow interent
rates, zeno inflation and a booming eonomy, withest asy tn
increases snd without any reductiot in socrl stecuity, med-
cue, govensnmst penaltm or sny other federally financed
benefit And at the sere tihe he promise to build ap the
military to invircible strength and construct a "Sear Wad'
defen# system thte will provide a 100 percent giarastee
against a Soviet missile ttack

And despite the fact that thes promises ua preposterous
in the igiht of current fiscal and Dinaseiad realitiea, they ae
eagery accepted by a public that simply wanes to believe.
Mt. Mondale, by the way, showed a total lack of political
sensitivity when he board ho catmpaigon the problems of
oeur time Is ltt psent mtote of euphoria, the American
publbr does not want to hbeu about problema; it wanto to be
left alone for s while longer to enjoy itu fntaies of a wortd
where all problems can be solved simply by having the rIght
moral attitude and the tight econmnic theory. How much
longer will the current euphotri last Well, Hoover got 10
months after ho election, but I don't think President Reagan
will be an bucky - the collapse of Reaganomis sirceld be
obvious by next ApriL

This artle wase _ rred finr Ak. PHrre's Aes'm6w
19Sv Anra4is newslerter ($126 a yr P. a sox 977,
C'yoni Lake. IL 60014.
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I ,oatel Mr. Home's Novearerbr nesaeew pAm thdow
dayer before this k* asee to go on the prw mnd although I
prined A& HqaWe wekh* iWi the "Wlth of 1E Has
AuniA Beun" In the first few pales I decidwd to errnt Ohi
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ot of Yeur coetea pickin' neh i- Wttifi th that171 s nAsrUI
off ot the month aner for my celuern Wdthid -" cae"
elite follows

Nobarl Moikes - "Afihar
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MUST CHRISTIANS BE IN SUBJECTION

TO ANTI-GOD GOVERNMENT?

BY RICHARD B. SHOFF

The Russian Baptist listened intently as an interpreter
conveyed a question put to his by a smdU group of Ameri-
cans, As soon as he grosped the intent of the question, the
Russian sprung to his feet nd replied ropidly in his native
language. The Americans leaned forward in rapt attention,
trying vainly to perceive some clue as to hbi answer.

This happened at so unspecified location in Switzerland.
The Russian, who has spent six years in a Siberian concentra-
tion rump for the "crime" of printing and distributing por-
bons of the Bible, had sneaked out of his country to meet
with the Amorican Christians.

The Americans had"just asked the man from Russia this
provocative question: "How do you Russian Christians inter-
pret the meuning of Romans 13:1, which declares that 'the
powers that be' (governmental authorities) are ordained of
God, and that the Christian citizen is to be in subjection to
them?"

The interpreter then conveyed the answer of the Russian:
"'111 tell you how every ttue Christian in Russia understands
Romans 13:1. We understand this Biblical passage to say,
consistently with all Scripture, that the governmental
tuthority has been ordained of God to do the will of God.
But, when the government denies the existence of God and
persecutes the people of God, it is not of God but of the
D'evil!"

The Russian was saying, in no uncertain teens, that
ChrisUtiat ta not obligated to obey those decrees of govern-
ment which ure anU-God - especiaBy those which would
interfere with Christian ministay. I agree, and that's what I
want to emphasize as we focus on Romanst 13:1-7 in this
article.

SPHERE OF GOVERNMENT

The key to a proper underatanding of this passage is to
notice its clewt statement that the sphere of government is
limited to (a) the restraint of evil, and (b) the prahe of good.
This two-fold function of God-ordained government is
declared in Verses 3 and 4:

"For the mben a, not a tereor to good wonkx bht to te*
evil Wift thou, that not be afrad of the powss? Do thha
whkh Is good, and thou *ta hae prube ofthe er For he
(the 'e eai atthorvy) is the minhbtr of God to dte
for pgoodait If thou do that wthih Is vil, be ahfut for he
hewth not the awved In vain; for he i the mhht&w of God,
and waer to iate wrath uPon hks the dotth wit

3'

All too frequently, Christians rip the first verse of this
chapter out of Its context and declare it to be an absolute
command, regardless of clrcusnsttnes For example a number
of self-profesed Christiass descended on Pastor Everett
SIleven, Faith Baptist Church, atd the "Nebrasha Seven"
like vultures on a carcass, using Romas 13 as their proof-tet.
These critics maintained that this passage required Sikven
and his people at Louisille to be down meekly in the face of
state tyranny and to dow Lthe state to take over control of
the educational ministry of the church.

One pious sounding brother wrote from Lincoln,
Ntebrska, challenging "the whole congregation at Faith
Baptist Church to "read in unison Romans 13:1-7," and to
be reminded that it, too, is God's Word!

Another fellow wrote from Michigan, addressing his lethr
to a friend of Faith Baptist Church, and charging that Pastor
Sileven and the people of the church "appeatr to advocmte
civil disobedience," which is "in direct conflict with what
Paul teaches in Rouins 13 concerning our relationship of oUr
government."

THE "HIGHER POWER"

Let's look at these cniticimst The "higiser powers" men
tioned In Romw 13:1 are, in a coostitutional system such as
ounr, those which rule in hartmony with our U.S Constitation.
Obviously, the Constitution defines the structure of our
government and places sttict limits on the powers of state and
federal authorities

A moment's reflection will lead any thoughtful person
to see that it is impossible to be subject, at the same time,
both to the authoddes who uphold the Constitution and those
who violate It. Such authorities are at opposite poles. Gbedi-
ence to the U.S. and Nebrtska Consstutions, which ame
in effect, the God-ordained "powers that be (Romamw 3 1 )
Involves disobedience of those who womld deny us out ronsti'
tutiotal righits

It cannot be both ways. Tqj 'e abjet" to spurious
ad crimbial "authorltlbes" IUfD dsuplu God-ordained cousti'
tu'tessal fneedoam, in to aid thein It the ezecatiot of thei
crimes to boiaer theirt tyluii regimes mnd to taue
responsdbilty for their ptesdnirW plunder of the people
of God, That is thw wort o the da and Cistullts shouild
have no part in it
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God don not ordain hunn aUthorities to fight Him tnd
His nrghteous coose. The particular function of lote "porers
is to be a "terror" to -the evil (Verse 3) We are told very
specifically tsht they oc "not a terror to good works."

This MnMe revelation is strengthened in Vene 4, which
features the conclusive statement that the goveenmental
authority Is" ... the minister of God. un avenger to enecute
wrath uson him that doeth evil."

In the Louisville situation, Pastor Silean and hi people
have done no evil. They have comrs itted no crime. instead,
they have done good by providing a very successful, God'
centered, eduactional ministry for children and youth.

According to Romans 13:3, the "powers," or
goveremental authorities, are "not a terror to good works."
If the Nebraska tuthorities were ordained by God, they
would, not be persecuting a pastor and church for the
performance of good worksh

lYRANT SYSTEM

The tyrant system of Nebraska, which jails pastors. pene
cutes Christloes and breaks up familics and church educational
ministries, is nt ordained of God. It is satanic; therefore,
Christtans do not owe It their allegiance in thowe sren in which
it exerts tyrannical Authority.

Instead4 Christians oe the tyrant system their unflinchs
log opposition in the form of a continuing commitment to
the service of Christ, In total disregard for "laws" snd "regra
latlts" which actually punish and tupprett good while prais.
log that which i evil

The point of Romant 13:1-7 In that the Christian should
be in subjection to goverunent in Its God-ordained role of
judging evil, Neither the Bible nor the Constitution ever or.
dalns government to restrain cets of goodness which rne
rendered in the performance of Choistian ministry,

ARIECt SVBMISSION?

Tlho e professing Christians who cold and hassle us for
refusing to retreat in the face of satanic tyranny are quick to
remind us that Romans 13: 1-7 was written under the Roman
tyranny; therfoee, It desnands bject submission even to the
mot cruea oppression by gemnment.

mat line of Interpretation Is feebe, reckless and
dan gerus. According te a semninay cladumate of mine, who
gm up it Hitler's Germany, the typical Csristian of that time
surply shrured off the Neil tyrsnny on the basis of a false
understanding of Romans 13:1. Asked for their opnimn of
Hiltler, mos Gemnan ChrIntion of thtat time would reply, -rm
for Hitler beeate I know that the powers that be ow ordained
of God!"

Getting back to the Roman tyanny of the Firat Century,
It needs to be understood that not nil features of Roman
_ovesunnt were tyrannical The same in ttue of the Nebraska
erMMnmL As I write this stlde, Pastor Everett Sihven Is

kin IBfnr the I t sentence to date - eIght months!
01thlh is g n soa of tyrmny pnre and simple.
sut. at the vane tmse, the very same Nebrsaka ravn'

meat that od this stroke of persecution against B11sther
dea has slaws h n the books whick eequire that idvors

step at red traffic sigtals. Mm Nebraska Iws gso pto-ide for-t Who thowe who Ignore the traffic tlpaL Slch
.kw% whkic as nectry to rentt the fAom of trffc and

Fife and property, or not tyrn lul,

Tne elastic revelation that cone frun the pen of the
Apostle Pul, at recorded in Romans 13:1-7, states a univer-
sal principle: Tbe Christian owes the civil government cespect-
fWl sabjection within thos spheres in which it judge evil
acts sod praises good ones. The peaiciple in no way implies
an obligtion to be in sheepish snbjection to civil authoritles
whenever they intrude Into the sphere of spiritual ministry
and lord it over the touls of the people of God.

Whether in Rome, Rossa or Nebraska. the Rom ras 13
prliciple is td tme: Be in sabjection to any governmnet
aeting within the sphere of its God-ordatined functionst It
esence, these God-ordained functlons of grertment are the
protection of life, liberty and property. Tbey do not Inclhde
any regulation of the spiritual ministry of any chourch

CHRISflAN 'RIGHTW"

One critic wrote that Pastor Sileven, and thosh of as who
stood with him, were not scting Scripturally in that matter.
becanse "Chrisrion are slaves of Christ, and slaves have no
rights"

mhat's the kind of sick theology that would sell any
nation or civilization down the river. We absolutely do have
rights an Christians, and our fundanental rit is the right to
proclasim the Word of God and enuse in our God-given
spiritual ministry.

When Peter and the other Apostles were forbidden to do
so, they bravely rsserted, 'We must obey God rather than
men" (Acts 5:29) In Nebrtska, Pastor Everett Sileven's basic
Biblical and Constitutional right to proclaim the Word of God
througb his church educational ministry is the lone.

Nebraska souoht to control that mhiistry, to specify that
only 2% of the library books in Sileven's school cnuld degl
with "relgion," and to compel the uoe of "required' books
which feature dirty, four-letter words. Brother Saceen and
tshow who stood with him replied, -We must obey God rather
than men,"

WHO WHIL STAND?

The Russian Baptist was correct. Out of the crucibla of
persecution and torture had come his understanding of the
rea meaning of Romans 13:1 - fhe powers that be are
ordained of God to do the Will of God," His Intespretive
Insight was too simple, too profoustd to have conse from the
cloistered halls of the stilnecked theologlses or from tde
vory towers of the philophess,

The question I, bow many Amaetiam chirtze of mur dme
will perceive, with that obscsam, shabbily'stdled Russian feom
om of the prison wastes of Sibeeb, that God only ordains
governments to do His will; nme to contravene His righteous

How many ctitens - even Choiitan citizens - of thim
orer-fed, undisciplined, selfinduelient nation of uses will
agree with the Russian? How many of us wuld stand us be
ttood, etet to the point of resat personi sactifice and to the
very brink of death for God and liberty?

ma mewer to tsehw qsaatitn miust wel determine the
hoeu of the sunvival or demiss of our Constitutional Repubslic

RAks'd Sloff it Pandoaet Of Y~rw Lor L h u
fStr bat coam ad) Jad i a ralap conthara r. Ur ON
_ it P. Q hu 1I1, Abmwik C 2 115 Faw
7O413Z7'

a
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BUSINESS CONSULTANT

CONTROL DATA
CORPORAnON

Rapid City. SouWh Dkoa 5770

U.S. Senator James Abdnor 2/20/85

309 Senate Hart Building
Washington, D.C. 20510

Dear Senator Abdnor,

The present grave situation regarding Rural Economy, along with the imcense

interest and genuine concern shared by many Americans, does highlight the urgency

and need for immediate solutions and actions. As a concerned individual and one

who has worked for and with the private sector, Control Data - for over 15 years,

you deserve to be highly applauded for the much needed bold actions you and your

Joint Economic Committee are undertaking on this important matter.

As you know, Control Data has shared your concern regarding the national rural

economy for a number of years. As part of this concern, many programs have been

developed and implemented over these years and have brought positive results.

These programs essentially cover the same facets of rural life and economy that

your committee is reviewing.

One factor that helped bring about an effective and productive program was due

to its structure, which in most cases, involved a joint or cooperative Public -

Private Sector partnership or venture. The feature of public - private and many

times, educational sectors jointly contributed to the success.

Your meetings and hearings in Rapid City and South Dakota on rural economy were

most timely. Wish you continued success regarding this important problem. We

will be most interested in the efforts of your committee and will be looking

forward to the results of your findings and recommendations.

During an informal discussion after your meetings with your staff person, Dsle

Jahr, and per his request, I sent you and Dsle copies of some of the Control Data

programs that relate to Rural Economy. These included Community Enterprise

Program, Job Creation Network, Business Technology Centers, Small Business,

Regional Approach to Technology and Trade, Education, Health, et. al.

Good luck on your hearings and the national rural initiative you and your com-

mittee will develop.

Keep up the good work,

C dially,

an Laitos

P.S. Per your request, I agree to be a volunteer of the "Abdnor Task Force on

the Rural Economy'.
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INTRODUCTION

Creation of more and better jobs is a paramount economic
development objective of the Midwestern states. A wide range
of programs and incentives have been established by the various
states to address the objective. The states have begun to
recognize that technology is a major economic asset and worthy
of further development and exploitation to expand employment.
This recognition is mirrored in the increased interest in
research and development, often reflected in new funding for
university programs.

States also recognize the necessity for effective technology
transfer to foster economic growth. Technologies, whether
developed by individuals, universities, or small and large
businesses, represent only a potential contribution to job
creation. Without the 'transfer' of such technology to the
marketplace, this potential remains unrealized.

While the federal government has historically played an
important role in basic research in universities and federal
laboratories, it is increasingly the states who are taking the
lead in the technology development necessary to move that
research to the marketplace.

A second area in which states are focusing more attention in
their job creation efforts is the promotion of trade with
foreign countries. Hand in hand with this must be efforts to
develop more productive relationships with respect to the
cooperative development of new technology and application of
existing technology.

Once again, the federal government has a long history of
promoting scientific cooperation between nations but, at the
same time, it has failed to provide leadership to spur
international cooperation in technology development. The
states are well positioned to cooperatively encourage
technology development and transfer.
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As each of the states undertakes efforts to better understand

emerging technologies, their potential for economic

development, and how such assets can contribute to improved

international trade, it is appropriate for them to seek ways to

support and learn from each other.

This document describes the establishment of a Midwest

Technology Development Institute to develop and administer a

set of programs designed to implement the interest of the

states in technology development and trade. The Institute will

assist each state by linking their individual efforts to pursue

these objectives.

The Institute will:

o Establish policies and procedures to expand cooperative

research at Midwestern universities and cooperation between
those universities and foreign institutions.

o Contribute to improved access to technology by the states,
universities and corporations in the Midwest;

o Help states to better understand and initiate efforts to

improve access to technology with other countries;

o Develop a strategy to encourage equitable technology trade,

initially with Japan and the United Kingdom.

Cooperation is the key to the success of this endeavor. The

states in the Midwest represent a significant aggregation

capable of achieving high visibility and leverage in the

international market for technology. The university research

organizations in the various states represent a unique resource
whose economic value can be better realized by cooperative

relationships with other universities and with private

industry. The private sector base in the Midwest is strong and

diversified, representing a significant opportunity for the

transformation of technology into jobs. As these three sectors
cooperate in the manner described in this paper, the economy of

the Midwest will be strengthened far beyond what could be

achieved by efforts of individual states.
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THE ORGANIZATION

As envisioned, the cooperative effort of the states in the
Midwest will be organized in three major parts: the Midwest
Technology Development Institute (a not-for-profit
corporation), a Midwest Technology TraCing Corporation (a
for-profit corporation), and a number of Cooperative Technology
Development Consortia linking interests of universities and
corporations throughout the region.

The Institute, which is discussed in detail in this paper, was

incorporated in December, 1984; the Corporation will be formed
later in 1985. Existing research programs will often be the
focal point for the Cooperative Technology Development
Consortia. Thus, the establishment of the Consortia will
depend on the particular interests and situation at the various
universities. But the first Consortia are envisioned to be
operational during 1985 as well.

Midwest Technology Development Institute

The Institute itself is the umbrella, policy-setting
organization created by the participating states. Its major
objectives are:

1. To plan and coordinate a program of cooperative technology
development and application among member states and between
entities in those states and entities in foreign countries;

2. To encourage equitable technology trade between entities in
the region and those in selected countries, beginning with
Japan and the United Kingdom, and to develop a Midwest
Technology Trading Corporation to assist with same; and.

3. To assist in the establishment of Cooperative Technology
Development Consortia to link the resources of the states,
universities and corporations in the Midwest and abroad to
expand technology development.

4. To undertake educational efforts aimed at improving
understanding of the importance and value of technology
development and technology transfer.

52-112 0 - 85 - 9
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Midwest TechnologY Trading Corporation

The Midwest Technology Trading Corporation (MTTC) will be
formed as a for-profit organization which may have both public
and private investors. It will have five major objectives:

1. To support cooperative technology development and encourage
technology transfer within the region and between regional
entities and those in Japan and the United Kingdom;

2. To negotiate equitable technology trading agreements
between Midwest and foreign entities, beginning with those
in Japan and the United Kingdom;

3. To build a portfolio of technologies acquired or licensed
from small businesses, universities and others with the
express intent to transfer them to entities in other
countries as well as for catalyzing the expansion of firms
and the creation of new ones in the Midwestern region;

4. To provide advisory technology management, marketing and
other related services to the Cooperative Technology
Development Consortia and to Midwestern universities and
small businesses.

5. To develop and market a technology information base,
including information on available technologies and needs
in the Midwest and various countries, particularly Japan
and the United Kingdom.

To the extent possible, MTTC will attempt to have existing
trading companies or technology brokers actually manage the
exchange transactions. Where this is inappropriate or
impossible for some reason, MTTC will itself assume the
transaction responsibilities.

MTTC will build its technology portfolio through either
representation rights or the outright purchase of technologies
or investment in specific technologies through the acquisition
of either equity or debt positions. In all cases where the
company invests in a technology, it will do so based upon the
expectation that the technology will be valuable in the context
of technology transfers between entities in the Midwest and in
other nations.
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It is important to stress that the guiding principle governing
MTTC's strategy will be to reinforce and build upon the
comparative advantages of the Midwestern region. This means
not simply focusing on certain industries in which the Midwest
appears currently to have an advantage, but also to be
cognizant of situations in which the region has the requisite
resources to spawn new firms and industries. The overriding
goal of MTTC is to build on the strengths of the region through
cooperation.

The specifics of organization, governance, etc., of MTTC will
be a priority effort by the Institute during 1985.

Cooperative Technology Development Consortia

The third element of the cooperative program is the Cooperative
Technology Development Consortia. While the structures of the
Consortia are expected to vary in response to the various
interests of the participants, the Consortia are envisioned to
be a mechanism for leveraging the technology development of
universities and corporations in discipline areas defined by
the Institute in cooperation with the development participants.

The governance (management) structure under which research and
technology are conducted in the U. S. university system is such
that the role of the individual, in both the funding and the
conduct of the project with which he/she is involved, is a
critical element. Accordingly, to be successful, the planned
Consortia must be structured so as to complement the overall
mission of the participating research universities. In effect,
this means drawing directly on the strengths of faculties and
student bodies where individual initiatives are prized
commodities. From observation at the university/industry
centers that the National Science Foundation has established,
as well as from cooperative programs in the area of high energy
physics, it can be expected that faculty and students will be
willing participants in programs that are guided by responsive,
democratic leadership. Indeed, such voluntary and active
participation is one of the major assets of this nation in
outpacing foreign competition.
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While it is important to assure that there is no abridging of
the essential autonomy of participating states, universities or
corporations in the administration of the Consortia, it is also
important that they reflect - both in their administration and
their work agendas - the broad needs of the region. Therefore,
both the Institute and MTIC will work with the participants to
define the appropriate cooperative technology programs. Six
areas seem pertinent for elaboration: first, the criteria for
determining which areas in specific universities are the best
candidates for participating in Consortia, including, in
particular, the priorities for establishment; second,
possibilities for the administration of the Consortia which
deal with how the faculty and the private sector could be
involved in management; third, the nature of incentive
structures (fellowships, travel grants, etc.) which will
encourage interuniversity exchanges of faculty, students, and
data; fourth, mechanisms for dispersing the technologies and
scientific outcomes that result from the activities of the
Consortia to participants from the private sector and to MTTC;
fifth, the feedback of revenues from the marketing or trading
of technologies and scientific outcomes to the Institute for
distribution; sixth, areas of research and technology
development which would appear to be of particular national and
international significance in the coming decades.

Whether they are within a single university or cooperative
ventures of several institutions, the success of most
interdisciplinary programs is dependent on mutual need.
Usually this need is met through the complementary nature of
the inputs of the participants. The focal points for such
complementarity frequently include one or more of the
following: costly equipment, expansive ideas, and the peed for
intellectual communion. These foci will be kept in mind when
the Consortia are established.

Since the Institute is to serve as the principal organ for
encouraging and facilitating the development of Consortia, it
is important that the advice provided be the most perceptive
possible. Therefore, the Institute will develop a mechanism
for engaging in the long-range strategic planning targeted on
assuring the industrial health of the community in the year
2000 and beyond. Accordingly, funds will be identified that
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will enable annual think-tank' sessions which include
participants from the Consortia and other knowledgeable
resource persons. This review will serve the dual purpose of
updating the Institute on the activities of the Consortia and
enabling the use of Consortia personnel as a resource for
long-range planning.

If the Consortia are to assure the most rapid translation of
technologies into marketable commodities, the manner in which
industrial representation is involved with program development
and administration of centers is crucial. The model used in
the national laboratories and some universities is the
establishment of advisory panels that include scientists and
administrators who are representative of all the involved
constituencies. The Institute will explore such approaches and
determine whether or not they warrant adoption.

Because all of the universities which will be associated with
the Consortia include faculties with overlapping competencies,
it is important that the Consortia be in a position to
facilitate interuniversity communication among the faculties
and the students they mentor. Thus, with the establishment of
each Consortia, funds will be provided for the following
purposes: travel and subsistence allowances for brief visits
to the centers by faculty and students from other institutions;
fellowships for graduate students to study at the centers; and
salary monies for faculty from other universities to enable
them to conduct research at the Consortia for a protracted
period.
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MIDWEST TECHNOLOGY DEVELOPMENT INSTITUTE

Work Plan

The major tasks of the Institute will include:

1. Encouraging or otherwise stimulating' interest in
technology, technology development and technology transfer;

2. Setting goals and developing strategic plans for the
Institute and MTTC and assisting in the development in
similar goals and plans for the Cooperative Technology
Development Consortia;

3. Educating public and private officials about the importance
of technology and equitable technology trade to economic
growth and the need for a regional approach to technology
trade and development;

4. Creating appropriate interrelationships with universities,
public and private laboratories and private corporations
that may be interested in the work of the Institute;

5. Establishing relationships with appropriate entities in
Japan and the United Kingdom;

6. Developing, for consideration by the individual states and
universities, a regional agenda for cooperative research,
detailing with some specificity the need for and potential
of cooperative technology development, and,

7. Providing appropriate assistance to the member states,
universities, state trade offices, other interested
organizations in their own efforts at understanding the
potential value of technology, technology transfer and
exploitation of available technologies.
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Staffing

The Institute will be headed by a President experienced in
working with states, businesses and universities in the
development and application of technology. It is expected that
one of the first actions of the Board of Directors will be to
form a search committee to seek a President.

Three Vice Presidents will be hired by the President with the
concurrence of the Board:

o A Vice President for Strategic Plans and Programs with
responsibility for strategic planning, communications and
relationships with the states, the universities and private
businesses including securing their participation in the
Institute and its programs and for long range strategic and
financial planning;

o A Vice President for Research with responsibility for
developing, in conjunction with the Board of Directors and
the universities, a cooperative research agenda and for
developing a. program to inventory available and needed
technologies;

o A Vice President for Technology Trade with responsibility
for developing, in conjunction with the Board of Directors
and others, the Midwest Technology Trading Company and
establishing processes and mechanisms for technology
transfer.

Country specialists for Japan and the United Kingdom will be on
the staff of MTTC. Until that organization is established,
specific country expertise not available from the staff of the
Institute will be hired on an as-needed, consultative basis.

Suggested First Steps

Following the incorporation, several initial steps will be
taken by the Institute:

1. Form subcommittees of the Board of Directors to accomplish
certain tasks, including: (a) a search for the President;
(b) establishing a long-term financing plan for the
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Institute: (c) establishing the Midwest Technology Trading
Corporation; (d) developing specific policies and
procedures to guide the Institute; and, (e) developing a
cooperative research agenda;

2. Provide assistance to the member states and to other
interested states in passage of legislation (if necessary);

3. Assist universities in the member states to understand how
the universities and the Institute might best interact;

4. Develop an initial technology agenda, outlining the
technology interests of the various member states; and
develop a program or process for identifying an existing
and needed technology;

5. Establish necessary contacts with appropriate individuals
and organizations in the United Kingdom and Japan;

6. Review by-laws vis a vis appropriability for operation.

Incorporation

The Institute will be incorporated with a Board of Directors
appointed by the participating states. A state will be a
founding member when it has, before June 30, 1985, agreed to:

1. Appoint four Directors to the Board;

2. Make an initial $50,000 contribution for the operating
budget through December, 1985.

Any state which is a member of the Midwestern Governors'
Conference is eligible to be a founding member. The Board of
Directors may admit other states as additional members who will
then acquire the same rights and obligations as are applicable
to the founding members. The Board may also make provision for
associate membership by any individual, corporation or other
entity with an interest in the mission of MTDI.
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The Board of Directors shall have four Directors from each
member state, and up to five Directors-at-Large at the
discretion of the members. The President will serve on the
Board as an ex-officio Director. A Chairman of the Board will
be elected annually by the Board from its membership.

Budget

The administration budget for the first year of operation of
the Institute is estimated to be *26,000. The Board of
Directors, in refining the operating plan for the Institute,
will also develop a financing plan for continued operation.
Each participating State will be expected to contribute $50,000
towards the first year's operating costs. The State of
Minnesota has agreed to assume some additional costs if
necessary.

689c
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hy MISe mostey
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A. h 01 lO 1ttfg prsdn.I
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GIttlos toeb-eheotp to, Itt. Oxet`
de- UW he rW by EWt.o .
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A 7ou it tal 1985 lee
_ey ltttpodto eIsolatie Yeat I",
the onooatloo. The Subdilolonu
and Legistetlo. ooonItee h-n
bee. working nitY hoxd In poya.'
l1ge h ill to tighten oP the oe Cod
shO. of the aoeteyib t t
enrmlgo ta e H. o p of the ruhd
A.ieo riew pioce. The Board

of fitetod held thoit that noetlg

oote tIo 01su Ihspllosex t I5,
woul " I'l 11k Io xn uIh10. nlod tor insiios MP pool.d

tl..in re ilOO to thee Ch0ange.

.. IN JHE S6bT Pages 2 *.- t ,.
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First publicly sponsored mobile home
park in Northwest wider construction

by iob DOt - .
Etg Centny Henlesig A~l r -

S.0II. Wn hltwtiftsr
Thi King County Ho s.. g 5t'1lg

Authorlty (KCHAC 10 oon=ruc!. '
(no the tIrot pubiloty Oponeloned i Sh

o.bile home perh In 100 Orth G1 1
west. The pahk 1s the 11at 010 __ .
by KCHA to promot h0m00oy r O
ewhip 110 IN. and wetate.
Income senlore The p*rk yn. h
leon Glen. will be followed bye
0000d paoo to familias nd
nanior citizens.

Ventage Glen 10 1o00te 111
Mil0s southeast Of Seat0le and
1i nlona to a lull oang. 1 olehop
ping .08 health -erI... The
161 home park will ptvvide a tIcipotion ovteS Issued
.acur. envirOnment and .111 Housing Authorilty. Tha
featuva an eltroctie community homes will be pur0chad
Conter. nnlor residens.

The Vantage Glen Mobile The bow we t ma0u00
Home Parh combines 0 number 110 housin a * critIcl port
0oel1eIema 0hat 0.011 In 01o10r8 program. Acting as

ehi honino rn sonlor, i Koens OCHA 111 ba able to
The land pu0h0 .0 and planning an eldedy -ouple with
110 the path were tInan.ed with b11d080. 900-equoala ton
block grants 0row King County I"r lss ' 000 -sro Th
Constrocton o0 path Improve. pras =a5orahle with the
menos (communIty building. tO ba.0000 -fn51uctIo
elveete, water. swer, powerI 0 OQu re ont 0

fiw landed by teoltee hon d 6o.- unit in 0 ent.0l ci0

by the
0100ify
I hy the

Fact rod
n o this
dealer,
Pr-Iid,
ha wo.
I home
hIa cyw.
S25.000
cost of

-droow
multi.

family buldmn
The pat, h

those active
comre- 01000

come. Ma
dClates that
yo..ger two
This ditter
senior renider
members 01 s
lien with Inc
be00 050% o0
or. at Venta
the reso-re
finance the n

lThe cosl to Ive at Vanlege
-Omwill reage Ir.o S150 per
mooth (it the 000pi parchaso
their home Is cash) to SJ59 (if
th home hr aelo Lt folly ftin

-* R; I Traditlonet threat. Inh0110t
in pdnete podho of heoleg the

°o park redeceinlod to e higher
h molt.Il ily or commercial us0
will not be en 0I00 at V0o0tge
Gion The bhnlEit. of . land

0> 0 N ;v purchase grant Ir.. King Coun.
C' M _: Y' ty.aO.aept Con0t.Ctlm 0nd

permanent financing through
KCHA. and mounprotit wnoge.
ment by the Housing Authority
.CM 1.~ (o h. senlol Cilizendn1
the tomm of lowerllulnmahel

0 pad rentals.
The pub0lc bInt.lis by I

e able soarce 01 etordahte
housing or unlor Citizens. The
coot to the public tor the pro.

liil prlmuily servo C gr s less than the tnodltionol
senore with In. deep subsidy programs. The

to 00% Of nedlap public Inveweotnl is p10le01d
et Intouation Iv. hy the combined Interest Of the
residente will be pubilc agency and the 00m010
fmember fmilles. iloon how..wnare
Ira. our corlant V'ntage Glen dewonotretes
vte who tend o be that a hou.Ing .uthority with
,Inglepornon faw.. aisetnc" Ir local go'vn
000 CIO.. to or ent. In thIs C.0e King Counbty
wI medan. The sent. con produce ellordehl houcing

ga Glen will hane without deep tedoral 0ub00d010
c to cash out or Repoltald Irom tOe No.theot
.obile ruue.. NAHR0 N..., DK00mb.1 1084.

Advisory group used. as communication link to manage change
by Rio Bbueo0 Coenly polac 0a etecte 01 thfi deve1 butt 01.- never mo0e aprent betwen. Ihq two comonlitl.,

DyOOmpOW,0 D 0porlemsm5)w*.op01lont tend ftot patotnhI o TTo 0tthnel; iranagea thWi ro tho Citimno 'hm e behill
W R0.5 C. H C0hoy.5 bringing s fmany as 2,r00 now ltuctlon. the De..lonpment Do oppottonlty to he heard at

sram umy nod IndoldoIalo to 041 CommunIties prnoot .under the di8Ctl0 o01 these ptlubllc betinge This t0
-y Rongeb Coror-rro Inoenry 0h1n0 perlod 01 I101) the Cocnty Commlissioners, h. no 00y lask, especIally In .I-

There are 00iqu0 problun are eomnouS especially gIven established the Western and te. eInce the towns ae sIlot
*nd oPporonitias that mold the 00rcou.ty0 p~pu01tl.1f Eastern Adoieory groop. The.. .11- 00pa0.
planning process In RIo Blan Altholgh the 0C I.ty 10 0ar01 groups. conprsed 0110f001 and An with .0.10sm001 01mmu1l.
County 0nd our enorts 0t citizen- than the 0t10e ot ConOm ticut. inHmal cmmunity lead.,.. pro tI, much o0 the commnunh-
pyrticip.ilof ODe such unique thre 010 only 7.000 10.1d.M.. 01d0 the elhicle hr edolsiog the II10 00100 the 000010 of the day
quality 1s the enmvwnmunt of The potusatlon o0 Rio Blanch cormmrisiones on the declsbon " oceur on a ve'ry 101001 Il.cal,
chango we function In County 1i roughly d10,d0d 00ual0 they aske regarding commi0 . 00d each to-n has their Wit.

Rh RIO10 rCounty Is the slie l Jy hetose the two ormmuwnimen menlto 0 c0pt0 tunds to pro, 0hOp whete neos 10 echanged.
ol th brototy hn tederal oil orat Maeker and tangely Rangely (acto undMarrhon rn .n..ge Thq Indhiduols involtd I1 1he
aiha teases In C clorudo. By l e community highly depend. potential growth. Represente. pienning process In Rio Blumw
nowe notiwlno olihin the *el on 1h anergy Indostry ives frow each of the tow.. County.1 f10 eleted officialS
houndarelio0 thO P1 c 0 . MeuKer. the county sea., 1s an und eoery 0P000l dlstrict are In. to tatll try to kasp In.onnal
Crash easiv (which IIes prime.. agdoliottrt and 10010 co.m Cluded In 0000 groups. The lnK0 o1 commnicetlon open.
lly .ithio the county), there 10 munitoy that In ecnomically dO. W0ste0 Ad0ldory gowp repr,. Th. -dvlsory groups ata an 0.
morea oil in the tom 0f ohale p00d00l0o the anergy fndostrlas oents the community of Ranve fclle meaco 0l Incr.eelog Par.
than In a11 of the Middle Eost . s well. Due to our dependene ly. and the Eastern Advleory tIcipation and vidbh1ilhy Whno
Due to the enpedmntal vature . n the onergy Industry. the non, group r.preente Mkser uased In conjunction 0w as
of the roonery proceas requird omy end coursa of gvoth O Rio The Planning Commlwonlo I open and honest atlitude by alt.
to turn he Ito o.11 the Cowrer Blianco County 1i subhect to Ioomed In the proce0se 0 reo InoIved. the cliltens 01 Rio
of the davelopwent 0f thes. nation and 0 international con vlaw ton a11 oetiolles requrding ,a 0 County are 0ble to 000,
100000 h. been oneagain off- diltlon. hor which re-Idento pemmits and thay alternate ment. 0lse an etective and timely
again tor woy year.. The Im,7 have ltte Control. Boom and logs (as do the -wnnIcmal), no.ca In the planning procens,
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Rediscovering Agriculture-
Key to rural economic development

Speciial-Utah Case Study Section: Pages 5-13, 16

Overview: Planners' skills valuabie-asset -to .- Thanks Utah! -

agriculture and -rural community development - -F'

It gethenng the articles tor this Issue. -a-- ,- Crod vi-a
have pieced an emphasis on agriculture as and
rural economic developent oppornity. Con- -kylt d,

idenog the nront of attention being tocused
on 'he .-noI. decline of .%ric.lou this - ; '; i 1 - -t_
mhy seem to reprelSent Imikaeeconomics --
at It. hent Clearty much of Americas egri- A --Cullmre IS in senous trube The elnlt h of r

cu,,u , in SenOuma t'.Isuoo'ue; etgdcuiu~a Pr- . . , v v ; Editorial and financial support for this
duclin less comprtiliv' in the -orid nIarket. 1 S pecial setion Agriculture -the Key
Highinterest price, aodmeIni n ost- lha .: came from the Utah Department of
High inleret prates. pdumocStthi t n
dmee bust.... 0000 ' Idih d conpd to ereke Agriceultura Representing the Depart
agrioutture sem like a poor t t for economic j-PL. ment as ceoordinator and co-editor of
development. And cenainly agriculture. or any t *-;rZT'E he section was Dave Coning. Dtrector,
other industry. should not be considered the Planning and Managment Dav Is a

ni-serlg cur to, the l. gin "u-I cnm J = _
Roral devuopm nl regquires that the unique ' well-known pionner In the region and

strengths and waukoes ot the pAdiculur GruPniey- Pidneee. Utah has been a membet of the WP Editorial
.rura area be carniulip evaluated. Such an.rrsgePas or lca18.H sa vdtpr
tevauation m ap how thea igilriofttne its theinclan avid flyer,
besinese that the rurat Coummunrip must rI- produrtion end Imporoed marketing arid dMehd. pictured above with his favonite mode
coer trm. The problem in that all too often 0u0lo0 are only now beginning to receie of tnansportatlon (anderecreatlon)
agriculture 1i oiewed trom the gergPectile ol attention.
coonotional wisdom that suggests that the How does Ciil this relate to the needs ot the - -
CropS and-the markets or the agriculture Ot a phinnerG Mast rural planners ham had to be
Particular place will not change it tarmers are c-ne mere dSivrse. They han no offer the arovigh to efftetely merge e iconeril deep.
losing meney growing ali11u. the rural devel- client or the city or county more thaln a mater mernt Skills mith the traditional pli.ning S
opmnnt specialist in likaly to conclude that pi. end a oning map The planner must be sponsibilitire. John Ndsbillt. author ol tiesa
something other than agriculture is the hope a uomprehn..Met. able to relate planning. tIende, ees the future belonging to the goner
I..tar Ihe ecaniey M be aayD s;bat..iga d beeuevitiaeo toe wetil-oderen teonomiw ao dplsdl o t laop s seo the retl d hange Isntode theat
that the agricuituralists hnoe not been Innova- mnt process Thn relationship bieween the Specialist bob lte Th. gerereint Is adept.
live unough. Have they considered other crops traditionel roWinsi of the planner and rural ecu -able tind hoe a larger beg 01 tricks to drem
and diterent marketing techniques? What no mic development has nener en mere cdli-. upon Thot evggests a niche foI the genetellst
ebnut the oeue-added Industries of tood pro l .it. - i.unepreheninist) plaonv.-
cessing end packaging ssoeiated with aril Only clew shortl pe ya gv Go the malor loose Agriculture has been the traditlonel industry

ulture? of mvst 0f the literatur on rural community ou meet of rural Amrneat Ecanomic develop-
Most o0 the noprkinoed egricultural special pgloing ros dealing with the rapid growth ment in the agrivuiturel Stobr will nut require

ISIS trom elate agencies end thy college e- proboii Te Gillette Syndrome and growth Implot mitigatlon strteqinet it will l1t en e1it
te-inn euryices are hound by very thuiitiouel impactl mitigation were the r'rvI planners Ing labor lorce, and it represents an norn1mic
elms More 0l the conventional window that lending conceros During the energy boos use of reoeweIe resources. The rural planner
hes made it aimest impossble tar egli-ultor ther were m ny vommuonlirs nalledng tre- must consider fetther those udnantages ed-
to adapt I nc changing global econmy 1s not wendous decline, but the planners attestine qootuly ofrset the we.Iknowo problems iacing
needed When the agricultural industry pulls wee Hlied on growth impect. Planners sholId agicvlturl today. In many canes an Inno.ative
up its chest to talk aspot innlvialon It in- a1s have been toaking at post-growth Impact approach to duoalapm.nt 01 the agriculturel
nadabty describes the great prodectlvty O0 the - miligatlon end should hune been developing cowmy wdll Str that me hove an under
Aodcain lurmer lt is nthlt The Amedan tam- strategies tot econmic stagnation mitigation, developed reneiwable tesoiune in agriculture.
ar i5 so ptndUCtie thait hi. product J. a glut The lesson is that trends ar not ultimate Agriculture end the rural vommunltieo ar I
on the market Yet rst g.Icuuteul rsearch destiny. ned of the planners d-Iveopm-nt and pan-
Is still focused on --crnasing prlodutinrlt The Most planners are trained In Svera disci- -omg ekills. Hopelcily. the planners will Con-
deveoonni-t 01 nvo products to utillee our plin.0s and the planner ought to be adaptable sider the Pwseiblltis.

Senator urges action to reverse trends-
by Sge ,tar OMs 0. Hatch, dteh

Forestry. Ag & Hutrition Committee

As productivity rete in many t oure
Valion t rodastoe a olpping. Ihe e- ticn- h _

01 01 the U.S ISrmer m mcnv Whe en O 01
h0 world Ameian agriculture. Wh iievse
thae I percent of the -macde beoer anid
tarmwrhran. produces 68 pemcent ol Inc
words poultry. 22 percent 1 ita beat and 21
percent or itr peaces

The Productie Ca ability of the Amenrcan
Farmer 1s porticolarty awring when one
on-siden, he dewaivds of rh /oe Fyaornog
in * Iehy proposition, rquiring a m oititode
of Scientifoc vtilia the pplicarion 01 buel Sanslor Hatoh
ones. Orincreo and Sophisrticatd fevriun.
Il s time well aent. ho.e-r, as roe to1te ment. in their lndhnldued pgr
O, melt erforrs le. the ieponal end global marreting practices to ratief
economy In addition to tending Its popule conditions Incn-cement in lea
In. In tact. agrivulture Iv rhe iomberY one ten to my opinlon. should
odusnry In America. employing more lhon brked as a pncl ol the pinnL
0million Amer-unars Such Iooiceweot can prouu,
As rornoniopy continoes 1o bring ebout not only in Igisulaie marten.I

decreases In disyase anrd lcreacee In pm- Imil-eand cglary aS well
ductirry end anilercy. larrer wll} n.ed it behovee naych indicida h
to elan ahead maclog neceassar d aust actively 1 irm d in the fotrulat

lOuctlon aind
cI changing
sltal.v .mat
rot be o-e-
ring proness.
a diftdedda

;ot admio

I become as
l0001 policy

as povi.Ibl. pe larvY this coming pear.
s Congras begine to work en the ta95

Faon blM As a port of toin p-rces polkcy
maohr writ agaen lace ome tough degislons
regarding the rtole gocermet hould have
Islon policy.

On a national basb, aignitcanl eteps
har been taken by the Adminltsrethon end
Congre.s to nrse Ihe hmnds 01 rhe 1tD s
1mm epanding eapertn to both old and new
Merre. o rMestabeishing our repoutatlon
ada reliable ecpplifr in .arid marhet nd
esaing tea beednos on la-mes While there
eve aI-mporent Stleps. I bellev a healthy
eonomn ib the single most Imporant her
to the estahilahme ol n Paeraos an-al
and agricuirral ncar.

The levlinel Inrre r ast le hnve an eli.
tlme high or 21 pemant to 13 parvant and
bringing Inflilon Irm 124 percent to 4 per
veen ian immprt-ant'bhgining And Ihrogh
eo-te Iocreased 9 percent in tr9s. they

actualHy d easd by 3 percent in tna it
w111 tahe individual planning and commil
meit and ettrr 10 coti.nue Ils trrnd But l
bell the efort is onvenhiel to the 1u010,
or the cral cnmmrirty. the state and the

wna so-nn w1._
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Importance of Agrculture---..-
economy to'U h'fuue'" '
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Utah *re m on none dependent on agdcotlire
tho tOthers cnd may indeed not leuoser tram
.gdcultotal d0000..

In Wdlton the e -treag cod his05010 denelOP
meot industrdes In rI..l Utah Ss nmet prolectod
by toJ-Utah Otfice of FPianteg 0am Bodgotto
grow Substantially ov Ore n..M 25 yearn. The
agdcaitunrt econo--ie. 1 -1rel Utah cOuld
Ih-rtfom becoma man - o- Impontoot 0s a
merofet olcomnio denelomoctn a'W 05 0
means ol at in the 000mm .0 bouet ole
00110001 r et 0curctt e e td conomY.

tMore"netr the -Nw Utah' cO-tcpt netmned
to eadlor is not occnlng thooghout Utah 0nd
may never 00cur In many Pann 1 the Crete.
Many porte ot Utah do not posecsa the co-
poiate adnantages nacn-cy to xhtm In
dultdt loatlonr M-anuf-turing l obet In -om
pan.of Utabh mll create lIttte, Ita.y. backward
o0 tow erd linhaCce. Toeti -lae 01 the Crate
do P000000 In e-ot cattt carpeWrale ad-
eanteges in agrIculture.

AgrlcuItural dotelopment In some porte of
otrel Utah can do moye tor thetir tutu0 by the

creation of orwStrd aod baCkward linikgag
than ettempting to achiev. the came Industrl-
01010I- that hog occrred lonrrg the Wastuh
Fowl. Utah agocoilm is indeed impontoot to
Uthns economy ril, furnhermore, is otiCl& to
the economic future of the ntate ; -.
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So what do -we do?--
Cra' Bl-afyot .. Rck -..-

Uth1Depattwe lAt01 A llaoh r bet10- that wtyatoe ocyM oal,
t .tr 30rtcl othOpposite PagM. Rod .0 .ll it. Irwoeftol eldin, war In Cowerdo.

eritov to not boportot to ttre 0000Olnty soadeat wut to Call ths 00n0e.la to the
00 Utah. tnoor hoot dtret prodocttoo of root of tthle. ouny. Ia .- P.rroay teettfY It
0000 000 llyectoctr IC hasof, ol 0000.* olked. ohal Uth Stiing 1n reoead aot9r
eototey Ihrlr.eta to tta = 1011=00 100 Ftoetnd -the .. aot pottem. teeaeI
and IS,: Infaut. Significant to the etate B.11 latn to effort, to pronoter fthet canyo-
000000 th. 801010 by Ieltlrg agr0cultur dO. C ~t of- e Utorwe& non h. egurr to
noloymet may he the key to future ShOttl ioe. met affection to the C.n".. conty
oetl.kelg In -hut 01 Utah. ralth ore relt of ore onofry. to Ome -w Natoot
Need Wo .-.wkel PorMlO .1 at ata may b0011 as renerd an our Wtirng.

Thr. folW-ng dIeouOsct thie appraen dI, . MII,, _rr PeoPle miii viit the efate, --n
cfmt-oy 00th, leeau 1 rgrmt m- ~ 0 0to I O Olf UWat to WW~rIo It.
mote agcu~ttur d isplomnt. We 0n the Ultah-q"aii
Owyortoteot O Agricultur e ton agri.lure do. OI `"Conpontd. Netloeat P.ath ware as

neomotI p0051b10 In optit If 511the con. ,atotita ase mo_ mdc a. ate Snow
nelotional~dom 000 ecOtrtc dtC S thatsp is1, Al Seo e City. Itre Anatedon pobtic
ottrmwlSn Out flint took is to relO...e the IordIt.rP i ele gto ola
Utob pupil o to the lo.t ...anuoOf agricultur Wet Reoitt Ot.t Iagalt.insto mat NW 0
000 to .upiuro ith tho pubilo gicula the pkrl'. ntafdegty -Id be 011t 01 the Ibl-.
Oppodrrotlo- Whirla agriulturos. lotp. OO Olo.If eonnri d-nlopbteffl ptSgcOn hod
Is 00th ocoumC amd Cultrol. this dIscw.I-sO rodre o II agtrf lr d-otpotenl0
is limited t O... eun .oi indIcatm. wrl r eootr eeono eeo a

SroS0110is the rfI t h ~m 0mtro-y eltreetie aptlootye .- I e orr bee deeoseenS. D
that apoon h.s attemPted a rotionot eoemih
tion ot Ogl~ulturO industry emIyloyret tor Agpithctla. desetp.Wtl #.Oemght .*apodlg
Uta." The USDA,. byCounling anoYOne orho mothe
00Son en touches tood or somthing OSd Wo raoe beg.o to lotowk a similr yppoaoh
to grow. moka 1 or.tanPylt rood. esntlotte to .grioulttar decolpoteof Firs, me are mor-'
toot OrnPioy..nt in rha food and ogniCu1ruro log to raqan Utahos 011th the industry.
lodustry is neadY 22 Percent t 0010t1 OttO.. I Fe-e a00 fe...r p.":t soom to remoothe-
pioymont. IlWind the soo feoholitrue Sarht that.Utoh m-oon W.. p cOd a Id. 001.1i0 of
entimates 20.5 Porcont for Utah.i fuit. 0am negetohi-Ne .10 impor the lOrS-

On the other hand, enlmtInM Of loCome 051 pan of the food ore met. Includlirg aout 50
smelly unoeat glalue 1hare of the million pounds 01 pronned ceeo sand
total o-ooy tOt twooraos one benign, 16 i~o p000d0 of prorosod huite. met In
the othor P.,.nr.. The benign reaooo Cellve Clrding cit..n. The.10t01 .0I00 ot foodco.
fro U.S. ran codn: farer and r-h-r. ..Satd in Utah is epproohing 62 hiin-h
Site, deducting oil ailomabie expenos. from sco000b he..eIRtS that -100d 00000 from In
their grOos incomes end uP 01th -ey little tIo, crooing our har,. of production and 01 P10~
ohio noe Th. P-rcs -10000 1. f h~t tS. Caosing by ooty a tf- porcanfago points -Id1
ta...r end naohors coo toot a Ono11 t~ h. e .1goltfan...O
cortnotdity P11_0 _1 d-ro (Chira CU01000 W.1 l oh-Id he 0010 to boeam met Shae. of
001000 dolIrI., ond coSts contInue t101100. the Utah food norrktL Utah ha. the tooteel

Ree s~dceet atO d0,..N, ,--.-.....mtta aulo OtMAth tat In the notlo..
ontorad .So her0. dooe .s'a ora' ...e-t Olu oo eueding maY thid ood Coon-

coto risk to his reyrrtotlo. HI paints a lair triAnod'edditioa PeoPle aSo migroting; Into
PICtarie of Utah agrlciC uraS imprtn.ce by. the etato. 10h on eYe on this .oPanding mor.
asking: Wha -I0d1 happen to Utah emPlo. ketn, metoe mooing to poonOte Utah prducts
ment it agrculturo disappmered. hat ore s1,u mithin the 't"At. ko wth Skiing .we anot
continued to not food Ite eomewhere? HI- hope to toadrt Utah prod... outside the
Tabie IV gilue a goo . .... er. Apparently I6 Oate colon U10000 thoorslce rCognitre it
thausan0 porsoon. or 01percet ot total em. " an oemet. Only then mill e..ntreenure 0S0
ployod, 000 ulddS. oly go directly to the 00. the COppraii
emPloym..nl rOil.. in three Countion mor rhan But Pthe proclaon 00 basic boode to Y-nog.
40l percent of Ork.. ot 00d l..e their 1000 argo., hugloping ttis IsMa the otulf ot an
Is t3 oth. .-.meotio thre.lo 15 P.r-nn licoOmri. tur.rno-d. People 00 00l tly ma
m.uld lone their lobs, Ind .c.d and oecoodar Colorad to Wki r Utoh beceon It ie .tone or

tettcte 001000 Immn-o C'cp or eaOer They coma here he-.uo
it o- tmnil the tor most urban countien nkriog In Utah in their flint 0000.. not mooed

iS.i I0km. Deors. Woher and Utahh ..m 1i0 0001.
Mthatfor 100 rent of the natoe, 17 P.,rctolOf. lip the mem token, me cannot Sopet PeoPle
employment 5 in agriculturn. lironicoily, 41 to soinc Uleh producs bauaui It in-heaper.

percent~~~~~~~~~~~.. of :totIg.1-utture employmeot Is In POC dall to simonbeegln r
thene score tour uran countie-O huge ronducom In CalIfornia, T..as an M.001.

o thor reed.. with onty thre -Poaptuo, Co. P0000C0 coo he Protitabip 90101 In Utah
egOalutare eelo grecl imPet-am to -oe Ulob only It It, too, 10 tiht Chalca. It must he no
comeotlo. And, 1.decy. nit er0pmn01 uerOr rotpoOPl, will he mlling. poopic
crate employMent. egdcatto " e at sofeM 000h mast he eaet o mr o trtaff l0 o
pessing C00ent110 the we~tl-ke of 0 the whot. ot, typical sopeonert ero..
elate. Wil~e ed-1.t
So mht do l aed?-Orotor oreen the Utah pubic. to

S. what 0h001d 010 do aboot It? Just think iteglucr hrta, to learn tOm- the
choot 20 psorn of Droa hocloty economic . setare s e gdculture entreprenurs h.. they
dW~lpmt Ol rgrs.- Many of u0010 the PI-n dolit So that other maY loom. and to pomont.
CnIng busin.n. hod a hand In pouring millions. -khte fOr hlgh.oeue products. 0111 he long

01poblic dollrs rnot rural Utah tO. c. 00 0000 co aduous. But they are undenoap
cod coomolty d-oIoPMrqt. me hove 0000.. We am w-king to desorostrtrhet egol.
tr1al Pe.Mn, mntY eMpt, cli 000 the Ilac .fctture 0 Imporret 10Uteh. Wc believe the
We h.v many no or newly po..nO rod. that Utah Pobic -Is metentiey eatliled .11th the
soa good purpovo, bot how m oy loCS ca -.00 o acaliable I0 orlp-rakets. ba-
be etorihated to them? nr rua _Ymunte caus that pedlrce In brad to withstand the
ore better Ptoc.. to ive., hat in O.tar 10 t. 01 d oer tcreSo-untmy toserlo 11
them high onenPloyrewt 000 l-w 1-000010 go.litle regayd fOr Mt.e or nuitimo.
heed 1000010. meWveneecasorrirr taes- to Prorson highr

No longer do wa hove Wo w-Yn chord mit- tydo~gh robe p01u00. We ow -oChing
geling energy d.oeIopm.e, me moot initgo~to tO mope. to preode the technloal a0m mna-

the energyhost. Oceemic da~aopmantIpr gedot asatletom trwy ocad. W. rep. to con-
gramo h..a lobghl is littic mer thon 0 lew nsc Uf 050. 000 the p100000 MIrMIt that
totose monUftoutorlg oporetione 0th no supodo quality to worth e littte highers yc
tI-wad or bhoc.Iwd linkagol. Nether a 1- We will help plodu-r in their ow ottoit to
newd War 00 Po.nry mano ener.-ly bone f ied 000000100Irorhekts-
is on the harlc1r What Is Otft Ion roulI Utah? n0w e thara an away 01 Identifiably Wo
Pethape only "grInu"'u cod 100000. -Peam Utah ProduCt, 5.It Prokahl Soon .ltheot

Coo we do tot agricIultr whe me her aying that me mill toot to the many shops
don fOr Culo 0am what we 00 tryIng to do cod -etoorot. caterrg to bonne~t, an a
1.tar 1000 10 the ren 01 Utah? Plhp not? Not ,,eos to ecqoatot reidont of otnho otato
many yo.magor mont A-yri-o soonrd to ood counties. with thon oodmt
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,'A Sense of Place:'
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Innovative measures called for-
Bothurban and. rural areas gain ...

Land swap stops canyon
development-protects SLC water },
The ioliowlop'rti~ ic h npflni d blesalsn oi Utahe Csngrlioal
by pnoislon a rita Sell tL. deigalo. G.o Scott M. Math"-
Ttb.ne Wnd wae pnrped by Wlln 0o0, Mayor Wilean and the Sa.t
WlAMStoo. Tdba stall dt.,. Laa City C-onli. the Sall Lak l

A "eet. at land eootaoge that Coon.ty C-olonota Gnornrats
wil pronont tow.r Utile Ct. okdthe WAst .h Nationly .. Forest,

Canyuna ttdtt Cmatiflg5 Sen Franicobccd TPi -L ;
ottal. aethuree tanady bat an. h~alt 545 acte at thte catlyat e-
plates, nay otticiaro aati ttw tram the Whitnots Faily
lend~caneercatioa oroap. Truta and Parietoal Storaga Ino

9-p . Thral year. ago ha Whtmoro.rc
to atoe 1Sg1. _ane three Miles plaoand to nell the land too dect.

Di the chor-rwahied conyon Bin op-er However, when approached
olog aong ahe crelk tram the con- aboUt the TPL dgal. t th n rily
yon maclh ealtoard. onto den ogreed to the aiternahir.
get of Inteno.oe dnorlopnent that Th n In a tInmm1ing plan unique ,f m.t 2
Could hBo obstructed I pop"l' to 8Iniler and deao Salt bllie
rotlctlmrbirg aDrea and grodoled City Corp aced oC! one bonding
the B nile Da 2ii parcnt at the capacity In e Water iDpartnment _ --
Salt R ae Halley's calloery act.r geneat $34 in to tobuy the Waatcb e ch at watasbail to Se abs LVe V ry reevd. 19I
cuppiy. t and from TPL The land Itself coat phobot shcc Valley doty briea q wanea et by hr4-a dn recaLt.

Cancrm tar griding the ul, 8 million S Mltlion fees tham
tttogh, inied. Lgeal and federal market Ie.., hmb Interest coats
Otfichle Met mlh property -anere added SiiBO.C Otticalab say thls
andwth the cam..ting torce oa financing scheme could Become rru
the Trust tr POilc Land (TPL. a prototype tar other goveromenti
prenarcstion dal -a struck. aIouS to pressam endangered

Through a complicated en resourcrs
change procCab and an inocetio The city and the trust In eatc T _ acl tates trades
financing plan, 545 aaro at thO 1983 entered nao a threeyear
canryon' ..ot".wy .1ll be moyod-U,.-rmnt wth an optlon to -ers
from prioate awnerchip to the pro- to year. A .renced achedule to p re r ve open Spn e
tction t tha U S. Forest S.r.ce, no put. tha deal. complation
.hlch h.. aI.-y. wn"Id the and dale at two years ss
but couldn't afford it. Salt LW a TPL thn orked with thrreder - _
City 0H11 retain th5 lenda water ei g.oerament to identity ucryuit The Trust tar Public Land. eaqaured efter more than a dec
right.. U.S Forest S-I..ce parcels that hoich helped put togetrer a ada at aegorlatlon by TPL and

Tha c.operathe ehon to prsyant rem economically imporant. aunh landoma.p deal to conoern 545 tha National Pa.k S-rolce In
dalopy.ment at IWer Unil Corton a- ask resort and . acres or Litt]. Coironwood Co- 1982.
wood has anlayed '. inua an-, cyra are coot e for noar public use, is an 11tysa-. -Spmnec .& _o Rock.
animity of support to tnie Pr.. pto landn and tihe pro=endo pay old anonproiIt company org.o National Recreatiln Ar-a West

ruetion ft the cnyn' d . the citye bonds. In retcrn te ld to proe opn pace tor Virginia Obtainins hi. t i-
McGlmrsy, a TPL nice president. Forest Sric is gie gien _cttrpi thmm ul public. acre wildernes In Ithe Poa
TPL which Baa helped protect a portion of tha lomsr c nyon prop- IPL' main programo concea- tamac RIvr, Valley oar gima tho

Me 3000 0 acran at open opace eny that Ic equal in .a"O to te trate an ironutnrrlag prioeteiy .S. Forst Setnione higheot pri-
and recreathara 1010nd0 in 20i ettao, , surplus land -Idd By law. thn For- owd lands to public owner onlty to ainlilon In the ea-t
Ia asins IC non protit status to eat Ser.lca Ic prenniod trom call, ship. such as In Sall Lake City, Cr0 .gion bhc.a.us oft pron.
transfer tne canyon property at St Ins load; It can only trade It. and on foning locally controled Ility to laure arban aa whre
million Ie.. than mauket oalue 1i any money 1s felt aoyr tram land trusia ho protect eniran- recreational land. re In ca rt

'We n. e land th4 Forest Bar tno land transactione atter the mentally eannitine iande ahen supply After 12 year. 01 trying
acl wants, u we're trying to link t _e-ye.. term at the cltyiTPL goveramentol oonnrship I oat to buy tha land the deal was
it up with tracts he5 Foreet Samia contract, the first S200,Do will go teasible or appropriale cappad In January 1982.
is willing to pen ith.' said Me. to TPL and the rest to the city. tt, Snca 19. TPL hat used th5 -Witi TPLe csoiotatca in
McGhmsay thls -eek pdor to t- aoter tirce year., not a11 at the economic ad-antagac o it. torming a lead trust. 2,609 acrs
teoding a TPL recption held to Io-r canyon propeny irs ben nan-praoil status to holp protect at land along Central Washing-
spotlight tha project and drum up corneyed to the Forest S.Mnie the nearly 30D0.9D acm at open tons Yakima R00r wIll became
mor. buyers tor tnie tand. The city alit recolc a1t of the profit. space umd recreational Iands In rcreationel park. The locally
trade mill make came Fardot Sr- The first of the land .c.hanges more than 200 transactions in controlled land trust mill neg-
nice land mare de.eiopabre and will be complete I Jancary or 20 dat .. Thie. deal. h5e0 hate and acquire land Percols
nIct ora.' Fobruory end aili gnarataaiat aaod almost S30 million tnraIm printe propertyoarerc

Added up enaitent Mayor Ted L S1.5 mllzion. Sad Ms. MGlmeay. paPublic genCy land cuiol.Ion: t
Wiln ThIn certainly ma not an Flne Impraoed prpoprteis In lund. occording to TPL pro 's, tr
unpopular thing around hint No Aita no0 under Forest Seryice molonal material. Thi Little
098 wanted Ia build noe lp Special U. P0_Il and tour per- Cottonwoad land-awap is TPLa 1 r_ p h
there-nat econ the people who cal. In Morgan and D.A.s couatles rf Prostet In Utah. P I BLIC r
owned the land, will be traded for a potion o the Other recent TPL pr LA N D flS O.55,

'That canyon le hurt no t place canyon entryway clde LAN
to buld homs.' caid the mayor, Others whO ae interelted In -Cambarland esland Nati on- I _ r ir
wnO ahen dim54 154 10er cen- habuying sarp1 Forest Sernl land 01 Seashores Gnorgla Neary a non-
ya. granite aells should contact TPL, said Ms 2,2DO acres l pyriare Iand was

The land deal, whic has the McGinuey.

aloal Forrt . U LlS Id ntoataiH buds

m.-
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With support from multiple publics9... ....
Cedar Valley agriculturalists
and sportsmen team up
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Rural Communities and the American farm:
Partnership for Progress '
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Former Utah Ag Commissioner Stephen T. Glillmor serves up message to Extension Service,
which planners should take to heart......................

Be boldly inno'vaftive-attempt. new things
A. W tteate Be. hect Ittorelrtgy athen' .. Itt.. tra .orikd wtith U.S.U. in gattirre

tffed, sod I tught add that Uttet IC One St the *"-csty date asteted so that broade nloPIe.
Nitlentto tein trtoe urhe Stat there "runt -CiMCh ' rtetton ot tne .Yret.r anil- 1
Cluatiny be so Icasd.demad t.r the aearu -' We knee the ecooty ot Utah and the

toss ot.te= o hy the city doetist I last r<'' 'htetbo IS u~d.rg1hg San change; oaur oh
Sonsthattheveryessetle Seplud that ilt increealnyt tetulte us to adaPt Utah sot,

Ectene.o proI.des1 tthe..ure. coormulty aind cettut. to copete and thtlue in a rapidly
to agddutture arent .oerosdo...d by the Jlrin~oo ecoenety. We eounot attetd to di.'
need to, urhan ersprogram.. ,,, isa ne --.cPt SImply haca.us it I. con-

Sightf- tt . ...en at our State'. P.pultitt. trot, to the conontiool ...Itedom. We mao
res1deS withtn the metrpotlitan .are ut the n o ~ ''hen to ettn some old ...sumpti.O shunt
Wasatn1, Front. The titteen porhent IIod In.1.~t markeing end ecormmY of uScae to here
the total are. ot the Stete hose hben.. b. defined. ItIC the hutd nnatrthat eltompt,
pas1ed hO the States. iun ni ot end hem and oftin unpronen ideas that coms a
dO...lopwest. Whon the=ta =cuuy gone niches Agrlclture. dod Out rur omuite
through a -.esioh the rural aine ar herd aS steeped in tradition, hut on mnust take usre
hit. Whten the sconumyt raoond.. the rural oruCn1urnwru aurnOt. t-.icw mo that traitelion duos -nt hood uMRnttY. We
sommunity ruvsmuch -rt e1ldty arOn n, r e~' cannutlu 01.0 tradItion to mask important
tlln.e. to decline. Althuugh only a ml ... II Mll- a tltoen titt chaos. lest oar tradtitn ha hurled hr the
oanteg. ot UtahnS Ine in rure aras It-wed The Eutonsbnon hotnce has'ecqulred the chnge we toiled to Senmg.Thor is no'
ha t~ittingliend eppropriats tor Eatensiu- to eqiiipm-nn and has rn .at streld demun ponunity tor agiculturen and the turl cnt

maintai, san enhance, Its rural emphasis. Stratton program I.nso till and muinimum till moylty to grow and thlias in rho hoel glohal
CZarmilp. you are all awreu the major tamung teuhoitues The acuprace nt reduced ecnoy 000 emerging
no ephasis the Utah Dopertment Pt Agri- tillago tanming hy Utah tanmers 01ll tandee aed 0I 111 conclude Oy urging continud coes

cultnar Ic placing on the doc"op"`en Pt agri. -rnio and improon the quality of SUrtce. tion and I urge thne. ut you in the hoEnsl...
hute, theo rualnn carrnd ty Sodth wOtnO mte The Prolact is an ...mPie ot Utah De

healthPt taming nd raching in aur state. Pnrrmen Pt Agiutr earch runin bin
Wa ae nolongr co ten ot watchth. eo otilnd to harnes the technical ee, ta

nosni donatnymnt ut this eate remaiTnhthe the sod grant uniceniliy Itht iho nSOnmii and
euciusel. domand ot the Wasurch Frunt. loo Produtic hanolit 01 agrlculture. SerMic to ha haidly inlnocatnus co pour St
ae" protound end signiflicnt changes occlurr"n N.I.F attata. te~tlngpdncadjugetoatmthmthgs
In the national ad g100

1
eb onrl e thai maY Working with a ruulelsearus granttum tS rahe prln tn jhun d to resit cang The rthiuth

semt hretnthu aCOsoml health or Inn- Utah Denpanmoct of Agriculture haSf mad I.andhe ag~uturan .ldenocmange work onn ha
rura commnfidety. a w an possihI. tot Utah Slate Unluarity tiechnicins done jointly with the Ee.. Inb Sernice. has

.P amcnietta ecnlnotui toporqthpie use ut noaritr rd analysis utPr-idnd healihy diuidends to itsh tae, and I
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Challenge to develop'agriculture opportunities heard in another State, but this time innovation
involves non-productive land ...
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WUtah's governor focuses on rural economic issues..~.
Marketngcritical to agri-businesftr
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Control Data
WORLDTECHW Services

Community Enterprise Program
A healthy small business environment is
crucial to the economic well-being of any
community Small business is a masor
source of innovaton-and innovation cre-
ates new jobs.

Unfortunately, small businesses ac as vul-
nerable as the are vitl. Eighty percent fail
in the first five years. To help cereate a
healthier climate for survival and success,
Control Data is applying its technological,
financial, and human resources to sup-
port the starttup and growth of small
businesses.

Control Data now offers a group of inter-
related economic development services
under the Community Enterprise Program.
These s-vices help flster a pnvate/public
partnership and the needed support for
small businesses. The purpose of these
services is to help create a climate for
en-irereunerism and small business
gro-th.

Sec real key ingredients are vital to the sup-
port of a healthy, vibrant economy in your
community. These ingredients form the
"links" in a chain of success.

I The Chain of Success

The sin crucial links in o chain of suc-
cess for small business start-up and
growth comprise these small business
support servces.

* Management assistance: Skilled per-
sonnd with the enpeetise to help new
enterprises stan, survive and prosper

* Rinancing: Access to seed capital or
start-up equity capital

* Facilities and services: Affordable rental
spaoe, office support services, equip-
men, and other small business services

* Tachnology: Business formation assist-
oce and access to know-how

* Education and training: Management
education as well as training/re-training
for new employment opporuniues

* Marketing: Assistance in identifying
new and expanding markets

A Program that Gets
Results
Community Enterptise Programs have
been effectively implemented in the U.S.
and abroad. They have proven in actual
practice to produce tangible and demon-
strable results.

The Community Enterpnse Program is
action-otented. The entire community-
public, pnvate, and educational sectors-
contributes to the Program and shares in
its success. Together, strategies are defined
that lead to solutions, and specific plans
are developed to implement those
strategies.

Control Data consultants have the enper-
tise and e-persence needed to effectively
work with your community and business
leaders to flster the growth of business.

Community Enterprise Programs can be
successfully accomplished in an individual
community ari a consortium of commu-
nities. The services efctively comple
mcnt any existing programs you may
already have for economic and industrsal
development in your communty.

The benefits accroosg to your community
from the formation of new enterprises are
job creation and an ceptionally high
return on your initial commitment.

The Process
Community Assenment and Strategy
Dwetoproem,
Woeking with your community leaders,
Control Data analyzes the business com-
munity to identify components of the
small business support semies kown as a
job creation network.

From this analysis, we assist in developing
a strategic plan which capitalizes on exist-
ing resources and outlines the develop-
ment of additional support srices.

The community analysis places particular
emphasis on several key components:
small business financing (seed capital and/
or start-up capital), management assistance
and affordable facilities.

Job Crention Network
A local Cooperation Office is the impor-
tnt first step in implementing the job cre-
ation network. Its purpose is to provide
technicl aod management assistance to
new companies. Experts from government
and business share their enpenences with
small business owners on such topics as
business plans. product valuaton, mar-
keting tactics and sources of financial
assistance.

The Community Enteeptise Program will
identify these important local management
and technical resources and help establish
the Cooperation Office as the focal point of
the job creation network.

Affordable facilities loffice and manufac-
turng spacel plus support serVices are cnti-
ml to the success of strt-up enterpnses.
Control Data's concept of a Business and
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Technoloyy Ieotee fBTCf provides both an Community Prerequisites For Further Information
encouraging cnvironment and the vital
services needed at the star-up stage. As to a Successful Program To find out more about WORLDTECH'S
lparr of the C ommunity E oterprse Pro- C ommooity Enterprise Pro gram, and to
gram, Control Data is preptred to deliver a A successful Community Enterrise Pr- find our how to share in its actities and

license to operate a Business and Technol. gram reies heavily upon the active patici- benefi wore
ogy Center which would be locally owned. pation of commonity members and leade- n ts -t:

The licensing program provides instrur from the public, pnvate, and rducational
tions to establish and operate a BTC sectors. Three key ingredients are neces- Control Data WORLOTECH
including sire selection, facility design and sry Wore any community should under- 7600 Pnc An South
service package assistance, manager train- take a pmgram of this importance: Edin0 MN 55435 U.S.A.
tog, and marketing. * Commitment to support the entrepre- Ph .,6118 -4 5

neurial process in the form of financial Phon 0 ( 321 89-4650
A third key element of the job creation net- and other required osoum TiWX: 910/576-2978
work is assistance with finaocing -pnic- 29043
ularly for business start-up. Formation of a * Leadership and authorty to coordinate Telex: 290435
Seed Capital Fund and identification of the job creation network implementation.
other financing is pursued concurrently * Commitment to assume program man- Lftensturs on Other WORLDTECH Seeninws
with the development of the Business and agement and ongoing responsibility for * Technology Marketing Service
Technology Center and the establishment the program. * Consulting Services
of the Cooperation Office. * WORLDTECH Network

* Industfial Quest for Technology Program
*Technology Transfer Management

Additional Services The lime to Act is Now Infomation Requied f. Technology
A healthy economic climate is not due to

Optional business creation services which accident or eoincidence. it takes e nsiv
can be a par of your Community Enter- community cooperation and exper devl-
pnse Program include: opmental assistance. The Control Data
* Assessment and training courses for Community Enterprise Program can be

entrepreneurs. your first step on the mad to economic
* Analysis of what types of businesses ae well-being.

best suited for success in your
community

* Identification of businesses that are
inverested in locating in your
community.

* Identification of technologies available
for new and existing businesses fomm
local industy and universities.

, E) CONTRpL DATAWWORTECH, INC
a Control Data Company
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< Success Starls With An Idea.

Success Grows oday's economic climate challenges businesses of all

ata Business X sizes in nearly every segment of the marketplace. But

and Technology X for the innovative entrepreneur, such challenges won't

Center I get in the way of starting or expanding a business.

The entrepreneur looks for the environment and the
resources that can turn ideas into a business-a
business that can become a profitable, growing
enterprise.

The environment and the resources need for profitable
growth are available at the Control Data Business and
Technology Center (BTC)-a place that's more than just
another building with office space to rent.

The BTC is a vital component in Control Datas network

approach to the successful start-up and growth of small
business. The other components are: management
assistance, financing, technology, education and
training, and marketing

BTCServicesTM
The Business and Technology Center offers a total

A BigDifference package of BTC Services and the support products
your business needs for start-up and growth

o From financial advice and financing for qualified
applicants to word processing

o From shipping and receiving services to business

planning assistance

o From telephone answering to worldwide technology
marketing services

o From copying and duplicating services to both
network and microcomputing services.

o From group life and health insurance to furniture
rental ..

And there's more The BTC brings to a new business
the perqs, benefits and economies of larger, long-
established corporations.
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> L~fL L~ | X X DesignedforSuccess

mall businesses are the creative core of technological
innovation and provide up to 80 percent of all new jobs
in the United States. But the sad fact is that, by most
estimates, four out of five new businesses fail within five
years.

At the Control Data
Business and Tech-
nology Centers, those
numbers have been
turned around. Since
the first BTC opened in
1979, more than 80
percent of the ,r7
businesses that have
operated in the Centers
have survived and are
growing.

Each BTC has a full line
of services and
resources that can mean success for your business.
Visit us. Take a walk-and-talk tour. We think you'll be
convinced that this is the environment that will turn your
ideas and enthusiasm into a business success.

And, Mo s The BTC is a community of entrepreneurs, a special
Impofannt... peer group of determined, innovative business people.

The synergism generated by that group is an essential
part of the BTCs design for your business success.

.'
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BTC Services To Help You
Reduce the Risks of Doing Business

TC Services, resources for young businesses on the
grow, are readily available at the Center-at your
option-to help your business deal with risks. BTC
Services are ready to help you...

C Increase sales and plan marketing strategies.

o Maintain tighter control over your cash flow.

o Find opportunities for expansion and profit through
technology transfer and licensing.

o Develop plans for your business's future.

o Increase employee productivity and improve
employee relations.

• Understand and deal with government regulations
that affect your business

o Take advantage of the information data bases that
can help your business.

o Use education to increase management and tech-
nical skills.

o Find the specialized talent you need as your
business grows and expands.

o Make financial plans and decisions that will allow
optimum growth

The risks are there and always will be. But at the
Center, you'll find the resources to keep those risks
down to manageable size.
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A Comprehensive Selection of
Business Facilities and Services

conornies of scale enable businesses at the BTC to use
resources usually unavailable or unaffordable to smaller
businesses,

There's a modern, flexible office and manufacturing
space-the right amount of space for your needs now
plus room to expand as your business grows. Confer-
ence rooms are available for special meetings. The
attractive lobby and a building receptionist make visi-
tors feel welcome.

Copying, word
processing, phone
answering, and other
secretarial/clerical help
are available when you
need it deferring costly
investments in extra
staff.

Computer-based
training helps improve a
business, management,
and technical skills. The
computing resources of
Control Data are readily
available

BTC Services include technology marketing services-
matching technologies to the needs of new and estab-
lished enterprises. Professional business and technical
consultants are ready to serve Center tenants on an as-
needed basis.

Many of these facilities and BTC Services are a part of
the standard lease agreement. Others are available
when-needed on a fee-for-use basis,
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Property ach Center has available, at reasonable lease rates,
Services t attractive, convenient and flexible space to house many

kinds of businesses-from one-person offices to light
manufacturing.

Some of the basic BTC Services include:

o Layout and space design assistance from single-
office needs to manufacturing areas.

o Basic utilities (heat, air-conditioning, and office-level
electrical).

o Custodial service* and general maintenance.

o Building receptionist (provides building information,
first-level security and facilities scheduling).

o Security system for controlled after-hours operations.

o Scheduled use of conference rooms

o Control Data PLATO® computer-based education
course on business management.

o On-site building management professionals.

o Library and information center

o Entrepreneurial club

o Tenant network directory

In addition to these basic BTC Services, small business
tenants may also have access to other optional services
and equipment such as'*:

o Furniture rental 0 Short-term office rental

o Telephone answering (part-time, day, week,
service month)

o Shipping and receiving ° Telecommunications
facilities

o Postage and mailing
services o Group life and health

insurance
• Word processiru ng oTelex
o Secretarial/clerical

services 0 Catering

o Copying and dupli- 0Notary
cating services 0 Technology and infor-

o Equipment rental mation services

0 Computer services 0 Special seminars

May- be iclued in -nufc,,i Ieases
a o may -a
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P ursuing profitable growth while facing the difficult prob-
lems of changes in markets. products, technology, and
management is typical for the vigorous small business.
Solving these problems often requires the assistance of
experts.

Through the Business
and Technology Center.
experienced consul-
tants are available to
work closely with entre-
preneurs in areas such
as general manage-
ment, strategic plan _-1a
ning. communications.
or human resources.
Together, the business
and the consultants can
develop a workable,
comprehensive plan for
a new or existing
business.

And, too, consultants can assist in the all important
follow-through to help your organization stick to the
plan, or provide alternatives when needed.

Control Data PLATO computer-based education has
been tested and proven in business and industry
throughout North America and West Europe. An exten-
sive library of easy-to-use microcomputer courses
provides effective development programs in many
areas. The course on business management, New
Directions for Managing Small Firms, covers:
o Planning: How to Grow Your Small Business Profitably
o Managing Operations and Productions
o Marketing Management for Small Business
o Managing Short-term Financial Operations in Small

Business
o Managing People in Small Firms
o Preparing for Success in Small Business

Business
! Planning

Assistance

Management
Skills
Training
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Business o maintain efficient and profitable business operations,
Computer BTC Services includes state-of-the-art computer hard-
Services ware and software support in areas like accounting,

forecasting, and other business applications.

Data processing applications for these and other
administrative tasks include:
o Payroll
o Job costing
o Inventory control
o Order entry
o Accounts receivable
o Accounts payable
o General ledger accounting

These applications are available on a shared micro-
computer, making computer services available to
almost any size business. Similar applications are also
available through a computer network.

Technical Control Data CYBERNETs Services is a worldwide
Computer remote computing network providing computer applica-
Services tions in areas such as architecture, engineering,

construction, utilities, manufacturing, energy, and
petroleum.

In addition to the applications, there
are useful information data bases.
One of these, TECHNOTEC

5 ,
provides information on available
technology which can be used to
improve current products or invent

\f < 4 _ - ~~~~~new products.

Other information available in data
bases includes trading information
such as: current purchase requests
from other countries, 60,000 potential
customers for U.S. exports, and who
buys what within the U.S.

Although the data bases are easy for the average
person to use, a search-and-report service is available
for those who do not wish to spend their own time
searching computer data bases.

I
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Financial ash flow, financing. tax regulations, and other financial
Services matters are an ongoing concern of businesses Among

the financial services usually available through the
: V Center are:

o Banking relations

o Lease base financing
o Venture capital
o Receivables financing
o Tax consulting
o Inventory financing
0 Accounting
o Risk management
o Small business loan programs
o Business planning assistance

Other As a business grows, often specialized expertise is
Business needed, When it isn't cost-effective to employ an expert
Services permanently, the following services may be available

through the Center:
Personnel Professional Support

o Recruiting 0 Strategic and business
o Procedures planning

development o Marketing and sales
o EEO/AA requirements research, strategy,

communications
t o~~~~~~c Compensationf 0~~~~~~opesto Technology manage.

planning ment assistance
o Benefits adminstration
0 Labor relations
o Employee counseling

programs

52-112 0 - 85 - 10
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LL.I I11
Iog9y N n order to link the primary source of U.S. innovation
fing and (small businesses) with the primary source of new tech-
bpment nology (the research facilities of universities, govem-

ment and industry), the BTC offers programs to
* encourage technology transfer-matching technology

to the needs of new and existing enterprises.

Often, the technology a business
needs is available somewhere else in
the world. Technology transfer can
save the time and expense of rein-
venting the wheel. Your business
may have a technology that could be
licensed for use in other industries.
Through technology marketing and
enterprise matching, your BTC can
be of assistance.

Each Center offers conference and
teleconference facilities, terminals to
use in data base searches, and
special assistance for entrepreneurs

in starting a business.

ation The Center has a business and technical library
service, providing automated literature searches. The
services of information specialists are available, too, to
answer questions ranging from market share informa-
tion to telecommunication and highly technical queries.

The BTC Services, equipment and assistance may vary
at some Business and Technology Centers. Your local
Center manager can tell you what is offered.

Inform
Center
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Control Data Corporation:
A Big Commitment to Small Business

ontrol Data. a worldwide computer and financial serv-
ices firm with annual revenues of over $4.5 billion, has
made a strategic commitment to helping new and
growing businesses survive and prosper

By applying our considerable resources. business
expertise, and advanced computer technology to
organizations at the local level, we are able to provide
critical support and assistance to new and emerging
businesses-and do it in a cost-effective manner.

And, by helping small businesses meet the challenges
of the 1980s, Control Data is helping local communities
create new jobs.

William C. Norris, Chairman and Chief Executive Officer
of Control Data, put it this way:

"Control Data products and services to
help small businesses and small farms
are the building blocks of a systematic,
comprehensive program involving many
parts and participants, both inside and
outside of Control Data. Each link in the
program-education and training,
financing, technology, efficient access
to facilities and services, marketing and
management assistance-is forged into
a chain of success for our country's
small enterprises."

MFNNAN11i :t
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The Significance
of Small Business

T o create the largest number of new jobs in an era of
limited resources, it is important to utilize our existing
human, technological, and financial resources more
effectively and efficiently. The best way to accomplish
this is through public/private partnerships that generate
new jobs by enabling the startup and profitable growth
of small businesses rather than through programs that
entail major new state outlays in the current period of
overburdened budgets.

oDuring the last decade, small firms generated
80 percent of all new jobs in the United States

o Small, young firms generated about 80 percent of all
replacement jobs.2

o The firms that generate the most new jobs are the
most difficult to reach through conventional policy
initiatives.3

o Small firms produce 24 times more innovations per
research dollar than large firms.'

o In difficult economic times, when large companies
tend to reduce employment, there is an increase in
small business start-ups, which translates to critical
job creation in declining areas.

1 The Sale.. .IEasIesa AB.eIattePrese aem T1a-s- h tedlotheCchgt-s-
Mrch IN32

2 DavidL i5n- G--erhema P,-eh {MIT Pt-g- tafln efghht and.
h,,,hat Chate C," .-age. MA thihi

4 Neal Pe -ceaatea npe -1a-1ta1ara on,Sallcet B,,t, te
htmall 6,,$aess sum,-ct heo atndcq tie SawttahnZty to Ptabche hevi,takea the
Aa~e,,cae Eccettty7 flhthcgt Nlew rttetete Deveogetattet 60 be hohtt Ftbrdteah and
ghrtbett scheeke The CciwT~athh I Ettte3ctts seDetoetehten th~
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Small Business:
Where the JobsAre

I n recent years. there has been a growing realization that
small business plays a much stronger role in strength-
ening our economy than generally understood.

A 1979 study by David Birch of the Massachusetts Insti-
tute of Technology found that small businesses-not
large corporations-are the leading creators of new
jobs. It was also found that small businesses have an
unusually high failure rate-about 80% over the first
five years.

There are many reasons for this alarming statistic but
the most frequent causes of failure are lack of available
capital, strong management support and technical
assistance.

Many community leaders now realize that small
businesses are the best source for job creation, and are
taking steps to help establish and support new enter-
prises. Although these efforts are well intentioned, in
many cases their effectiveness is blunted by a lack of
coordination. expenence and resources.

Control Data Corporation has recognized the problems
faced by small businesses and the difficulty that
communities face in systematically encouraging small
business start-up and growth. As a result of recognizing
the need to better coordinate a community's resources,
Control Data has developed a comprehensive
approach to minimize these problems. We call it the Job
Creation Network.

The results of implementing comprehensive, commu-
nity-based job creation networks have been impressive.
Over the past five years, Control Data has worked with
more tian twenty-four communities of all sizes, both in
the U.S. and abroad, in establishing these networks. To
date, more than 700 new and growing businesses have
benefited from these efforts, and more than 5.000
persons have been placed in jobs.
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TiIW
he Job Creation Network is designed to create a
healthy environment for new and existing small
businesses. And that can mean new jobs and
economic growth for the community

The Job Creation Network is a process that:

o Stimulates the start-up and growth of small
businesses, recognizing the economic diversification
and stability that small businesses provide a
community

o Permits a community to manage a job creation effort
that is consistent, responsive, and ongoing.

A Community-Wide 0 Involves community leaders, business leaders, public
Program ThalGets sector organizations, educators and others who are
Results committed to their communitys economic future.

a Stands outside, but cooperates with, the economic
development programs sponsored by local, state, or
federal government regardless of changing political
conditions.

o Monitors the community's economic climate-not just
in response to threatened plant closing or business
relocation-to provide ongoing economic develop-
ment strategies.
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-T 1- -n_ Three Vital Components
torSuccess

he Job Creation Network is based on three components
essential for small business success. They are:

o Management assistance

. g ~~~~~~o Financing

o Access to affordable facilities and services

. Management The focal point of the network is the Cooperation Office.
: Assistance The Cooperation Office is a public/private partnership

. ~~~~~~~that provides management and technical assistance to
new businesses. The office is managed locally. Funding
for ongoing operation is provided by the public sector,
labor unions, churches, private citizens, foundations,
and local businesses.

The concept is simple. An entrepreneur has an idea for
a new product or service and wants to start a company.
The Cooperation Office helps evaluate the business
idea, develop a business plan, assemble a manage-
ment team, and obtain financing.

The permanent staff is small, but the Cooperation Office
draws on a volunteer advisory panel of engineers.
accountants, lawyers, scientists and executives to eval-
uate and help prepare business plans-and to identify
and recommend candidates for the management team.
The chances of success are substantially increased
because of this expertise.

The Cooperation Office represents the interests of the
entire community in building a.stronger economy
Therefore its creation should be the result of a coopera-
tive effort, by a working-group-representation of those
broad-based interests.

Members of the working group typically come from:

o Local business and industry

o Financial institutions

i Labor unions

o Business service clubs

o Churches and private citizen organizations

o University and college faculty

o Government agencies

The initial and continuing leadership for a Cooperation
Office must come from the private sector of each
community. This leadership reinforces the practical,
problem-solving goals of the group, and gives it continuity
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Financing- ew companies desperately need financing during their
Seed Capital initial formation and early development. For small
Fund X l companies, this is often the time of greatest need, and

highest risk. It is also the lime when capital from
conventional sources, such as venture capital funds
and banks, is usually unavailable because of the
unproven track-record of the new business.

The Seed Capital Fund is designed to provide the initial
cash to successfully launch the new business. The
Seed Capital Fund frequently works in tandem with the
Cooperation Office by providing that much-needed infu-
sion of capital for prototype development and/or
business start-up.

The Seed Capital Fund is established by investments
secured locally and is administered in a manner that
supplements the community's job creation objectives.

Access to
Facilities and
Services-
Business and
Technotogy Center

After addressing management and financial needs, a
community must then look to providing ongoing support
and a place where the new businesses can locate. The
Business and Technology Center (BTC) is intended to
create an atmosphere conducive to innovation, which
helps both the small business owner and the commu-
nity. The BTC is usually owned and financed locally.

On a fee-for-use basis, the BTC
; _ offers small businesses office and

manufacturing space, and a wide
variety of technical, administrative
and marketing resources.

The new businesses located in a
,1 aa~ d;; U , BTC can contribute to job develop-
,ZU busbm, s ment. In addition, the community

gains property tax benefits. And, the

become valuable customers of other
_ _ , jibs_> businesses in the community

Although all Business and Tech-
nology Centers provide the same

basic core services, no two centers are exactly alike.
Site selection and design must meet local business and
community needs.
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R l effecting a communitys unique small business support
requirements, each BTC normally provides someR combination of the following services:

o Flexible space-single offices to light
manufacturing space

o Space design and layout assistance

o Library and information center

o Computer-based management
education courses

o Conference room(s)

o Professional building management

o Business planning assistance

o Financial planning assistance

o Accounting planning assistance

o Telephone answering services

o Secretarial/clerical services

o Word processing services

o Mailing and postage services

o Furniture rental services

o Equipment rental services

o Part-time office programs

o National contract discounts

o Teleconferencing facilities

o Group life and health insurance

o Janitorial service
o Reception service
o Suite identification
o Parking
o Copying services
o Telex services
o Consulting services
o Technology searches
o Technology marketing
o Computer services
o Seminars
o Entrepreneurial club
o Catering
o Pick-up deliveries
o Auditorium facilities
o Temporary help
o Notary
o Shipping & receiving

W m
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* HowtoEstablisha
Job Creation Network

E stablishing a Job Creation Network begins with a
community assessment. Control Data contracts with a
community to help establish the three components of
the Network-management assistance. financing, and
the Business and Technology Center A license to
operate a Business and Technology Center is included
in the initial contract fee for the Community Assessment.

Identifying Local The community assessment identifies local resources
Resources that are currently providing assistance to small

businesses.

The assessment process highlights
_ t-iil the communitys ability to support

small business development. At the
- e'_iS * _ conclusion of the assessment,

i _ id _ . recommendations are provided to
permit the establishment of the Job
Creation Network.

* During the assessment, information
gathered is used to recommend
additional services to be offered in
the BTC

Rfeal Estae The assessment phase permits Control Data staff to
Analysis review sites or buildings being considered for use as a

Business and Technology Center Generally, recommen-
dations are provided for at least two suitable buildings.
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, ' g r7he 8TC

trjiUk iXe!nLicensing Program

C ontrol Data has spent years developing the technology
and expertise, and in proving the effectiveness of the
BTC concept in job creation. Control Data is now
making this expertise available to communities and
developers through a licensing program.

By undertaking the development of a licensed BTC, a
community can share in an international business
network for the just-beginning entrepreneur As part of
the worldwide network of BTCs, the entrepreneur may
have access to broader markets and becomes part of
the ever-expanding network of BTC management
expertise.

The licensing program that Control Data has designed
contains four major elements:
oPersonnel selection
o Renovation/construction technical assistance
o The BTC Service program
o Initial and ongoing instruction and training in

management and operation of the BTC, including
relationships to other network elements

Personnel The manager is the key to the success of the BTC
Selection project. Control Data recognizes that the selection of

the right individual for this position is vitally important
and is prepared to help in the recruitment process.

After the manager has been selected, Control Data staff
provides a three-week instruction program. Instruction
is delivered in a Control Data BTC, as well as on site at
the licensee's center Instruction includes interviews,
discussions, visual presentations, and computer-based
education, using Control Data's PLATOt training
curriculum.

Training covers topics that have proven effective for
successfully managing a BTC
o The philosophy of small business assistance
o The role a BTC plays in new business formation and survival
o Property management as it relates to small business
o BTC space marketing
o Contract and leasing procedures as they relate to

space marketing
o The BTC Service program
• BTC Service marketing



Renovation/Construction
TechnicalAssistance

Management and
Operation Program

Continuing Support
tortheBTCLicensee
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O How to develop a staffing plan for the center that
relates to operations, space marketing and service
development and marketing

o Public relations and advertising principles

o Use of the PLATO library of small business courseware

o How to work with the support services available for
the small business

o Major components of an accounting system for the
BTC

o Review of additional Control Data small business
services such as Factfinders, Business Advisors,
WORLDTECH, Commercial Credit and Business
Centers.

Technical assistance is provided by Control Data staff
during the design and development and/or renovation
phase of the BTC.

Control Data will help design a services area within The
BTC if required. Assistance also includes participation
with the licensees architect/engineer/contractor in
developing an understanding of the BTC concept and
space layout. The result is a facility that reflects the
unique needs of the newly formed small business.

In preparation for the official opening and continuing
operation of the BTC, Control Data provides the
licensee with a management and operation program.
The program consists of a set of manuals and
computer-based training that provide direction in the
following areas of management responsibility:

o Start-up 0 Network relationships

o Property management 0 Personnel

o Products and services 0 Policy and procedures

o Marketing u Forms and contracts

o Accounting

After the licensed BTC has begun operation, Control
Data provides ongoing support to help assure a
successful operation. This support includes technical
assistance to both the licensee and the BTC manager,
on-site evaluations, and improved and expanded small
business support services.
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A Commilmentto the Success
of Small Business

ontrol Data is a worldwide computer and financial serv-
ices company with revenues of more than $4.5 billion

annually, selling products and services in 47 countries.
Through the Job Creation Network, Control Data has

made a strategic commitment to helping new and
growing businesses survive and prosper

Helping small businesses meet their special challenges
is a part of Control Data's corporate strategy of

addressing society's major unmet needs as profitable
business opportunities-a strategy that had its begin-
nings more than a decade ago.

By applying our considerable resources, business
expertise and advanced computer technology at the
local level, we're able to provide critical support and
assistance to new and emerging business-and do it
in a cost-effective manner. In addition, a wide array of

financial, insurance, and realty services are offered.

Control Data Chairman and CEO, William C. Norris,

states:

"Our strategy of looking at pressing
social problems as business opportuni-
ties does not propose that business
assume the entire responsibility for
solving societal problems, but that
business, primarily big business, pro-
vides the leadership and the. manage-
ment. The simplest, yet an important,
program is that of fostering the start-up
of new, small enterprises."

nc"OLOGY N

FAC"ESI
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COOPERATIVE EXTENSION SERVICE

RAN agriculture - 4-H - home economics
to tmm Us~ OAmles Cn~STTYO cm vaUnOTWuMa

April 12, 1985

Senator Janes Abnor
South Dakota
SH-309 Hart Senate Office Bldg.
Washington, D.C. 20510

Dear Senator Abnor,

I do appreciate being asked to be a part of your task force. I wasn't able
to attend one of your area meetings but I have visited with several local people
and tried to get a handle on what the current situation is and what is expected.

In your letter of March 25, 1985 you asked us to answer three questions so I
have divided this report into three sections devoted to answering those questions.

Having been very involved with the farm economy for the last two or three
years I feel two very important facts have emerged and until we can separate these
two factors a solution will be hard to find.

First of all rural America is wealthier than at any time in history, If we
consider wealth as the ability to produce goods and services.

Second rural America has a money problem. Money is only a means of exchanging

goods and services and the money managers are ripping rural America ofr.

It should be very apparent that this is not just a rural problem but a problem
that effects every person that eats food, wears clothes and lives in a house.

I think it is obvious that somebody will farm this land and urban people are
not going to be very concerned about who as long as they are well fed. The real
question is will it be family farmers who farm it as a private business or the
money managers who farm it with hired help?

I think rural America feels it is important to save the family farm and I
hope this report will aid you in your fight to achieve that goal.

Sincerely,

Robert Garrity,
Potter County Agent

RG/ls
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PROPOSE FARM PROGRAM

Objectives:

1. To give economically depressed farmers an opportunity to salvage a family Sized
farm with a fair chance of future success.

2. To reduce land values to a level determined by the land's ability to produce
based on commodity prices that are competitive on a world market.

1. To provide a one time government expenditure w:th no further cost for a "farm
program".

4. To provide a voluntary program tcat would be uved only by farmers really in need.

5. To provide more opportunity for troubled farnors to coyc e' on a more eonal
basis with larger and/or corporate farns.

4. To allow farmers to compete on a world market.

7. To allow ag lending institutions to survive while the transition to a new way or
farming structure is being made.

S. To help rural communities survive and eveC prosper.

9. To provide the opportunities for new farmrs to .-,e started rn arming.
0. To encourage farmers to adapt to a newt economic environment.

To diecoarage FmHA loans to farners h,, do not iav n grod saaerncot nl:::z-.
2. To nroolde assistance only to thnse farne-s that are truly in need.
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PROPOSED FAAR PROGRAM

1. All present -farm programs" would cease.

2. Agricultural land would be valued an it s productive value using Soil Conser-
vation Service land classifications, soUl maps and other approved and/or avail-
able criteria.

3. Any 'rragile- lands now being farmed would have to have approved conservation
metbodi such as grass-seeding or terracing to be eligible.

4. Land that would be broken would have to meet S.C.S. requirements and would then
be valued at its most productive level.

5. The program would be administered through the Farmers Home Administration (FmHA).

6. Once the productive value of the land has been established a "base unit" size
would be established.

Definition: A base unit would be the amount of land needed to provide a living
for a fasily and to pay off a 100% mortgage on the land with cur-
rent interest rates.

7. A grant would be given to reduce the current mortgage on the base unit to the
established productive value of the land.

8. This base unit would be protected rrom any liens against the property (other
than the balance of a lien by the current mortgager or FmHA), bankruptcy actions
or any other legal actions for a period or rive years and indefinitely for any
liens, mortgager. etc. which are existant at the time of the initial participation
in the program.

9. The farmer could own other land at the time he enters the program. If there wan
any legal action such as roreclosurer on this other land, no part of the base unit
could be used to satisfy debts on this other land.

10. If a. farmer would purchase new land after entering the program he would rorrelt
the protection on his base unit.

11. The farmer would not be able to use the base unit as collateral for another loan
during the rive year period or the contract.

12. First time farmers or displaced farmers that wish to begin farming would be eligible
for the same mortgage reduction grant as existent farmers on land they purchase.

13. Under no circumstances could the grant be used to pay off a mortgage that was in-
curred after a target date that would be set, so as to avoid land owners who might
take out a mortgage in order to qualify for a grant under this program.

14. All grants under this program would have to meet approval of the local FmHA county
committee.

15. The loan on the base unit which would be 100% of the appraised calue using the
new procedure ror evaluation could either be retained by the current lender assumed
by FmHA or shared by the current lender and FmHA.

16. Limits for loans to one borrower from FmHA for land would be reduced to levels
consistent with the new production valuation of the land inthe base unit.

17. Farmers with existing FmHA loans would have the option of maintaining their current
loans or of participating in the program under the same guidelines established for
other lenders.

18. Operating loans could be made in addition to the loans to buy land but limits on
loans to one borrower would be reduced to reflect the actual needs of a farmer
to efficiently operate the base unit up to 100% or that amount.
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19. FeHA operating loans would not be renewed for borrowers who are not partici-
pating in the program..

20. Farmers that would elect to participate in the program and still retain any
other land would be limited to FmHA operating loans for the base unit only..

21. The limit for operating loans from FmHA would be in effect for 2 years. After
the second year that limit would be reduced 10% each year for any one borrower.
Exception could be made in the event of natural disaster such as drought or
insect infestation but at no time could the total loan to any one borrower exceed
the original limits.

22. Lands subject to flooding would not be considered for a base unit so flood would
would not be considered a natural disaster.

23. To be eligible for the program, a farmer must show intent to actively operate the
base unit for a period or at least 5 years.

24. Only one base unit would be allowed per household.

25. The "bailout" portion of this program could be spread out over a 2 or 3 year period.
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PROPOED FARM PROGRAM

Justificatian

1. A large number Oa American Farmers (estimate 1/4 to 1/3) are in serious
financial dittculty due to circumstances of an economy that was largely
beyond thier control based on sound financial practices of recent years.

2. The technical and productive ability of these farmers is a resource that the
American people cannot afford to lose.

3. More debt (even at a low interest rate) cannot help a farmer unable to pay
his current debts.

4. Current tare programs have contributed to the dilemna in the tarn economy and
other options are needed to reverse this trend.

5. Realistic land evaluation based on ability to produce is the only realistic
solution to the farm economic problems.

6. Realistic loan limitations (both real estate and operating) are needed to pre-
vent farmers in need Oa assistance from over-investment in machinery and equip-
sent. This is a part or the current problem that occurred during the years
of an artificial economy based largely on inflationary values.

7. This program would give farmers financial protection, for a period or time, to
adjust to the new economic conditions.

8. This program would allow for the entry of new farmers and would increase rural
population which would in turn help rural communities, schools, etc..

9. This would be a one time cost to the government and the pay beack from savings
in current tarm programs would be accomplished in a relatively short period of
time.

10. Agricultural manufacturers and suppliers would benefit with more tarm popula-
tion. However manuracturers may have to go through an adjustment period by
switching to the manufacture or more but smaller equipment.

11. Already suffering rural businesses (including Ag Lenders would not have to
bear the burden Oa bad farm debts.

12. FmHA s role would return to helping good young farmers get started rather than
keeping poor farmers in business.

13. This program would fit in well with the current administrations proposed tax
policies and could be an opportunity to eliminate tax laws that give an unfair
advantage to large and/or corporate farms.

14. Many if not all oa A.S.C.S. functions could be eliminated however this would
probably be off set by increased need for Crop Reporting Services and Extension
Services. S4:.S. programs may need to be revamped but total responsibility
would remain about the sane.

15. This program would give many rarms the opportunity to stay in or enter fanming
but it would also eliminate those who do not make responsible management deci-
sions in the future.

16. Being voluntary, the program would be used only byf tarners that are truly
in need of assistance and would be of no benefit to those who do not need assist-
ance.

17. Lowered land values and reduced debts would make more money available which
would help reduce interest rates.

18. Food prices would be determined by world markets. I would not forsee any
drastic changes in food prices however, once this program had accomplished
its goal, consumers would only pay once for their food instead of once at the
grocery store and once as taxes to support farm subsidies.
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C E N T E R February 14, 1985

Dale Jahr
Joint Economics Committee
U.S. Senate
Washington, D.C. 20510

Dear Dale:

Here are my columns on Farm Stress and ag economics. Perhaps the following
columns could be inserted in the record including my open letter to David
Stockman:

"Zapping the Farmers in '85"
"Black Hats and White Hats"
"The Last and Hardest Lesson"
"The Courage to Start Over"
"The Tortoise and the Hare"
"Challenging Opportunities for Growth"
"Dark Clouds and Silver Linings"
"Doing Best Things in Worst Times"
"Farm Stress"
"Economics and the Rural Way of Life"
"A Rural Renaissance"

The others you can include if you feel they are appropriate. Thanks for
giving me the opportunity to appear before your committee. I'm sorry the
transportation arrangements fell through and I was not able to attend.

Sincerely,

Val Farmer

enclosures
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Zapping the farmers in '85
I recerntly hod an opportuoity to brier-
view a spokesperson for the World
Caeap Food Policy for Potltical and
Corporate Control Group. Dr. I. M.
Aeonspirtor. on the ecoenomic eutiook
for agriculture In I15. Here are some
of his unusually candid thoughta.

Question: Dr. Aconsprator. what do
yooetspectin'81?

Answer: tilO will be mne of our best
years ever. We've got the farmers
where we want them. At this rate, by
the year 2D05 I predict there will only be
two farmers left in the United States
.. .and one of them Is going to be in
trouble.

Question: Doctor, cesld you expand
on that a littie? How did you get them
on the rum? I tlhought they werm a hardy

Mte
Answer: These fellows are pretty

tough all right. The thing we do is to
take advantage of their pride and their
toughness. You see. these people are
top producers and the pillars of their
communIties. It was their very ag-
gressiveness and optimism that got
them into trouble. They expanded.
brought their children on board and
watched In disbelief as interest rates
seared, land prices fell and inflation
was brought under control.

Now it you were a person like this. un-

prepared for a long iege of
wonld you be prepared for
rassment of baring to eut
land and equipment, ast
neighbors know that you are
No. the easlest thing to do
ostrich and put your bead
and hope for a miracle.

Some of our toughest at
producers keep It all insid
wonmt tell their wives about
Their blind spot is that
realize that It takes an evn
man to admit a problem i
head on.

Question: How dons thine
admit a problem work again

Answer: That's easy. If
load Is high enough, the cloc
against them. The longer i
take action, the more their
erode to the point of no rettu
liquidation Is the only as
chances are that If they has
at their financial problem
they will avoid the lender a
their relationship with him.

People get their best Idea,
talk out problems with othe
as they won't face reality w
and honesty. they shut the,
from alternatives and optic

and family. and even from own
creativity and problem-solving skills.

Question: Besides dodgIng and duck-
lag each other, what else do you Like to
me these farmers do?

Answer: Well I don't really feel they
are defeated until they blame others. U
they are caught up in "fairness" and
blaming all the powers that be. they
avoid the main problem of dealing with
their own personal situation. As ilng as
they think somenme else is going to

hard times. re ainng and fix It for them, they fail
tbe embar- to aero In on the real problem - how to
tonk. bal "" insure the survivability and profitabill-

d at '"Y° ty of their particular farm.
in trouble? The fellows that get angry. hostile.
I n to play bitter and spend their time complaining

in the sand aure spinting their wheels looking at

illed industry-wide soutions. The problems
ruangdlledn that are going to sink them are not in-

ie and eves ternational trade policies or govern,
their fear. ment programs but the financial pro-

they dong' blems of their own operations. If they
en stronger define the problem wrong, there is no
sod tace wsaytheyaregolngtosolveit.

Omtwance to Question: What ele do you have go-
St them? fog inr you?
their debt Answer: Most of these fellows are so

e is ticking hidebound that they aren't going to
hey wait to make the changes they need to make.
equity will Pamily traditions about marketing.

rn and total breeds. cropping decisions. irrational
unawn tota attachments to land and so forth are
tswer looked emotiontal lsues. I love to see themv's t s Iked make emotionally-based decisions.
s quarely. I they don't incorporate modern

nd dansage techniques of financial management.

5 when they they are goners. Up until two or three
ers. As long years ago, a fellow could get by without
ith courage keeping good records. I'm telling you,
mselves off the farmers that are going to stay in
MS. friends this game are going to have to be fie.i-

ble, open to change and know the finan-
cial end of this deal.

Some of these guys take the fan
money off the top, make no sacrifices in
their standard of living and want to hold
on to all of their status symbols of being
good farmers. They figure because they
work bard. they deserve It. Someday
they will wake up and realize that It is

more than the federal budget that is fill-
ed with red ink.

Question: Do you have the lenders in
your pocket, too?

Answer: It was better In the good old
days when there were a few more
"dumb" bankers around. A farrier
could come in and pump him full of
baloney and get them both in trouble.
The casual days are over. Most people
didn't realize how lucky they were to
have bad a strict banker.

The bankers wio don't have the
technical ag skills or management
ideas to analyse and help an operaton
are beIng weeded out. The last few
yearn has produced a shakeout of
lenders by putting to a test their ap.

titude and knowledge. If we can get a
bank In trouble, they are forced to back
away from their borrowers regardless
of merits of how their plans pencil out.

Questim: Dr. Aconspirator. do yeu
really think you're going to win tls
one?

Answer: To be truthful. just asout the
time I think I've got them on the rmn,
farmers figure out how to cope and
manage to hang in then. I iumre I've
got a chance this thneca som e of
the younge ers_ btought up dthx
bIfatary tie-s brent had tso make

a sm b tadjm rut arae id tI
don't get them this time, they may be
able to stand about anything I'll be abie
to throw at them in the future.
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Black hats and whit
The movie `Country portrayed
bankers In the black hats and farmers
in the white hats. In real life drama.
there are usually no goad guys or bad
guys but bankers and farmers working
together to accomplish mutual goals.

However, If we really got into It. we
could find more than a few farmers and
ranchers who give ample cause for
bankers to take the actions they do.
Farmers can choose the color of hat
their banker wears and literally hand it
to him to try on.

Here are some ways that farmers
commonly allow their business rela-
tionships with their bankers to
deterlorate to the point where the work-
ing relationship becomes strained and
hardship Is caused both to the farmer
and to the banker.

1. Be secretive about your business
affairs. Hide your problems as long as
possible. Let him hear about your pro-
blems from someone else. Start major
changes and spring them on your
banker halfway through. Finally, be
elusive. Miss appointments. Create a
question In his mind about what you are
doing.

2. Delude yourself. Operate In the

D \ \ | about every "get rich quick' schemer. v a l that comes along. Try a few business
ideas outside of farming even if you
don't have the background.

6. Blame the banker for your pro-* a rm e r Wi | * b bblems. Insinuate that he is personally
responsible and is benefiting from your
troubles. Don't take responsibility for

to hats your decisions. Blame everybody you:e hats. can. It will make you feel better. Show
dark about net worth. cost of produc- your anger and resentment. Maybe youdarkdebout nto eq rtio cash flow and can intimidate the banker into going
livin, debtensts Soquty aahflwad long with yea.
living expenses. Sometimes the less you 7. Operate on other people's money as
know, the better you will feel. Live on long as possible. Overdrafts are no pro-
the same standard of living every year blew. Ask for advances on your loan to
regardless of how the business is doing cover sy shortfalls. Let the creditors
Use your operating loan for living o- wa for their money until you absolute-
penItstif bnecessry puspesreo o, hose to psy. Your miracle will come

give him sboamenker pjuths pressfuire on you, through and nobody will gel hurt.
give thim soet 'pe-n-th-sy"igre 8Liveorecklessly sod dangerously.and then get angry or resentful if he Spend a lot of time at the town bar and
challenges you on your rationale. Hope bristle with anger if anyone suggests
for a miracle. Hang In there as long as on have an alcohol problem. Gamble a
you can even If It means dragging a few y
of your creditors down with you.

4. React negatively to any changes or banker more than he wants or needs to
management suggestions he might know. They are receptive to his advice
make. Tell him it Is your equity and you and input.
intend to do as you please. Justify what The bottom tine Is a powerful
you are doing and don't try anything measure of success. Farmers who are
new - especially if It Is the banker's conversant about their financial sltus
idea and goals will find their banker ap-

1. Jump Into new things every year preciative and receptive. Farmers will
Make major changes In your enterprise likewise recognize and appreciate the
until you find the quick finx that will turn trust and confidence placed In their
things around in a hurry. Get excited management ability when the bank

risks their money with them. They
return that trust by sharing freely the
concerns and developments that affect
the operation.

Of course there are sometimes
legitimate reasons for problem rela-
tionships with bankers. Not everybody
hits it off together. The farmer may

little. Argue and fight with your wife.
Chase around on her. Put out enough
clues so the banker will hear and
wonder if your personal problems are
going to disrupt your farming opera-
tlion.

9. If none of the above points are suffi.
cient to drive your banker away, this
one will put the nail in the coffin. When
times get tough. start some creative in-
vesting with loan money and mortgag-
ed property to turn your business
around. Tell a few lies. Try a few
dishonest things. After all, you mean
well and after your ideas pan out, no
one will ever know. Rationalize away
your character and conscience.

The rules for having a good relation-
ship with a banker are simple and can
be implied from the list above. Most
farmers are honest. They include the
banker as a key member of their
management team. They discuss
changes well in advance and tell their

lack confidence in the expertise or
understanding of a particular banker
with regards to his situation. When this
happens, the farmer needs to find a
relationship with a banker where there
Is mutual trust and confidence.

Having a good working relationship
with a banker Is a major key to success
In agriculture. By observing a few
sound principles of business etiquette.
the farmer can prevent the banker
from ever having to try on the black
hat.

Before we blame the banker, lets
check and see what color of hat we are
wearing.
0'. vi Woar i d i en a raeww_
pagrse. at .was ela KnaimOn cmow 0
thsi real I..,,,, ,a~xtsim
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u" Farmer

The last and hardest lesson
A rancher was in trouble. He had
fought, scratched and juggled to make
ends meet. Then everything seemed to
spin out of control. His short-term
lender confronted him with his cash
flow problems relused to go any fur-
ther unless there was debt restructur-
ing. and suggested a partial liquidation
of land and machinery.

Admittedly he did not handle It well.
He blew up and sald some things he
shouldn't have sold and stormed out of
the bank. He shouldered the whole
burden alsoe. He had never been In this
spot before. He was scared and he
couldn't figure out the answers. His
mood fluctuated between anger.
frustration, guilt, fear, depression. Ir-
ritability and a state of shock. Life was
a succession of anxious days and
sleepless sights.

He didn't want to sell his Income-
producing resources... how else could
he get out of the hole he is in? Wasn't
this "next year" country? A good year
and good prices would solve a lot of pro-

job. What I'd like Is for us to sit down
and figure out how we can both win at
this thing."

He then told out the hard facts with a
new financial statement. He was w&i
Ing to bite the bullet. He was willing to
cut his debt load. He was wsiling to
listen to the banker's ideas. He
presented his own Ideas with energy
and enthusiasm and got the banker
caught up in his motivations and sees.
There was a way. Together. they would
make It work.

He invited the banker out to his place
to see the situation for himself. He also
wanted the banker to see firt hand that
be and his family were living a
disciplined life and that they were mak-
ing the sacrifices to live within their
means.

Though he didn't feel like it was

blems. Aren't the good years and the
bad years supposed to even themselves
Mgt?

Off-farte employment? What off-
farm employment? Even if there were
jobs. they wouldn't make that much of a
dent in his problems. Bsildes, he had
always regarded working for someone
else as a form of slavery. Ranching was
a full-tome job as it was. How would he
flit in a second job? Did life have to be
this hard?

What about his Image in the com-
munity? His pride? Facing his friends
and neighbors? More importantly, how
did he feel about himself? Had he failed
to measure up in some profound way?
Was It his management? How could he
have forseen this "crunch?" Wasn't he
following the conventional wisdom for
getting ahead? Wasn't he a good ran-
cher and a hard worker?

The questions and self-doubts were
not uttered to anyone ele, not even his
wife. He went underground, dodging
and ducking neighbors, avoiding the

necessary for himself, he had heard of
cases where a financially distressed
rancher would bring a friend or consul-
tant to the meeting with the lender to
help restore communications and lay
out the options.

The banker said how grateful he was
to hare communcatihm reopened. The
conflict was in the poet and he was will.
ing to start over. Time had been work-
lng against him, too, and he was even
more in the dark than his ran-
cher/client. It felt good to be working
together as a team again.

The banker said that he and his col-
leegues are always open to communica-
lions. He pointed out that ometimes a
rancher Imagines himself tobe in grave
legal dtificulties because he diverted
payments that should hare gone to the
bhnk to pay off other ranch expenses.

tanker and biding from his own feel-
top and reality. Those were the dark
days, the bard days. Or were they men-
ths? They seemed liae an eternity.

Finally, he woke up. He started talk-
tnag. He shared bhi tear and dilemma
with hbl wife. He then shared honest
facts and figures wits a trusted friend
and then with a coesultant be sought out
from outside his community. He
wanted a second and third Opinion. Just
talking to others helped hitm come up
with alternatives and options. He
started to be enthusiastic and to have
hope again. not blind hope but hope hos-
d on reality.
His next job was to repair his rein

tionship with bis lender. He remembers
well how he started that conversation:
"I was upset and frustrated. I'm sorry.
I understand you were only doing your

He then lives In fear of the banker or be-
Ing found out In some way. Most of
these problems can be worked out
through honest acknowledgement and a
fresh start. The most important thing.
he said, was to get the communications
going again and to work together with
real facts and figures.

Looking back, the rancher wondered
why It took him so long to oem up about
his problems. What did matter was that
he had the courage to face his problems
and he had learned not to carry his
burdens alone, No longer would he
allow his fears and pride from keeping
him from tking charge of his pro-
blems, It was the last and hardest
lesson to learn in ranching.

wsa,*,v it no Ciii ON. ltn- im ntr 0
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tb Dr. Val
Farmer

The courage to start over
The memories were intense for this the same signals, was more than
particular man. The movie. Country," helpful. Now, with the 2D/20 vision of
brought back the anguish and turmoil hindsight. he could see the error of his
of the forced liquilation he had gone ways.
through two years before. His story was At first, it was easy to blame himself
a little different and probably not as or to blame God or the banker or pollti-
good theater. but more hopeful than the clans or anybody involved In the agri-
movie version. marketing system. He finally conclud-

He remembered the sleepless sights, ed. "I do not deserve this." He certainly
the days of denial and despair, the rail- had the skills and motivation to succeed
Ing against facts he could not refute, in farming. but the financial snowball
and his frantic running to and fro trying he had started riling down the hill
to stave off the inevitable. If there was could not be stopped with hard work or

straw, ny straw, he would grasp It with ideas that, in themselves, didn't
only to find that It was merely a straw cost money to implement.
and not an answer. He felt he was the victim of cIr

He recalled his struggle to make cumstances, of torces much larger than
sense of what was happening to him and he or his neighbors or even the Presi-
his family. "Why did It happen?" dent had the power to control. He would
'Whose fault was It?" "Why doesn't no longer rob his own self-esteem by
God Intervene?" "Aren't we good peo' blaming himslf for circumstances
pie? "TDoesn'tHe loveus?" beyond hi control.

His was a simple mistake. Ha, like so Sure, he imagined the whispers of his
many others, had bet on the infla- friends and neighbors about his "poor
tionary psychology of the '70s and bor- management." He himself had been
rowed heavily to expand. There were no party to such conversations. Perhaps
warning voices. The banker, reading that explanation was the most consl-

Ing to farmers who are trying to avoid
the facts the same way he was.
However, the poor managers had
already been weeded out and now the
farm economy was affecting families
that one would never expect.

The stories of perseveronce and
tenacity presented another kind of
obstacle to overcome. His problem
wasn't perseverence - It was doing the
only thing he could do to stop the
hemorrhage of debt and Interest. The
wise and comforting counsels and ex-
pressions of faith for times of trouble
and despair were fine, but they didn't
solve the problem.

He had to contend with his own pride
and fear of humiliation In admitting
defeat. He had to face fears of the
unknown and dream new dreams he did
not want to dream to take the place of
the cherished dream he was losing. He
looked failure In the face and summon'
ed a new kind of courage - the courage
to move forward. Until he made that
decision, his pain, guilt, discourage'
ment and isolation were crushing and
suffocating.

He was not too old and tired to start
over. He stopped looking for fairness
and justice, stopped feeling sorry for
himself, stopped being trapped between
bitter rebellion and beaten resignation,
and stopped being a witness against
God's Injustice. He stopped looking
backward and faced the future.

He recalled saying to himself, "Now
that this has happened, what am I going
to do about it?" He prayed for strength

and comfort instead of miraculous in-
terventlon. From that point on, the
yesterdays became less painful and the
tomorrows less fearful. He put one font
In front of the other and picked up the
pieces that were left to be picked up.

The farm sale was traumatic, It was
like having his dream and work of a
lifetime die In front of him. Not only die,
but literally be dismembered and scat-
tered to the four winds. As hard as It
was, however, it was not as hard as the
night he faced the demons within
himself and gave up his dream volun-
tarily and irrevocably.

Now that he has been through this, he
wondered which of his neighbors could
be going through what he went through.
He had seen men and familes crumble
under stress just as the movie had por'
trayed. Who do people talk to in cir-
cumstances like these? He
remembered how alone he felt and how
reluctant he was to open up about his
problems.

The people who had been through that
personal hell and made It simply
weren't around to talk about It. From
across the miles, he wanted to shout out
to his financially troubled friends and
neighbors. "There is a way. You can do
Itl There are alternatives. Donst be so
hard on yourselves. You have been
good farmers. Find what else you can
be good at."
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mt-P Farmer
The tortoise and the hare
Thia Cornbet i toeto asd bukm 0rm
try. Researcher Seop Sbtamono trome
the sUnlwennityof Illinoin docume thoe
euxlton of two matin farming

It I est existing aide by Side In the
CorohetL n b1 opon her rosarech thIs
allegory Ib drawu

The hares
It b bard to fInd fault with the hates.
They not only tollow die Conventional
itdom for gettlng head ig riciture
buo th leading twdome put M by form
maagemnnt pubilcatioes. universities
and vrious prposeUs of scientific and
Commerclsly oerented agrIcultur.

Por the harm fatrming In a. unsen-
Umental bulinen where the lUad Is
regarded a *o ISveatment and succem
ti mooaured by maedmbhitg preofis.
Bigger In bettor, a harms Incorporate
new techeology and Increasaogly effi.
cloet equlpmont to ancompilab thdir
goals.

They ambitdounly an aggresuively
add land to bet utilue the new
resourcaa they have at their disposal.
Gotb rM gered to family aloe or
labor boo rther to the easent of nhe
managerial ability ald svaiabil
apital resources. Exponion is aC-

complished primarily through the uuo
of rnted lend.

A a rain. the a gravItate ltoards
arming rno Large puin crop. focusIng

on efficiency and volume to make the
eiiteprive profiable. The harm tokhs
rHtha with credit and invetment to
build their enterprtses and make thom
more prenlitble

The bahm hve" fwer offspring (as
wnnpected finding for hae). Thebun.

ales are escouraged towrd higher
educao. It something tooke better to

them thai laminsIn the parental bahr
support It. A le of young hae Inr"e
asd establih them elves quite dlcely to
other profesiomn. Whes oSme young
hares return all brlght~eyod and busby-
tailed to the fam, they are epectod to
show same InitiatiVe In makitg their

"wn net and enterprise.
Money talk. So doe" freedom snd

autonomy. The hares ha"it mme than
their share of family conflict regarding
working arrangementa transfers of cor
mL. retirement and estet plainlog.

KeepIng the land In family heads in not
the top priority. ecorniem censidera-
tlon are, Tough-minded decisioms a
made, and many harm, both young mid
old. Ioon agriculture.

The idivIdualIsm ol tie harm spnls
over Into the cammoolty. Everyone
go their own ay. Theygo to diftereot
churches. The population of the vIllage
declines. Schooul. churches iand
bueloesles conoildte. At tde Cent
nanity level, there a few ervent that

bring the harm together to create a
anse ofshared Identity.

The tortoises
The tortoiss share a Common relItion
and cannshess carried over from the
snda from which they migrated. 0O
Ing lond and passing the land on to thetr
offspring is an emotilonly driving
vilue smong tortoises. It le mepaure
of clice tob hbve the land contliul to
be In the family.

The parental tortoises secritfic
greatly to spmoor and supplrt diets
yOulg turtlet to acquire and own bad.
The young r often set up on ftem
that become avallable In the territory
of the ham.

mr el relativo unroncern about the
pace of economic progresa as long as
the overall gal remoins In b ttih. The
young re rd sad to vahto the tarmi
lltretylb and the security of fmily and
commsl ity. Educatlon Is nlce bul ac.
q.IrIlg Industlrous worl habits.
knowledge sad kils from parents It
aoe as the real key to future tucces.
As ow Imagine. the tortodse, sri

kbow for ther alow. plodding aid
methodical wokb bhabit Savligs and.
cash purchases are valuoed and mlaor
rsks involving credit are nln-d
They are known for their aution. Tor-
btlre eow diverstifcation In farmbig to
brng In Income. All thebr eggs re not
lumoeheasket.

To epnd they olten add or ttetsty
lisuloeak rsoductlen throuch dairyiog
or pork production. Both of theme types
of enterprises ar labor Intentin aind
require eustorditnry dedication and
winpl. labor oupply. Fortunately, the
tortoUes repredor dthwelve inS -
Clan oumbne to provide the labor rM-
quirerenut of tdme enterprises. The
young tortoises are taught to lo"o the
worl: asd want tosticksauend

The tortoises Ili. to get together In
churhb sd comeuunty-wlde eonta to.
celebrate llts and to tupport on
onother In life's journeys. The poltle-

tdon of the villge remains stable and
most rryonie lnlds a hand to srpoot
commuiVty activltie. village life cmi-
tihun to be vital and Is not affected by
ny major Sudms of torlotose. youty or

Old.

Tortoise versus hare
It whaInn the rc Is determhIed by
wealth. current proitabillity. or she of
holdingo. then the haumo come out
ahead. hands down. They wIll altays
be In thn Ieda talked sbout and sud as
an nsomple of what agriculture In all
about.

Their aggresdoe rlIbAtoabng Strategy
w111 cruse Some to do spectastulrly
wit. while other, fall by the wayslde.
tnuvvoer. tde attrition. the tenotdte
commitment and the lack of

amoohoes In bdrintng Wol tbt yOm~
calms a ateo depletion In numbers
among the hlit,.

It wIDing dte re I detrmined by
piaisteace of numbers In agriculture
or coot O (tS p oow) of the mom ts
ritory. then the tortoises rome, one
ahead. The advsled attac divbson of
iar" It followed by an arry of br-
islam.

Dot pF or profita d6.tle
access? Is It business U umin or Ihrif.
Une,,? to It aggresive eaxpansion ind
rsbk4sblng or is It hard work and ci
mihmont? Which boop. in a Dors tain
sense. survloes to reprodace
themselen?

The wInnbig astrltoU for both tr-
blue. and bae .doing bsa they Sobis
do best. An occaaeont ulance ahead or
behud. aes tlb c may be. to wn what
the othe are doIng doern't bur. A
farmer. reading this Coluna. Iowi
whiob camp be In bm d tl the
strategy wIlh which he feels cob -
tortablo. bath o wi
ro.won -- n e. e~s,, tr

Co4
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The marshal Is not alone
It Is high noe. A lone man wbth
unyielding courage faces deadly
danger from outlaw forces seeking to
overrun the community he l entrusted
to protect. Though many believe in his
cause. no one is witling to step forward
to help.

Defying all edds, the solitary and
taciturn man prevails against his toes
leaving the towapeople awestruck
with admiration and respect tor the feat
they had witnes.ed. The man moves on.

A man uproots his family and travels
away to a primitive and distant frontier
in nserch of independence and op'
portunity. Through shber fIrce of w111
ond determination, braving uvkoown
and devuasating hardships, he prevail
to leave a tasting lgacy for his children
and his children's children.

A man hurie his wie a victim of the
harsh reality ot an unforgiving and
fearsome blisard. He also buries his
feelings deep Inside of him snd endures
his pain without a tear, It s not seemly
or manly to give Into weakness or to
show emolion. He i strong enough not
to seek or need the ewotiool support of
friends. He in forlore but renolute In his
struggle to be seol-sufficient In ihe lace
of any and a11 adversity.

These . em the sastainiog and
nourishing myths and value we

Americons cherish as a part of our inb
dividualiatic and enterprising heritage.
One person lone can overcome n
myriad of obstacles and perniciOvs
torte to attain his or her highest
dreams in his land of opponrtunity.

However inspiring and useful these
myths may be for our national psyche,
unfortunately they are not descriptive
of the reality by which our progenitors
surmounted their daunting challenges.
ft was through neighbor helping
neighbr. arn risbogs. mutual aid in
time of ned, sharing of limited
resources, family togetherness snd
tight knit communities that survival
was incured. Thi settler never stood
alone. Interdependence In the spirit of
cnoperatiov and learning trom others is
just as much, If not more, a part ot our
heritage as the inegrity and srengith of
the ivdividual

Growth cover a multitude of sins.
Darlng good times we can afford the
usury ol independence end even to
mistakonly enverlsin the notion that
Pragrno resalti Ircm individual in-
iliative and ettor.t Eftorts of others who
have gone before and the market torces
beyond one's control Invisbly con-
Iribute to the bold and striking impact
no attribute lo our elforts.

Perhaps, no one subscribes to the

-cowboy myth" itth more tenacity
this the livestock producers
themselves. Dr. Mao Bras, in a talk
before the Livestock Marketing Con-
gross I S.. Antonio expialoed sew the
myth I a barrier to change and innev-
tinn within the livestock udatry. He
said provocatively that, "Ruaged Is-
dividaslism and independence are In-
compatible with the ensir concept of
producing tor the market In quaanity,
quality or service." He further added,
"I know of no Industry that so bkbtantly
Ignores the co-sumer. ew producer
initiate production with any Idea what.

-oover of who will bhy their product-
here. when or ha.."
The bttl flaw for some Is their inter.

"l send sever to be wrog. It 1s too
threatening to their sellftaem ta ac-
cept criticism or new ideas from others.
By demo, they know the "right" way
and they are headstrong and stubborn
enough to prove themeelves right, come
hell or high war. Pride wasks itel as
seit-su'r'ficecy. rigidity as
righteouaness and resistance as trdi-
tion.

Some have a prsccuption with order
and precslion not permitting devia'
tions that could lead to creative Inm
provamonts In the way things are done.
Por others, reluctance to "play"
keepa everyne so taskbrlented that
whimsical or outibndish Ideas are
never oopressed and. ronsequently. net
entertained tor sawn proctical applics
lion. For tome, not even s joening en
counter with pain and failure in enough
to spur reappraisal of the problem or
the responso.

Not all livestock produced are so
hidebound that they cannot grow. The
shakers and the mover have asuc a
naturo[ curiosity about how things hap-
pen that they are drawn t consider
rebled tields and how they Intoract
with the ranching enterprise. Olstn. it

is in the interface at these fanctiona that
new asd Innovative Ideas develop.
These producers read widely is
unretated tields with serendipitoas
resuita. They task over the fence live
and are not afraid to bary asn Ides
that works.

Innovative peope put themeuls is
the company of bright peopie ask quase
teas and listes well. They actively seek
information and willingly share what
they know. 1- helping others succeed
with their problems, they larn aod
grew themselves.

1n these stimutating Instractisoes the
creative pereon gets new perspectives
and deines old probiems In na- ways.
He rcosgeis- opportunities to Improve
and to skilifully esplolt them, NHw
technologies are Icorporated; work is
reorganised; nse octivitles are in
Itiated and Inefticlencies are
eliminated.

The person bs sees the Is-
trdepoodence of thipg ales can fecus
his energiles on the esLoreal forces that
operata I his industry and Ibk arms
with otihes to shpe the environment Is
which his businesa operates. Imprn-
alons are managed. critics are cooptbd.
resources are lobbied and political
forces are heresned. The Innovoative
pereo knows be h.eda others aed
likewse. he makes himself uredu to
them.

It the "cowboy myth" stops a peren
trom listening end lenronbg from those
around him, from knowing his
customers and marketo. from relying
on rthers tor practical and emotional
suppore and from building up the suc-
cne of others round him, thee the
myth baa tutived Ito aseuninesa. The
reality of the frontier eas one of peopbe
working together. The odds are much
better when the marhall 1s not alone.

a s- -_ v 'se _ n
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Challenging opportunities for growth
"Agriculture In general is in a lot of understanding and it carries with it
trouble in this country." said Clayton threat to our seel-beisg If we do not res.
Yeutter. president of the Chicago Mer- pond appropriately. The Chinese have
candle Exchange. "And I don't think captured this concept in a word that is
It's bottomed out. ..It may be worse 12 compable to our ward "crisis." The
months from now." word is formed by combining two

With recent news like that. how can characters. one meaning "a dangerous
farmers and ranchers continue to cope time" and the second meaning "an op-
with the prospect of continued portunity." Literally translated it
economic stress? Is there any ray of reads: 'Crisis is an topportunity riding
sunshine behsnd the clouds? on a dangerous wind."

One notion of stress is that it is an That is a powerful insight. Difficult
eveqtthatchallengesourresourcesand and trying problems are opportunities

In dIsguise. It bl through struggle and
trial that some of greateot growth oc.
curr.

Sirens spurs development. It jars Os
Into action. We begin to searcb tor in-
formatIon and understanding about the
problem and io make a response that Is
necessarily different and original from
our usual way of responding. Instead of
viewing stress as an unpleasant source
of tension to reduce or avoid. we can
redefine these experiences as
"challenging opportunities for
growth."

There is a story, possibly apocryphal.
of an American general who. when in-
formed that his army was surrounded
during the "Battle of the Bulge."
responded. "Good. We've got them

-where we want them. We can attack in
any direcrion! "

Likewise, many of our growth op-
portunities come from uninvited life ex-
periences. obstacles and problems
placed in our path that demand our at-
tention and concern. Our newspapers

-.a 'To FtuTaee 51ucess. To a. le i-Ate- we. mse. sC 1`00
by I& p ,0F. . .

and literatnre are filled with accounts In speaking about threatening world
Of the triumph of the human spirit when sI'sations. Henry Kissnger aid. -It is
adversity and tragedy force a compell- a paradox of the contemporary world
Ing change fn people's lives. that. if we wait until the dangers

Even in the ashes f defeat and become realities, we will lose the
failure, we tearn valuable lessonT. I us- chance to da anything about them.-"
ed properly, these experiences can The same line of reasoning can be up-
serve as stepping ston i C 5 r' plied to opportunities. If we wait until
cumstances and forces we do sot an- the opportunities become realities, we
ticipate nor necessarily want In our will lose the chance to take advantage
lives. of them.

There is another side to the stress To aiwoys hove challenging op-
siory. At each step in our development, porlonities we have to imagine what it
we are attracted to experiences that is we want to become and then step by
are interesting and challenging to us. step expose ourselves to the stressful
We piace ourselves in situations where situations that will carry us there.
we have to extend and stretch- Preparation precedes power.
ourselves. We do not salect experiences Preparation means acting with faith,
that we think are too boring. too dif- working hsrd and sacrificing the coin
hcult or too easy. fort of the present for the chance to ex.

Worthwhile goals, complete with pro- perience future rewards. The miracle
blems and obotacles, aloo spur our Of growth is as we approach nor gost
development. To achieve a goal, not an- they are transformed into new ones and
Iy do we seed to deal with current the process of preparing and meeting
challenges and obstacles bot to suc-
cesefully anticipate future ones as well.

challenges continues. The journcy's
end will be loftier and greater iban our
preconceived destination.

To be succensfhl In meeting both the
invited and uninvited opportunities for
growth, we need an accurate apprecia-
tion of our strengths and limitations.
Hans Setye. the pioneer who con.
tributed much of our knowledge about
stress, offered a one sentence summary
of his work. "Fight for your highest at-
t*inable aim but never put up
resistance In vain."

This same advice als Is found In the
serenity prayer. "God grant me the
serenity to accept the things I cannot
change, the courage to change the
things I can and the wisdom to know the
difference. "

Life certainly can be exiting.
challenging, daunting, threatening and
demanding. For farmers and rsnchers
and for people general, riding en a
dangerous wind to preferable to the
stillness of boredom and stagnation.
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Dr. Val
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Dark clouds and silver linings
Many farmers and ranchers are
undergoing stressful financial pro-
blems. For many, the horizon is laden
with heavy, menacing clouds. In trying
to find meaning from setbacks. disap-
pointments and tragedies In the dark
clouds of life, we struggle to glimpse
the luminous edge that tells us the sun
still shines and that there will be a
brighter day.

Sometimes, however, there is no
silver lining. The loss of a loved nme.
falling health or a maiming injury are
life's greatest tests. LIfe is changed and
Is diferent, not better. Some things are

i to be endured and accepted. No matter
what else we can say about life, it goes
on. Some clouds will always be dark.
But they won't always be in direct vi-
sion as time moves them to a different
part of the horizon.

It is our faith in the goodness of life
and in a benevolent diety that tells as
that the sun is still there when there is
no hint that the storm will ever cease.
Hope is our sustaining human gift that
helps us persevere in the face of enor-
mous difficulties. To emerge victorious
from these trying ordeals earns the
ultimate accolade "a triumph of the
human spirit."

More important than the silver lining
is the storm itself. These trying ex-
periences are the key to personal
growth we can get In no other way.
Once these uninvited experiences and
challenges came into our lives, they
push and stretch us Into measuring up
to their daunting requirements.

In looking back, what are some of the
lessons nf life that farmers and ran-
chers have learned from the storms
they have weathered?

Perspective. The ill-winds of fortune
teach hard lessons about our personal
fallibility and vulnerability. With this
understanding about ourselves, we

take place much easier during times of
stress. Parents *nd adult children are
forced to rely on one another and learn
new respect for one another's abilities.
Without that experience, there may be
doubts in the parents minds about their
children's ability to manage.

When the family shares common
goals and challenges. they are bound
together in an emotional climate of
closeness and onity. Children reared

struggle for a greater understanding land the feelings o others and to work
and perspective about life and what is for larger goals than their own self-
important. lies challenges keep us interest. Exposure to personal pain and
humble and appreciative of our struggle teaches compassion far others
dependence on God and require us to whose ives aiso have trouble.
exercise faith in him. Our lives and Going through adversity together and
priorities are better because of these relying on each other for support and
chastening and enlightening ex- inspiration are among the sacred Dx.
pariencef. periences that bind and deepen the love

Growth. The hailstorm of adversity between husband and wife. They learn
can be a spar to creativity and Frowth- to know and appreciate each other in-
When things aren't going right. new timuately. from the heartaches of their
answers and alternatives are thought soul to the grittiness of their courage -
about and tried. A study on successful and mach. much more.
farmers and ranchers in the upper If the storms of life teach us to be
midwest pointed out how they felt that humble, to give us hope and courage, to
going through adversity was a major keep us learning and growing, and to
factor in their later success. Their key cooperate and have compassion with
business ideas and attitudes were form- each other, then we can grudgingly ad-
ed and polished during hard times and mit that they are valuable and impor-
provided the foundation upon which tont. There is a silver lining after all.
later success was built. More often than not. it is not just the

With tough times. there Is a new lining we ought to be thankful for, but
business environment to master. A suc- the whole darn cloud.
restful response to these changed con- W. v., a a eggce-,wo

ditions involves an awareness of what an. att w ewe son,., tanalts t ,n

needs to be done to minimise problems ta, . . at tofal

or to capitalize on hidden opportunities.
Challenging economic conditions test
and bring out the best in management
and leadership skills.

In a recent column. Erma Bombeck A .. .. e :
related how she attended a seminar .. . ;; . . -
from many professions. As the leaders
spoke of their experiences, they kept
returning. not to their successes, but to
their failures. They had learned from
them, gotten stronger from them, and
took enormous pride in them. Losing.
not winning, made them whatever they
had become. Struggle, failure and
mistakes were major stepping stones In
their path to greater accomplishments.

Unity. When them are storms, there
is work to be done. A lot of it.
Everybody's hands are important.
Management transition and delegation
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The art of not cracking up
'ldankind is best served by those who
simply do not crack up when alt expect
them to." -Harry Emerson Fosdick

"Carefully cut out this columo and
put it in your 'All the Reasons Why I
Should Crack Up but I Refuse' file.
Don't worry, soner or later, you'll
need It. That is the way fife is. You can
quote me an that "- Val Fainer

"Be courageous! .. . Be as brave as
your fathers before you. Have faith! Go
forward"' -Thomas Edison in his last
public address

"True dignity abides with him alone
who, in the silent hour of inward
thought,
can still suspect, and still revere
himself,
in lowliness of heart."
-Wordsworth

"'Very strange is this quality of
human nature which decrees that

unless we feel a future before us we do
not live completely In the present.
(Human nature) always mutt look for-

ward." - Phillip Brooks
If You Think You Can
"If you think you are beaten. you are:
If you dare not. you don't:
If youthink you'll lose, you're lost:
For out in the world you nnd
Success begins with a fellow's willt
And It's all in a state of mind.
If you think you are outclassed, you
are:
You gotta think high to rise.
You gotta be sure of yourself before
You can win the prite.
Lie's battles don't always go,
To the stronger or faster man:
But soon or late the man who wins
Is the man who thinks he can. "
- Words set to music by Donna

Ginaer, used with permission
"The result of any man's lfe will con-

gist of his character muatiplied by his
circumstances." -Tennyson

"Whatever the aituation and however
disheartening It may be. It is a great
hour when a man ceases adopting It as
an excuse for despondency and tackles
himself as the real problem." - Harry
Emerson Fosdick

"Life is what happens to you when
you are making other plans."- AJ.

"1t Is on use aaying 'We are doing our
best.' You have got to succeed In doing
what is necessary." - Sir Winstnm
Churchill

"I know of no more encouraging fact
than the unquestionable abhiity of man
to elevate his life by a conscious
endeavor ... We alt make some
mistakes: we all set out on some
detours and pursue some wron roads;
and the dogged presumption - and
sometimes perhaps mme foolish pride
than presumption - that once having
started wrong we have to follow
through is one of the reasons why peo-
pie sometimes find themselves In deep
and dangerous ruts. All choices of life
should be looked at forthrightly. uear.
chingly. sincerely." -Thoreau

"It is necessary to hope for hope Is
happiness. "-Samuel Johnson

"The lesson I strive to learn. the
lesson which appears so easy. but is so
hard, i to remember in the down times
that they will not last and the up times
will return." -Gamaliel Bradford

"Endure, and keep yourseves for
days of happiness." -Virgil lo

"If all men were to bring their
miseries together in one place, mast
would be glad to take ... home again
.. ect hisowo. "-Solon
"lIt were dying, my last words would

be: have faith and pursue the unknown
end ... There must be a drift. l one will
go prepared and have patience, which
will bring one out to daylight and a wor-
thy end ... one is safe in trusting to
courage and in time." - Justice Oliver
Wendell Holmesa

"I shall find a way or make one." -
Admiral Peary

"Believe me, every man has his
secret sorrows, which the world knows
no: and oftentimes we call a man cold
when he is only sad." - Longfellow

"Life is thickly sown with thorns and
I know no other remetb than to pass
quickly through them. The longer wo
dweLf an our mistmes the greater
theirpowertoharm us. "- Voltaire

"N0o one could endure adversity. if

while it continued, It kept the same
violence that its first blows had . .No

-state Is so hitter that a calm mind can-
not find In It some consolation ... It is
possible to soften what is hard ... and
burdens will press less heavily upon
those who bear them ukllifully." -
Seneca

"None knows the weight of another's
burden. You may search all the ages for
a person who has no problems. You
may look through the streets of Heaven.
asking each one how he came there.
and you will look in vain everywhere for

a man morally and spiritually strong,
whose strength did not come from
struggle. Do not suppose that there is
any man who has never wrestled with
his own success and happiness. There Is
no exception anywhere. Every true
strength is gained in struggle." -
George Herbert

"On down days, I like to mead a
special file with a lot of hopeful
thoughts In It. The trouble i, I don't
know where Iput It. "- Val Farmer

M.ea cm abIN S 0 t as neal IE
nsgal au W n o .aas ssoa
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Doing best things in worst times
The headlines scream., "Economists
predict hard times on farm for six
years." Daily we are innandated with
stories about America's farmers facing
a harvest of despair. In light of the con-
stant barrage of dire news, just what
are farmers and ranchers supposed to
think and feel? How can they maintain
hope under such circumstances?

Consider this editorial "The world is
too big for us. Too much going on, too
many crimes. too much violence and
excitement. Try as you will you get
behind in the race, in spite of yourself.
It's an incessant strain, to keep pace
... and still, you lose ground. Science
empties its discoveries on you so fast
that you stagger benrath them in
hopeless bewilderment . Everything
is high pressure. Human nature can't
endure much more

t
"

This editorial appeared on June 16,
1833, in the Atlantic Journal. It seems
that every age has its oun unique set of

challenges and opportunities. What
would life be without problems? For
Charles Dickens, 1775 was the best of
times and the worst of times. Another
person described life this way: "Life is
just one damn thing after another. "

If we didn't have problems, it pro-
bably would be necessary to invest
some. A reporter studying the liien of
the Forbes Four Hundred. the annual
list of the 400 richest people in the
United States, commented that he ad-
mired those who remain productive
after they obtain their wealth. "To
many of these people, wealth is secon-
dary. They hase a product, a dream. "

Most of us do not have the luxury of
choosing our struggles. They are im-
posed. Through our creativity, we cao
attempt to engineer the circumstances
that impinge upon us and try to fulfill
our dreams in spite of the obstacles. In
that struggle, and because of the strug-
gle. we grow greater. The harder the

struggle. the greater the growth.
Through our attitude, we can

engineer our responses to life's slings
and arrows. Author Ardis Whitman
comments, "In our minds all events
happen, all joys live, all srrows find a
philosophy that tempers them. Here is
a citadel that cannot be taken, a region
of peace where a storm cannot enter
unless we welcome it."

As human beings, we have marvelous
inner resources at our disposal. In deal-
ing with the cards life deals us. we take
action to change things or alter our at-
titude to accept them. In the movie
"Starman," there is a line spoken by
the alien, "What I like about you
humans is that when things are at their
worst, you are at your best. "

In Leicestor, England. an inscription
on the outside wall of an old church
reads: "In the year 16S' when all things
were, throughout this nation, either
demolished or profaned, Sir Robert
Shirley, Baronet, founded and built this
church. He it is whose singular praise it
is to have dono the best things in the
worst times, and to have hoped them in
the most calamitous

For farmers and ranchers, for all of
us, the challenge is to keep hoping and
doing our best to make the worst of
times into the best of times. They are,
ater all, our times. our only times.

Dr.o.t. l a.mri ,uivcov avvefrra'ehaceen
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Farm stress
What are farmers and ranchers up
against? As a psychologist concerned
with the problems of rural families.
Ive been trying to understand the
econom Ic stress they face.

At the risk oa oversimplification or
being naive. let me share some ideas
about the dilemmas in modern
agriculture. Needless to say, writing a
column on such a politically and emo.
tlnalty sensitive topic is an invitation
to be educated. I welcome any coam
ments and feedback.

With the world population Increasing
and as standards of living Improve.
there.Is increased demand for food pro-
ducts The contumer. however. Is in the
driver's seat as to the price he pays. A
particular food product has to compete
In price with a myriad of other food pro-
duct. If the price of a food product Is
too high, the consumer has a lot of op-
tions. Typically, too, during tight
economic conditions. the consumer has
to exercise these options to compensate
for rising and tnavoidable fixed costs.

Another reason why prices are dif-
ficult to set is that market share is

divided up among so many independent
operators. It is hard to gear the amount
of production to demand Agriculture Is
the freest and most competitive seg-
mentofoureconomy.,

The competitive strategy adopted by
most farmers is to orient their opera'
tions towards large scale and efficient
production. They use the latest
technology to cut costs and Increase ef-
ficiency. Aggressive innovative
managers use technological advances
to give themselves a competitive edge.

What is the collective result of this ef.
ficlency and hard work? Overproduc-
tlion Overproduction. the creation of
supplies in excess of market demand.
drives down the price. tndividually. the
farmer uses technology to his ad-
vantage. As a group it means fewer
operators can meet market demand.

Instead of producing more through
technology. why don't farmers get
together to limit the amount of produc-
tion? Some try. Not all agree. National
farm policy plays a role in adjusting
supplies by oftering incentives to limit
production

Sunday, January 29, 19B4

Efforts to raise a commodity price by
limiting production works best when
the market is primarily a domestic one.
When the market is international. as In
the case of American farmers, limiting
production is an open invitation toother
producing countries to Increase produc'
tion and compete for market share with
'a lower priced product.

Why don't the producing countries
get together to limit supplies? National
goals differ. Some countries, the U.S.
included. want to expand markets for
their products. not freeze them. Other
countries are trying to develop an In-
dependent food supply for political
reasons. They create barriers to Im-
ports and subsidize local agriculture.

What is the answer? Turn our back on
technology? Not likely. Control produc-
tion? A two-edged sword. Export
market? Politics. Fewer farmers? Tell
that to a farmer.

Farmers love their work.. family
oriented lifestyle. nature, In.
dependence. communities and the land.
They have a tradition of being rooted to
the land and have the skills to produce
quality products.

Agriculture is not an Industry that
will shrink without pain. Considerable
pain. The small farmer will have a
more difficult time. Entry Into

rii'ltrv afor young farmersa will

Ikh Rapid Cly Journal 1I

become more ditticult. A farmer saddi-
ed with debt and high Interest rates
loses his profit margin before he siuts.
It is a big hole to crawl out of.

Michael Boehije. an towa State eatet.
slon economist, feels that a third of the
farmers are In a precarious poeltiot.
He predicts that during the rest of this
decade, there will be a growing dispari-
ty between the "haves" and the 'have
nots" in agriculture.

It Is not a case of poor managers.
Sure there are some poor managers
but. by and large, the one-third who are
in precarious positions are managing
their hearts out for paper thin profit
margins.

Farm stress? It is as real as the
displacement of people In the Induntrial
midwest and east. Only the transitins
are harder. It Is a way of life being
fought for, not just an occupation.

The struggle doesn't only show up In
the foreclosure notices and the nolun.
tary liquidations. It shows up In the
cash flow problems and shrinking equi-
ty. the loss of hopes and dreams, In the
frantic effort to hang in there and walt
for that great tomorrow to arrive.

I admire their tenacity.

ran'se coy ann Sovlisi ,vinceoa yansir
5atv a'l-On ewiasi.IiY..I*g01VO-snl

to esllan 1_E rltva w.
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Economics and the rural way of life
What will agriculture look like In the
year 2D00 based on current trends?
Here is a scenario that is in the process
ofunfolding.

1. Large family owned farms and roo-
ches will be operated with state of the
art financial, technological and
management techniques. Marketing
will be the key business strategy that
brings stability to the enterprises.

2. A large percentage of the farms
and ranches will be operated by people
who don t own land. Agriculture will
seek outside Investors to help finance
the high costs of capitalization and
technological innovation.

3. Medium dzned family operations
will be forced to expand or intensify
(difficult to finance with today's In-
terest rates) or reduce the scope of
their operations. The smaller opera-
tions will be sustained by off-farm
empioyment by either the husband or
wife or both. Smaller operations that do
not have access to off-farm income will
be under heavy financial stress.

4. Families with strong ethnic farm-
ing traditions (usually Germanic -
Dutch. Austrian, Swiss. German) will
resist these trends and remain a viable
force in agriculture through conser-
vative and labor intensive strategies.

5. Farms with mainline cash grain
crops or livestock will be hardest hit
while specialty crops with stable
markets will not come under as much
pressure.

These changes have been happening
for at least 20 years. The depressed
farm economy of the past four years
has accelerated the process. Farmen
and ranchers, like their parents before
them, have considerable experience in
adjusting and coping to change and
adversity. The specific challenges may
be new but the heritage and character
for dealing with them are not.
What are the modal consequences from
these rend?
1. Families In agriculture wDIl be
overloaded with major responsibilities
in mastering complex technological,

buslneso and financial roles while serv-
ing their familIes and communities.
The strain on rural families will result
in a reduction of rural communitY In-
volvement. There will be considerahly
fewer people to carmy the burden of
community activities and the quality
will deteriorate.

2. Off-farm employment will draw
men and women away from family and
community duties. This will pose addi-
lional challenges for parenting, mar-
riages and managing household respon-
sibilies.

2. The preceptions and attitudes of
the bigger operators will approaimate
the business orientation of urban
business owners. The cohesion and
cooperation between neighbors will
break down as nach unit becomes in-
creasingly self-contalned and complex.
To survive, classic rural values will be
revered but shelved as the economics
channeis behavior towards an urban
lifestyle.

The families from smaller units sup-
plemented by off-farm income. in addi-
tion to their problems of managing time
and energy, will be increasingly
soclalized to friendships and social
behavior through their workplace.
Farm and town will be integrated as
one community and agricultural com-
munities will lose their distinctiveness.

4. The stress on farm families will ac-
celerate as these trends continue. Peo-
ple will be forced out of farming Many
will not be prepared with viable
economic skills. Moot do not want to
give up a cherished rural lifestyle. The
adjustment of family dreams and goals
in agriculture will come hard for
parents and children who are socialized
to agriculture as a way of life.

5. Land will be misused as business
types seek to maximize short term
returns on investment and desperate
farmers seek to produce their way out
of their financial problems.

Do we welcome these changes? Pro-
bably not. Massive contrlos and sub-

sidies. something government and most
farmers are loathe to implement, would
be necessary and at the cost of distor-
ting the national and world
marketplace.

Technology and economics have a
powerful effect on rural culture and
values. The sense of rcral community
cohesion and neighborliness will suffer
unless there is a conscious articulation
of rural values both In the home and in
the community.

Ethnic and religious communities
transmit vaInes from one gereraution to
the nent and celebrate through symbols
and rituals their shared understandings
about life. Changing economic condi-
lions aiter some of the behavior while
the core values are retained. Rural
communities need to he just as active in
retaining-their distinctiveness through
an emphasis on history, literature.
customs and social values. It will not
happen without great effort.

The displacement of farmers from
the land and the dilution of a rural way
of Ilfe will continue. The hue and cry
will capture the headlines while the
pain and loss will be endured privately.

The displacement and dilution will
not be total, however. Adjustments will
be made and the coral way of life will
continue though In a different guise
than we presently know it. For a
money-in-the-bank prediction, you ca.
count on the Germanic farmers to still
he out there.
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Sunday February 5, 1984

Pk' Dr. Val
, Farmer

Succeeding in tough times
Farmers and ranchers who are not
sbowing profits for the labors of their
heans and hands are under a lot of
stress Managing a business that is
declining affects dramatically a per-
son's sense of well-being and worth.

Outside of the political arena what
can the individual farm or ranch family
doto make their enterprise profitable?

Active management. The successful
farmer has to become increasingly
adept at plugging in to our inlormation-
based society for ideas and innovations.
Science and technology continue to pro-
vide ways of increasing productive effi-
ciency.

Today's economy places a premium
on education, networking with peers
and using experts to supplement
managemet inpuas. Farmers who are
looking for an edge cao find it with an
aggressise stance of reaching out and
learning from others

Money management The present
economic climate of high interest rates,
high operating costs and lo. prices
calls for a financially conservative p-
proach to money management. An
operation with a high debt structure
quickly cuts into profit margins

Financial strategies must include a

realistic appraisal of cash now, cost
cutting and holding back on major pur-
chases. Both the family and the enter.
prise have to live and operate within
their means it is a time for -using it
up. wearing it ouat making do or doing
without.-

Marketing. One of the biggest
changes larmers need to make is shif
ting their management from a
productios-oriented strategy to a
market-oriemed onet Producing is
rarely the problem. Making money
with what is produced is.

Farmers can work togeiher ior pro-
duct promolion and the development of
new markets. On an individual basis,
some may choose to redevelop their
operation to produce a speciality crop
that fits an open niche in the
marketplace.

Most importantly, farmers need to hit
the marketplace in the most timely
fashion to matimite their profits, Arm.
ed with information about cost of pro-
duction, market tirends, and having
adequate storage capacity, farmers use
futures contracts, forward contracting,
direct marKeting and gonernment pro-
grams to lock in prices that guarantee a
nrolit.

theRaoidCiqyJournal i5

Cooperation. Farmers can also use
the trns cooperative as a meam of
combining the productIon of smeller
farms into large scale units with the
ability to command leverage In the
market place. Cooperatives can also
lower purchasing costs for members.

Families and neighbors who knon
how to work together to share
resources, talent. Ideas and labor help
each other cut costs and increase effi-
ciency. Families with a history of in-
tergenerational cooperation develop
the leadership and resource base to sur-
vise tough times.

Independence can be a luxury during
tough economic times It takes special
social skills and a commitment to
mutual goals to work as a team and to
manimixe the human and physical
resources available.

Attitude. Meeting the challenges of
tough economic times helps people im-
prove and grow. Adversity has a way of
honing managemeot skills and testing
creatvity and motivaon. The things
learned during tough times are often
the springboard for many later suc-
cesses.

Farming is an adventure that has to
tead somewhere: a somewhere that can
be believed in. hoped for and counted
on. There is a way to succeed. In farm-
ing and ranching, it means doing a lot of
things entremely well.
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Go" Dr. Val
~,i Farmer

Technology disrupts rural values
Rural life Is celebrated for its
hospitable people, neighbors that care.
labor exchanges. participation In com-
munity activities and family life. The
bonds that tie rural people together urn
Interwoven with the strands of church,
community and family values.

There are forces, however, that pose
a threat to this distinctive rural
lifestyle and Its mutual Interdependen-
cy.

Historically, the automobile and the
telephone have played a role in chang-
ing rural communities and rural eoclal
patterns. These technological advances
facilitated community contact. but
ales provided an avenue for rural peo-
ple to access more distant resources.
As a result, the small towns gave
ground to larger trade centers for com-
munity and business activity.

Today there are new and more
modern technological and economic
developments that pose even greater
threats to rural social patterns.
Television
The most Insidious of these Is televl-
slon. Television offers a compelling
form of passive entertainment In the

home on .demand. The need for
neighborly social visits is not as great
when there Is an electronic guest
available at our fingertips. Even if
television programs were superlative,
they still have a harmful effect. They
replace family and neighborly ac-
tivilies that shape the values and ce-
ment the bonds between people.

The programming itself, by and
large, reflects a preoccupation with the
modern urban scene as a setting for
drama and comedy based on dubious
values. Even the advertising is seduc-
tively packaged in upscale urban trapp-
ings. One wonders how farm children
react to this constant exposure of urban
symbols of status and success.

The news programming also orients
rural people to national and Interna-
tional issues and concerns, perhaps at
the expense of drreasing interest in

regional and local Issues. Marshall
McLuhan's vision or an electronic
global village becomes more real as
rural values are challenged by perspec-
tives of a homogenous mass culture.
Off-farm employment
With the economic pressure on families
in agricultur,f'of-farm income In seen
as a necessary step In maintaining a
viable rural llestyle.

The men and women who opt out of
necessity for off-farm employment.
along with those women who enter the
work force for reasons of fulfillment,
are no longer available to serve the
community, visit with neighbors and
exchange labor to the extent they were
formerly accustomed. They have their
hands fual.
Economics
Economic conditions In agriculture
continue to reduce the number of farms
and farmers in rural communities.
Again, there are fewer hands to carry
thetcotnmunity load.

The growing economic disparity
among farmers themselves alio breaks
down patterns of neighborly Inteac-
tions. The operator farming on a large
scale has different concerns, needs and
values than the small operator. They do

not have that much in common. ft is
hard to work out truly reciprocal ex-
changes. The large scale operator
solves his needs for help in other ways
than turning to his neighbor.

Large scale operators operate more
efficiently when they use their purchase
Ing power to full advantage. In many
cases this means by-passing the local
community in favor of the best business
deal.

Community patterns and loyslties
are also weakened by absentee owners
and public corporations In agriculture.
Their social and business contributions
to the local community do not-compare
to family-oriented operations.
Values to preserve
There is tremendous vitality in rural
communities. Rural families are
holding on to their values as they adapt
to new economic conditions and
technologieb. To prese-ve those values
they need to be aware of the new
challenges and to continue to cherish
the tradition of caring for one another.

It is. in fact, a message for all of us.
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Dr. Val
Farmer
A rural
renaissance
Population experts have noted a
reverse migration from urban to rural
settings. This back-to-the-land move.
ment doesn't have much to do with
agriculture and a lot to do with choosing
a rewarding lifestyle. Now. withio the
content of the SO., there appears to be h
parallel shift of political, social and
religious sentiment towards the
heartland values of our rural corn
munities. More emphasis in our society
is being placed on the importance of
home and the family, religion, and com-
munity belongingness

It Is not coincidental that this theme
is portrayed in three major motion pic-
ture releases this fall, "The River."
Country,' and Places of the Heart."

Presumably. these movies will make us
yearn even further for our rural roots
and affirm forgotten sensibilities.

To reaffirm traditional values is
good to actually make u living in rural
agricultural communities is difficult
The people who have stayed because of
family and lifestyle reasons make
substantial tradeoffs in terms of in-
come and career opportunities.

Agriculture Is a technology-intensive
industry. The individual farmer tries to
use technological innovations to In-
crease his volume of production to off-
set rising costs and falling prices. Col-
lectively, the higher yields depress
prices even further. Again, the in-
dividual farmer looks to technology to
stay competitive. It i a costly and risky
process. The result is a continued push
towards larger and targer scale
agriculture to increase efficiency and
productivity

The Inexorabie trend towards fewer
farms and larger farming operations
depletes rural communities of their
economic base of local suppliers and
service providers. Transportation and
communication advances make the
local businesses vulnerable to being
bypassed by farmer/businessmen look-
ing for the best business deal available.

Sunday. October 7. 19U

The loss of farmers and local
businesses teases the rural community
with a disproportionate number of
elderly and children and a shrinking
number of workers, professionals and
business owners to bear the tax burden,
Without a population base, important
community Institutions are hard press-
ed to sustain and justify themselves.
Schsols close, rural churches surfer.
meager services shrink, community
programs die, main streets disappears,
and the human spirit droops.

More people leave. The cycle ac-
celerates. Add in a depressed farm
economy with farmers and ranchers
making conservative financial moves
and the picture really gets bad, Those
cherished heartland values don't feel
nearly as good when the struggle is for
survival.

Is there a ray of sunshine behind the
clouds? If the villain of our scenario is
technology, then it is also our hero. The
computer and communication
technologies are decentralizing
business functions. An information bhs-
ed economy doesn't need the massed
work forces of the city. Distances are
becoming increasingly irrelevant.

We are moving to a new age of the en-
treprenuer and the consultant who can
ply their trade from aimost nywhere.
Home based offices, buhsinesces and cot-
btge Industries are not only possible but
feasible,

The rural community, with its
overeducated and underemployed work
force, becomes attractive to employers
seeking stable and eager workers nur-
tured on the rural work ethic. In such a
setting, the unheard of will again
become commonplace. Untapped talent
will blossom People with talent, ambi-
tion and dreams will not have to
migrate.

People can and will stay if they have
options. Still others will return. They
have reasons of the heart, It may seem
a little like colonization with companies
offering the bare minimum in wages
and benefits. To rural communities, a
half a loaf is better than no loaf at all.
Colonization doesn' feel like coloniza-
tion: it feels like new opportunity.

Agriculture can't save the rural com-
munities, Rural development can.
Preparation of rural children to apply
Information age technologies is crucial
to this process. Rural communities can
aggressively court Industries where
'place' is no longer relevant. There is
a message to tell and to sell.

If the amazing new tools of oar
technology can be placed in the hands
of good-hearted rural people we will
truly witness a rural renaissance.
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TELL THIS ON CAPITOL HILL

David Stockman

Office of Management and Budget

Washington, D.C.

Dear David:

You must have a tough job, presiding over a budget that

gushes red ink to the consternation of most everyone in the

free world. Your job is complicated because President

Reagan's gamble that tax cuts would stimulate the economy

hasn't paid off and leaves you with the nasty job of

figuring out what to cut.

Your boss isn't too keen about raising taxes. It is easy

to see why. Besides the unpleasant aspect of admitting

to a failed policy, there are philosophical reasons and

political support for trimming the size and cost of

government. It is unlikely Congress would bite that

political bullet unless it absolutely had to.

You've been put in charge of withdrawing everyone's

charge card. Oh, does everyone let out a howl when their

charge card is called in ...and, of course, enthusiasm is

minimal about the others who managed to keep theirs.

It must get to you when, everytime you line out some savings,

millions of irate citizens or one or two influential

legislators call you on the carpet for trying to do your

job.
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I can see why you lost your cool in the hearing the

other day and said some things that got you in hot water

with farmers and the military. At the risk of adding to the

chorus of your detractors, I do want to correct your

impression that the current farm crisis is being caused by

mismanagement or greed.

Mr. Stockman, our free enterprise system is based on

people making the best judgments about economics conditions

and to take risks to maximize their returns accordingly. The

negative real interest rate of the '70's was a boon many of

us who were in a position to take advantage of it. It made

sense to expand and grow on borrowed capital.

Few of us, though we were hoping differently, thought that the

inflationary psychology of the '70's could be broken. Your

boss helped. So did the Federal Reserve Board. What was

right suddenly and dramatically became wrong. Sure there

were warning voices, but who really listened?

Was that mismanagement? If so, put most of the country

in that category, including the Fortune 500 companies.

Believe me, the farmers who guessed wrong are paying dearly

for their mistakes only they don't have the political clout

for a federal bailout.

The problem facing farmers isn't personal mismanagment

at the farm level but global political and economic

conditions fueled, in part, by high interest rates that refuse

to come down in the face of monsterous deficits.
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Most farmers with any kind of debt can't make money

with double digit interest rates, an export market market

sucked dry by a "strong' dollar and with foreign markets

protected by tariffs and subsidies. The problem is further

confounded by our own short-sighted agricultural policies

and a deficit budget deprived of billions of dollars of tax

revenues diverted into unproductive and morally

reprehensible tax shelters.

Farmers know this. That's why your comments blaming

farmers for creating their own problems were highly

offensive. To paraphrase your own remarks, farmers cannot

figure out why they should have to bear the burden of the

consequences of bad debt (read federal deficit) which was

willingly incurred by consenting adults (read federal

government).

You and the farmers have a common problem. It is

Your friends in Congress, in the Executive Branch and in the

entrenched federal bureaucracy. What we need now, more than

ever, are statesmen and stateswomen with uncommon courage to

set their personal, local and special interests aside.

The days of the special interests are over. It is time

to get on with the national interest. Tell that on Capitol

hill.

Sincerely,

Val Farmer
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Recently the Farm Credit Administration implemented a

loss stharing rule giving the 37 Federal Intermediate Credit

Sanks a broad new ability tc bail each other out of liquidity

problems.

Whereati the Farm Credit System has a $9 billion capital

base end a 1984 profit of $'Z5 to $450 million dollars, where

is the problem? With proper and capabls management end their

use of forebeerence and by operating inside the rules and

regulations of the Farm Cred t Act as itended by Congress,

this extreme credit crisis srould be menageable.

My First suggestion is. when money is appropriated,

instead of using that money a full loan appropriation, use

it as an interest rate subsidation. Example: $100,000.00 is

appropriated, instead of using all the $100,000.00 for one

loan, it would have a-15X interest rate eno would be difficult

to cash flow, why not use that same $100,000.00 es an e% int-

erest subsidetion-that would create, a loan volume through the

FmHA, PCAs or private banks of $1,"50,000.00 with an interest

rate of 7X that would be cash flowable and should be paid

back easily. This would create a twelve and one half times

multiple zenifit for the same dollar investment. On the pre-

sent parity retiop this would still make it possible for most

farmers and ranchers to cash flow and work out an equiteb.e

loan reduc.ion plan.



325

The Valentine and ('Neill, Nebraska PCA& were closed

for liquication through instructions from the FICB, Omaha

Offioe, noc through or because of an indepandentt action of

the shareholders or Board of Kirectors. Why wasn't there an

indepander_ audit of the corporate books to dec-rmine exactly

what condi .ion they were in and theee results Anede public at

e shereholjer'a meeting? Instead audita are p rformed by FC:

hired personnel with no information being released.

The ;ICB states in their planning that there will be

2/3 losa * rmers by 1995. They ars not informing paople of

the optiot available under their forebearance policy. They

are not as ring with borrowars as long as there is a reasonbuie

course of action remaining and elso they have failed to help

borrowers find new refinancing.

I feel it is time for Congress to hold an in depth

investigation of the Farm Credit Syetam and see where they

have failed to follow their by-laws, rules and regulations.

This needs to be done immediately, before the entire Farm

Credit System collapse*..

Whereas Conigres- has the power to regulate the Federal

Reserve Bosrd, shouldn't they place soe restrictions on the

interest rates they can sct and also soma restrictions on the

spread between that rate and chat banks of FICB can charge?

These high intereat rates ore taking 23.1% of all government

revenue and the compound interest effect is destroying this

nation..
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Also, * few thoughts on taxation policies. They should

eliminate the tax deductability of interest paid on most

consumer debt, limiting it only to one primary residence, one

oar and business and investment borrowing with the purpose of

stopping the high borrowing trend. They should eliminate the

tax on forgiven debt forgiven by the Farm Credit System. This

tax was meant For wealthy individuals that abused the tax code.

Reward seere and investors by eliminating the capital

gains tax and t-e tax on earned interest plus the double tax-

ation of corporate profits. These tax changes would produce

an explosion of savings, of investing, of venture capital and

a flood of new businesses.

The 1985 Farm Bill - We need a long term policy to main-

tain an independent floor under the grain used at home. At the

meas time, subsidize our exported grain to whatever point is

needed to make it very competitive on the world market, and

all the time using it to reduce our trade deficit. This would

better our position in the world, whether it is selling it or

using it as a barter tool with poor countries that have min-

orals, oil, etc. that we can use. With the overall thought in

mind of maintaining our food producing base. This is the best

investment America can make. Free countries will be the ones

that feed the world and the ones that stay free.

Thank you for your time. We appreciate the efforts

you have put forth to help the people who are affected by the

current agricultural credit crisis in this area.

Sincerely,

Garth K. Barnes
Po flw 1Sg
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North Route
Cody. Nebraska 69211
February 6, 1985

The Honorable Virginia Smith
The House of Representatives
Washington, D. C.

Dear Mrs. Smith:

We were unable to get on your program the other night. We did hear it the
next day on Valentine radio. It was informative.

I particularly would like to thank you and the fellow from Lincoln radio, on
your backing up the fellow from Morrel. It was sad to hear it is getting this
way, away from where these banks closed. This has been our objective and hope
that we could change some of this or make people aware it is comming.

Now to address my real concern. Your idea or whoever wrote your bill of
which we recieved a copy. By the time they (the Yanks and PCA), get to the
foreclosure of the land, they already have all the livestock, machinery and
whatever else you may own. So we deed the land to the government. From
where comes the f nances to continue to operate? Not having adequate collateral
or cash flow before this, is the stopper now. Now no land, no livestock, no
machinery. When oo we find any financing at all? These banks don't even
give free coffee anymore. These are some of my Sandhills thoughts.

We have an increasing debt or operating expense of which we have no say.
We have high interest rates of which we have no say. We have a fixed market
which has been in close proximity for ten (10) years. Expenses have trippled
or better from ten (10) years ago. Interest has doubled and at times trippled.
Yet. income has remained the same and at times lower.

So...
Expense Interest Rate Income
No way of change No way of Change

The only way to make income match or cover expense and interest rate is to
reduce the interest rate down to where it will cover. Those who haven't any
debt to service from the income are still solvent, but losing ground each year.

If there is any way to cut the interest rate, that will be the biggest help of
all.

We have had no help from FDIC or the banks for three months. All reserves are
now gone. The Good Lord has been good to us with the weather. In seven of
the past ten years we have had weatherlike the east and south now have, for
from five to seven months. We have deep feelings for these people, but have
nothing to offer them but prayers.

We do hope this information will be of help in some way. Thanks for your help
so far.

We are enclosing a letter for your to deliver to Secretary Block. You may read
it.

I do believe Mr. Stockoan need to go on a food less diet.

Very truly yours,

Alvin J . Kroeger
(605) 822-4235

AJK/db
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North Route
' -afl,.', Cody, Nebraska 69211 . ;'^

. LESS-, ,,', R . , February 6, :19'85

Secretary Biock
Dept. of Agriculture '4
Washihgton. D. C. ' ' : ,

Dear Secretary Block:

We weretunable to get on your program with Congress Woman Virginia Smith; '

We arw-very well aware of the plight of the Morrel man with no credit. ke
are here in the area with two banks closed and the PCA's. The Banks were':
reopened by two other banks that haven't any interest in Ag loans. This Hi" '
covers an area 200 miles wide and 100 miles deep. We arein a squeeze be-. :,
tween .the FOIC and the lenders, jockyIng.for thp advantage,.

You talk of Market Oriental Ag!

As you should be aware of. as'a Hog operater. we are and have been market con-
trolled on She income end, in the Livestock industry. Also, our investment in
our business is much higher for the turnover than any other business.

We buy retail and sell wholesale. Morse than wholesale. We aren't allowed
cost of operation.

You say our product is too high priced for the world market now. Now can we- ' '
produce it cheeper without control of the cost of what we buy or of the'.',
interest we have to pay for our credit that is now needed to operate? We
pay everyone elses wages, interest. transportation, advertising, and yes even
their profit. Yet we are told we can't meet our cost of production let olonel ',
any profit or labor for ourselves.

The Crisis Group from Emmerson have any idea to take care of our interest of
which I see as the only way to make our income cover the debtor expense.
Chrysler couldn't exist selling for below cost of productions, but yet we are
supposed to. Our Bankers are worried of Ag taking them down with us. Their
lack of cooperation and greed is one of the-biggest problems of Ag.

FmHA hasn't-kept pace with the inflation rate. Their limits are too low, We:
have a Vet with a Chinchilla hobby that has over $100.000. invested and -
thats a hobby.

Inflations' has brought an operation up to where a kid with a 4-H product is
classified as a small farm. People with 100 cows now connot live on their
generated income with no debt. The people so doing are working full time at .
another job to support the place.

The Federal Reserve of K.C. says there are 20 farms going out every day in
Nebraska, also one business for five farmers. How long can this go on? It
isn't all over priced land and big machinery that Is doing it either as .ir. 'a
Stockman seems to think.

We are sending this through Congresswoman Virginia Smith as your address is
hard to come by out here.

You have an invitation to come out here to see first hand. We will be glad
to house and feed you. At no expense to the Government or you.

Mrs. Smith can explain and answer your questions as she has all the details
of our plight.

Very truly yours.

Alvin J. Kroeger
Cody, Nebraska 69211
(605) 822-4235

AJK/db
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Marion, South Dakota

February 12, 1985

Dear Senator Abdnor;

I am unable to attend your hearings and am submitting the following

testimony:

The plight of the farmers in this country is in the news daily.

Many people including our elected officials are searching for ways

to assist the farmer, and especially the family size farmer. Most

of the proposed solutions cost money. Some cost a great deal. One

solution which will have a salutory long trm effect for the American

farmers will cost the U.S. treasury nothing. In fact it will generate

billions of dollars for the treasury and at the same time is the

single most important step that can be taken to restorvthe U.S.

farming industry to a healthy state. The bill introduced by Sen.

Abdnor to remove farming as a tax shelter is vital. Farming losses,

depreciation and investment credit should be charged against farm

income only. Thus no bonefide farmer will be penalized.

Those elected officials not representing rural populations should

consider carefully if pleasing the wealthy minority is really more

important than the health of the most important industry in the U.S.

One thing is certain, once family size farm operations are all

driven out of existance by a combination of government programs-

favoring the big farmers, and a tax system that rewards big operators

at the expense of small operations, then food prices will rise dra-

matically. Most farmers'return to labor is less than mimimum wage,

and self employed always work better than hired help. Don't penalize

the farming sector of America for the sate of a greedy few.

Sincerely yours,

Larry-Eisenbeis

/A ~
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Chris Eisenbeis
RR 1, Box 123
Hurley, SD 57036

February 11, 1985

Leslie Mehihaff, Field,Rep.
Sen. James Abdnor
P. 0. Box 873
Sioux Falls, SD 57101

Dear Leslies

I will not,be able to attend Sen. Abdnor's hearing on "Taxes and Agri-
culture" to be held in Brookings on Wednesday. However, I would like the
following statement to be included as written testimony.

My name is Chris Eisenbeis. This will be my third year as a
farmer in rural Hurley, SD. I applaud your bill S.244 on tax-loss
farming. The large amount of opposition generated when you intro-
duced a similar bill last year certainly indicates that there is
big money at stake. Obvibously the people who have been benefiting
at the farmers? expense do not want to see such a bill passed.

I for one have to make a profit to stay in farming. So there
is no way I can compete with tax-loss farmers who don't need to
worry about profits. The passage of this bill into law would cer-
tainly be a big boost to the farm economy.

Sincerely,

Chris Eisenbeis
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Siccerely yours

i'rs. 'Ig'e "aelner
9? 1 Box 65, Freeren, S. D. 57029
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Farm Credit Banks of Omaha CIp
206 S. 1 9th Street
Omaha, Nebraska 68102
Telephone (402) 444-3333 4 ) N

February 12, 1985

The Honorable James Abdnor
United States Senate
309 Hart Building
Washington, D.C. 20510

Dear Senator Abdnor:

We received your January 18 letter outlining hearings that you will beconducting on the agricultural and rural economy, and how the rural economycontributes to and is affected by other United States' and world economic
conditions. We applaud you for your efforts in this endeavor.

The Farm Credit Banks of Omaha are made up of three banks, the Federal LandBank, the Federal Intermediate Credit Bank which loans money to theProduction Credit Associations, and the Bank for Cooperatives. As a holderof approximately one-third of the agricultural debt in the Omaha district,which includes South Dakota, we are acutely aware of the current economicstress that agriculture is undergoing. As financial backers of agriculture
to the farmer through Federal Land Bank and Production Credit Associations,and as a supplier to the farmer through our cooperatives, we are mostconcerned with the present economic condition.

We would like to respond to your request for volunteers in establishing theAbdnor Task Force on the Rural Economy. The Farm Credit Banks of Omaha wouldbe willing to help in any way that we can to ensure that you receive thenecessary help and information in order to make an impact in this area.Please feel free to call on this office for any assistance that you mightneed.

Sincerely,

iael V. Dunn
Vice President
Government Relations

kj

FdOa L"nd Bnk - Fd-I ntdtnt, Cndit Bns - dank fon Conpnl



333

SOUTH DAKOTA RAPID CITY, SOUTH DAKOTA 57701-3995

SCHOOL OF MINES fSITW OFFICE OF THE PRESIDENT
AND TECHNOLOGY PHONE (605) 394-2411

15 February 1985

Senator James Abdnor
United States Senate
Washington, D.C. 20013

Dear Senator Abdnor:

After I prepared my written statement for the meeting at
Freeman on 11 February,I noted the article "The Agricultural Mechanization
Controversy" by Philip L. Martin and Alan L. Olmstead which was published
in the 8 FebrUary 1985 Science magazine (Volume 227, No 4687, p 601-606).

The article supports the concept I presented in my statement that
research in agriculture should continue.

You may wish to include the article in your record of committee
hearings.

Sincerely yours,

Richard A. Schleusener
President

RAS:vc
Enclosure



Five years ago attorneys for California
Rural Legal Assistance (CRLA) filed a
lawsuit, on behalf of 19 farm workers.
that charged the University of California
(UC) with unlawfully spending public
funds on mechanization research that
displaced farm workers. The trial began
in March 1994 but was halted 6 weeks
later when the judge became seriously
ill. The case is scheduled to begin again
before a new judge in November, so the
controversy over publicly supported ag-
ricultural mechanization seems destined
to continue.

California Rurao Legal Assistance
charges that "the basic policy goal" of
mechanization research by UC is to de-
velop "machines and other related tech-
nology in order to reduce to the greatest
extent possible, the use of labor as a'
means of agricultural production" (1).
Mechanization research is construed to
include the development of machinery,
crop varieties, chemical herbicides,
growth regulators, and laborsaving
methods of handling, transporting, and
processing crops. CRLA alleges that
such research (i) displaces farm workers,
(ii) eliminates small farms, (iii) hanns
consumers, (iv) impairs the quality of
rural life, and (v) impedes collective bar-
gaining. The damages suffered by indi-
vidual farm workers "are difficult to
ascertain or compute" (/, p. 19), so
CRLA has demanded that all mechaniza-
tion research by UC be halted until the
university creates a fund equal to the
sum earned from agricultural license and
royalty payments to be used to assist and
retrain farm workers.

Federal and state governments allo-
cate over SI billion annually for agricul-
tural research, and the Council of Eco-
nomic Advisors reported that "the annu-
al return to taxpayers from investing in
agricultural research has been about 50

P'hiip L. Monie, ssocierofessorof ontic.
itun ecovOl-cs and Ain L. Oltste-d i, rofPsso
or ecoomos and dir-cor of the Agcoliourat His-
tory Costcr. Unetsjily of Csiforma. aduii 95616.

A FEBRUARY 19s5

334

Farm Wotters

The CRLA lawsuit alleges that "the
principal purpose of defendants' [UC's)
commerciaf mechanization projects is to
replace workers with machines... thus
direcily threaten ingJ the jobs, liveli-
hood, and well-being of the hundreds of
thousands of the State's most vulnerable
workers who cultivate and harvest Cali-
fornia's crops, and impose upon taxpay-
en the attendant costs" (/, p. 13).
CRILA argues that mechanization re-
search by UC has or will displace work-
en in a variety of buit and vegetable
crops, including grapes, oranges, peach-
es, lettuce, and tomatoes. The lawsuit
alleges, in particular, that the mechanical
tomato harvester developed by UC re-
searchers reduced the peak number of
tomato harvest jobs from 50,000 in 1963
to 18,000 in 1970.

Tomatoes-worth SI I billion in
1982-are the most valuable vegetable
grown in the United States. There are
two kinds of tomatoes: hand-harvested

percent" (2). Mechanization research
constitutes a small and declining share of
publicly funded agricultural research ex-
penditures. Even though only 47.5 scien-
tific man-years of fruit and vegetable
mechanization research were publicly
funded in 1981 (3), opponents of mecha-
nization claimed a major victory when
they persuaded former Secretary of Ag-
riculture Bergland to withhold Depart-
ment of Agriculture funds for research

Summary, Attorneys of California Rural Legal Assistance are suing the University
of California on behalf ot 19 farm workers, alleging that publicly funded mechanizalion
research displaces farm workers, eliminates small farmers, hurts consumers. Impairs
the quality of rural lile, and impedes collective bargaining. This article reviews the
evidence and finds tha it does not support the charges. The mechanization lawsuit is
important because applied research by universities is often authorized by legislation
stipulating multiple goals, leaving researchers and universities vulnerable to lawsuits
alleging that only some of the legislative goals are being pursued.

projects when "the major effect of that
research will be the replacing of an ade-
quate and willing work force with ma-
chines" (4).

The outcome of the UC mechanization
case could have broad implications for
the larger research community. Because
the legislation allocating public research
funds usually contains multiple goals, a
CRLA victory could inspire other advo-
cacy groups to allege that university re-
searchers are systematically pursuing
only one of the legislative goals and to
seek to stop such research until public
interest review committees give their ap-
proval. A similar lawsuit could allege.
for example, that university-developed
information technologies displace cleri-
cal workers, and could seek to halt such
research.

In this article the five CRLA charges
are discussed and the evidence for each
is examined. The lawsuit raises impor-
tant issues about the consequences of
publicly funded agricultural research,
but we conclude that CRLA's evidence
for each charge is ambiguous at best.

fresh tomatoes, whose production is
concentrated in Florida, and processing
tomatoes, almost all of which are har-
vested mechanically in California. The
California processing tomato harvest
was mechanized in the 1960's after UC
plant scientists developed a uniformly
ripening tomato and engineers built a
machine that could cut the plant, shake
off the tomatoes, and move them past
electronic and hand sorters. Employ-
ment and wage data are scant, but the
best available evidence indicates that,
before mechanization in 1963, 38,000
Mexican and 6,000 American men
picked and sorted 2.5 million tons of
processing tomatoes in California (5).
Today, fewer than 8,000 harnest work-
er, primarily Amertcan women. rtde the
machines and sort more than twice as
many tomatoes (6).

Mechanization reduced harvest em-
ployment, but it is not clear whether the
tomato harvester, on balance. destroyed
or created jobs in California. When the
bracero program that began admitting
temporary farm worker from Mexico in

Wi0

The, Agricultural Mechanization
Controversy

Philipt. Martin and Alan L. Olmstead
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1942 was terminated in 1964, many toma- young men fc
to growers and processors believed that 406 per buck
the tomato industry would be forced to stooping and
follow its work force to Mexico, as hap- or working
pened to canned asparagus. Thus it takes its toll
could be argued that mechanization few individut
helped to keep processing tomatoes in for more tha.
the United States, thereby preserving ers gravitate
jobs for American workers, In any case. jobs that enm
the expansion of tomato acreage facili- $5 to S10 hou
tated by mechanization created jobs for irrigation or I
irrigators, equipment operators, and can- tare or they
nery workers, there had be

Tne focus on tomatoes by CRLA ob- harvester, th
scum important shifts in Californin agri- 1960's would
Culture and couid give the misleading 1970's. All in
impression that agricultural employment turnover. bui
opportunities have declined drastically, vest labor m
In fact, since 1960, job losses due to Mechanizatic
mechanization have been more than off- mmre of harv
set by the expansion of labor-intensive maining farm
agriculture in California. Mechanical ment and sO
harvesters of tomatoes, cotton, and sug- periods.
ar beets, along with herbicides that dis-
placed hand hoers and the introduction
of bulk bins and forklifts into fields and Small Farms
packing sheds, eliminated several hun-
dred thousand seasonal farm jobs Land-grant
throughout the state (7). But afduence, expend publi
population grtwth, and awareness of mote the efdit
health increased the demand for labor- distribution.
intensive fruits and vegetables, creating of the farm
new jobs faster than these technological and prosper
changes eliminated them. The average life" (9). CR1
annual numberofdomestic farm workers tion research
employed in California was 192,000 in cause the ne
1960. 211,000 in 1970. and 224,000 in acreages too
1980 (Fig. 1). University research led to that by adop
the creation of many of these newpjobs and spreadirt
plant breeding research. for example, acres, large ft
helped to triple strawberry yields in the prices enough
1960's and 1970's and lengthened the of agriculture
harvest season from 2 to 6 months sub- Much of th
stantially increasing the demand for la- obtained fror
bor. dustry. CRL

Mechanization also affects the nature processing to
of harvest jobs and the life-cycle employ- decreased fi
ment patterns of farm workers. Most 1973, while tl
frmits and vegetables are picked by in tomatoes
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acres. Since a tomnato harvester costs
S150.000 or more, mechanization makes
"entry into tomato production possible
only for the wealthy" (1, p. 16).

The CRLA does not include data
Fin. 1. Agricattunl sources in its brief. but Census of Agi-
emlkstnS iD CaiP culture statistics do not condirm the ex-
Ibria. 1960 to 1961 treme structural shifts in the tomato in-

dustry adduced by CRLA. Growers of
fresh and procesusag tomatoes are not
separated in thes statistics. which show
that the number of tomato growers in
California decreased 36.5 percent be-
tween 1959 and 1978. from 2724 to 1729.
and the average tomato acreage per farm
increased 164 percent. from 57.6to 152.3

-rate wages (such as acres. Indeed, the tomato industry in
numtoes). However. California experienced more structural
40- to 60-pound bags changes in the 20 years before mechani-
urs in extreme heat zation: between 1945 and 1964, the num-
workers' backs, and her of tonmto farmers decreased 63 per-
snue to do such work cent and the average acreage in tomatoes
sn (8). Older work- per farm tripled.
iece-rate harvesting Mechanization contributed to the in-
ing workers to earn crease in the average tomato acreage on
ower wage but easier farms in the 1960's and 1970's, but other
obs in U.S. agricud- factors were also important (1O). The
to Mexico. Even if completion of the California water sys-
mechanical tomato tem in the 1960's allowed the very large
o work force of the farms in the San Joaquin Valley to pro-
luit harvesting in the duce tomatoes. Fresno County. for ex-
i experience worker ample, increased its share of the state's
ter in the band-har- total acreage planted in processing toma-
i particulariy rapid. toes from 2 percent in 1965 to 22 percent
'es the arduous na- a decade later. Farms elsewhere in Cali-
rk and permits re- fornia that had produced tomatoes and
rs to operate equip- several other commodities began to spe-
modities for longer cialize more in tomatoes.

Concentration and specialization in to-
matoes mirrors broader changes in agri-
culture and in the nonfarm economy.
During the 1920's, there were more than
80 automobile producers in the United

sities are required to States compared to five today. The num-
rch futnds "to pro- her of farms in America peaked at 6.8
rduction. marketing, million in 1935. then dropped sharply in
iization of products the 1950's and 1960's as farmens were
to promote a sound pushed by overproduction and low
riculture and nural prices and were pulled out of agriculture
ges that mechaniza- by relatively high and stable industrial
stes small farms be- wages. The efficient and ambitious farm-
hines require Large ers who remained bought additional land
efficiently. It argtues to utilize new machinery efficiently, and
orsaving machinery the average size of farms increased from
ed costa over more 213 acres in 1950 to 401 acres in 1978
reduce cotnm odity (II). Even without a mechanical tomato
c e small farmers out harvester, there would have been con-

centration and specialization in the ts-
wcc for this charge is mato industry because other factors also

ocessing tomato in- promote fewer and iarger farms. For
that the number of example. federal support payments put

farms in California oors under the prices of some commod-
1 in 163 to 6C0 in ities, stabilizing prices and encouraging
a ge acreage planted farmers to expand. Inflationary expecta-
ed from 32 to 363 tions, ambitious farmer. and farm credit
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piograms also stimulate the growth in
farm size.

Furthermore. it in a mistaktto assume
that a machine' characteristics neces-
sardly dictate farm size. Social scientists
testifying for CRLA emphasize the ten-
dency of laborsaving harvest machinery
to require more acres to operate effi-
ciently than the average-sized farm con-
tain. According to these witnesses, if
researchers develop a peach harvester
that requires 50 acres to operate at low-
est costs, but the average peach farm has
only 30 acres, then research is promoting
larger peach farms instead of being scale-
neutral. However, custom harvesting,
equipment sharing, and rental markets
can permit the efficient use of machinery
on small farms, helping to diminish any
scale economies associated with machin-
ery. In 1982 California farmers spent
S307 million on custom work and rental
equipment, more than they spent on
electricity.

Mechanization is one of several fac-
tors that have generated the bimodal
structure of agriculture. There are 2.4
million farms in the United States, but a
small percentage of large and specialized
farms produce most of the nation's food
and fiber (Fig. 2). In 1981 farms that sold
1100.000 or more in farm products ac-
counted for 68.4 percent of cash farm
receipts and earned 119.9 billion, or
101.5 percent of total net farm income of
$19.6 billion. At the other end of the
sales spectrum, the farms that sold less
than 520.000 each in products collective-
ly accounted for 6.5 percent of cash farm
receipts and lost $1.6 billion on farming.
These small farms still had family in-
comes above the U.S. average because
their farming losses were offset by 129
billion in nonfarm income.

Many mid-sized farms that sell 120,000
to 199,999 m farm products annually
have been in trouble recently, apparently
being too big to permit the operator to
have a nonfarm career but not big
enough to reap economies of scale. The
674.000 mid-sized farms were 26.7 per-
cent of alt farms in 1981 and accounted
for 25.1 percent of farm sales, but earned
only 6.5 percent of net farm income.
Mid-sized farms obtained only 16.2 bil-
lion in nonfarm income and $1.3 billion
in net farm income in 1981. yielding
lower average total household incomes
than small farms. Small farm households
averaged 113,000 to 124.443 versus
$9,285 to $12,358 for mid-sized farms.
while the 1981 median household income
in the United States was 120,243 (12).

Some of the struggling small and mid-
sized farmers undoubtedly need techni-

s FEBRUARY 1905

cal, managerial, and marketing assist- on
ance. However, many of these farms are
operated as hobby or tax-loss enter- Scientists who believe that their re-
pnises. It may not be in the public inter- search has helped to make agrictlture
est to reallocate research funds to benefit the crown jewel of the American econo-
primarily 2 million farms that produce my might be surprised by the CRLA
less than one-third of the nation's farm charge that mechanization research has
products until much more is learned not "benefited the interests of consum-
about the diverse goals, motives, and en" because mechanization concen-
needs of these farmers. trates production and raises prices to

While farm production has become consumers. This implausible conclusion
increasingly concentrated, the number of rests on a peculiar interpretation of
small farms continues to increase. Rural events in the processing tomato indus-
population growth exceeded urban popu- try. CRLA alleges that the retail price of
lation growth in the 1970's, and the num- a can of processed tomatoes rose Ill
ber of small farms in California has in- percent between 1964 and 1975, com-
creased by more than 4 percent annually pared to only 41.9 percent for hand-
since 1978, with most of the increase in picked strawberries and 74.2 percent for
the very small class having sales of less all processed fruits and vegetables (1, p.
than $500 (13). The structure of agricul- 17; 14).
ture is becoming polarized: large and Retail price comparisons can be mis-
specialized farmers produce 70 percent leading for several reasons. Frnt, prices
of the nation's food and fiber while nu- reflect the influence of demand and sup-
merous small farmers, who depend on ply conditions, so prices should ris fast-
their nonfarm incomes, contribute little est for commodities whose per capita
to total farm output. Mechanization consumption increases most rapidly and/
plays a role in this evolving structure of or whose yields increase slowly. The
the U.S. farming industry, permitting 1960's and 1970's were the decades of
some farmers to manage large units ffi- the pizza and pasta revolutions, in the
ciently while allowing others to operate course of which annual per capita con-
small farms as part-time or hobby opera- sumption of tomato paste and sauce
tions. jumped 82.5 percent. from 8.0 pounds in

so
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1962 to 14.6 pounds in 1979. while per Rral Life
capita consumption of all processed veg-
etables that are canned increased only California Rural Legal Assistance
17.7 percent. from 45.2 to 53.2 pounds. charges that the mechanization projects
Furthermore, processing tomato yields of UC "have had a severe detrimental
in California increased 15.7 percent be- effect on the quality of life in rural Cali-
tween 1964 and 1975, compared to 50.4 fornia . . . [because] residents of rural
percent for strawberries. the commodity California communities, with the larger-
CRLA chose for comparison (15). scale cropping patterns resulting from

Critics of mechanization often allege mechanization, have much less access to
that the quality of machine-harvested a wide variety of businesses and private
products is inferior to hand-harvested and public services than those who live
commodities, inspiring allegations that in communities with smaller-scale. non-
the tomato harvester is responsible for mechanized cropping patterns" (1, p.
the "hard" tomatoes sold in supersmar- 18). The research cited to support this
kets. This is false: the tomato harvester charge is a 1940's comparison of two
was developed to harvest processing to- California towns that allegedly were sim-
matoes (that is, tomatoes to be cooked), dar except that one (Arvin) was sur-
not fresh market tomatoes. To maximize ounded by large farms and the other
the selling period, most fresh tomatoes (Dinuba) was surrounded by small farms
are picked when they are green and then (17). Goldschmidt (17) reported that
npened with ethylene gas. This proce- large farms lead to more income inequal-

dure is followed whether the tomatoes ity, fewer nonfarm businesses and public
are picked by hand or machine. Mechan- services, and less community spirit.
ical harvesting improves the nutritional It is very hard to find two towns that
quality of many commodities because are identical in all respects other than the
machines permit the harvest to be ac- size of their surrounding farms. Careful
comp~shed quickly, when the commod- reanalysis of the data on Arvin and Di-
ity is at its peak quality (16). nuba indicates that the two fainming cam-

munities were not similar (1I). Farmers
in Dinuba found water at relatively shal-
low depths, so family farms could pump
it at low cost; Arvin farmers had to drill
wells several hundred feet deep. Dinuba
was older and bad developed labor-in-
tensive vineyards and orchards, while
Arvin farmland had been brought into
production several decades later when
costs and prices favored field crops that
are grown on larger acreages. Differ-
ences in transportation facilities, soil
characteristics, and other factors under-
mine the cogency of CRYA'- assertion
that farm size and the quality of rural life
are linked.

More recent studies also conclude that
large farms can diminish the quality of
life in rural towns (19). But the towns in
question are surrounded by enormous
farms averaging more than 2.000 acres
each, with some units controlling more
than 50,000 irrigated acres. These farms
have whole fieets of harvest machines;
for example, one cotton farmer in Cali-
fornia operates more than 50 mechanical
cotton harvesters. Clearly, the economic
advantage associated with one machine
is not the determining force behind such

Table 1. Labor requirements for major Caifonai cononodities, 1976 (25). The total houo for beavy manual labor, gltht mtooual labor,. ad
emiskilld labor does not equal total moo-hoon becouse iigation amd equipmeot operator hours are excloded. NA, information not available.

Pak Toud ~~~Heavy Light Semiskillad Miehotti-
Commodity Acors Peat hours sino ma labor bn.. zationItboosonds) epomet bo labor boors labor boors (ilos ptettstateide (milbions) (millions (iu.) (millions) (ecm

Grapes 570.7 118,650 51.34 27.42 14.92 9.21
Raisin 236.7 39.300 20.99 12.59 5.25 3.36 7
Wine 270.8 2.750 21.66 11.70 5.83 4.11 25
Table 63.2 76.600 8.69 3.13 3.82 1.74 0

Oroies 197.7 5,630 26.68 19.75 1.07 5.87
Navel 114.9 NA 15.51 11.48 0.62 3.41 0
Volenia 82.8 5,630 11.17 8.27 0.45 2.46 0

Peoches 71.5 12.970 16.41 10.92 3.07 2.58
Clings 49.8 9.62 5.96 1.92 1.83 20
Fteestone 21.7 6.79 4.96 1.15 0.75 NA

Lemons 47.5 4,080 6.95 4.73 0.76 1.46 NA
PIoms 24.7 7,730 5.78 4.22 0.98 0.58 0
Chetrirs 13.0 10.900 3.70 3.37 0.11 0.22 10
Pear 37.5 7.450 8.59 3.35 3.78 1.46 0
Apples 21.6 NA 4.09 2.70 0.90 0.53 15
Olives 30.7 NA 3.22 2.30 0.31 0.61 0
Nenttines - 13.1 NA 3.30 2.21 0.66 0.43 NA
Avocados 29.1 NA 3.05 2.18 NA 0.97 0
Apticots 27.9 10,360 3.73 2.05 1.12 0.56 15
Grapefruit 16.5 NA 2.23 1.65 0.09 0.49 NA

Sobtotal 1,101.5 177.790 139.07 86.85 27.77 24.87
Vegrtoblea

Lettuce 156.1 7.100 12.49 6.24 1.87 4.38 NA
Tomatoes

Fresh 29.8 28,130 5.36 4.47 0.30 0.59 10
Processing 269.8 NA 14.54 NA 8.29 6.25 1t0

Celery 19.4 NA 4.62 2.72 0.55 1.35 35
Broccoli 51.0 NA 4.08 2.19 0.80 1.09 0
Cantadoupes 36.3 5,720 4.18 1.63 1.44 1.11 NA
Carlitlower 26.2 NA 2.53 37 0.47 0.49 0
Aspartgus 32.1 53790 ,1.77 1.43 NA 0.34 0

Subtotal 620.7 46 790 49.57 20.25 13.72 15.6
Total 1.722.2 224.300 183.64 107.1 41.49 40.47
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large farming units. This extraordinary
'size is the result of land, water. and
credit factors, not mechanization re-
search. There is no evidence to support
CRLA's inference that a machine that
operates at lowest cost on 50 acres of
peaches when the average farm has 30
acres will diminish the quality of rural
life.

Collective Bargaining

California Rural Legal Assistance al-
leges that "mechanization projects have
assisted and will continue to assist Cali-
foria agribusiness in attempting to
thwart the efforts of farmworkers to act
and bargain collectively concerning their
working conditions" (/, p. 19). Such-
research allegedly runs contrary to the
1975 California Agricultural Labor Rela-
tions Act, which grants organizing and
bargaining rights to farm workers and
declares that "the policy of the State of
California [is) to encourage and protect
the right of agricultural employees" to
organize and bargain with their employ-
ers.

Seven unions represent about one in
six California farm workers (20). The
largest union is the United Farm Work-
ers (UFW), headed by Cdsar Chavez.
The UFW members are concentrated on
corporate fruit and vegetable farms. Al-
though the UFW's policy toward mecha-
nization has not been consistent, the
union typically includes a mechanization
clause in its contracts that requires the
employer to bargain with the union over
the introduction of laborsaving equip-
ment and permits the union to call a
strike if no agreement on laborsaving
machines is reached. The UFW is not a
party to the mechanization lawsuit.

Farm worker unions have four sources
of bargaining power: strikes, control
over the supply of labor, political action,
and consumer boycotts. Since consumer
demand for food is inelastic, strikes of-
ten backfire because, by reducing pro-
duction, they increase the prices and
profits of farmers who are able to contin-
ue harvesting. Farm worker unions find
it hard to halt production entirely be-
cause farm labor contractors supply far
more (illegal) workers than do union
hiring halls. Thus the unions devote most
of their resources to political and legal
actions and to consumer boycotts. Politi-
cal action has won for these unions spe-
cial legal protections such as quick elec-
tions and a make-whole remedy that can
provide back pay to workers if their
employer refuses to bargain in good faith
over legitimate bargaining issues, includ-
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ing the decision to mechanize harvest-
ing. Consumer boycotts have been suc-
cessful because corporate farms often
produce a branded and premium-priced
product that is vulnerable to a boycott or
because nonfarm subsidiaries and retail-
ers can be picketed by striking farm
workers. These political action and boy-
cott weapons are not directly affected by
mechanization.

Impliations

The debate over farm mechanization
research has been framed by critics who
read the broad goals of federal and state
agricultural research legislation and
charged that UC researchers helped only
agribusiness instead of the entire rural
community they are supposed to serve.
The CRLA lawsuit was viewed initially
as a publicity-seeking stunt, but after the
judge dismissed a request by UC that the
issue be resolved in a legislature, not a
court of law, research administrators
were forced to reevaluate the merits of
mechanization research.

Agricultural research has been an im-
portant stimulant to the growth in U.S.
productivity and in agricultural exports.
Economists uisually oppose applied re-
search by universities when there are
few externalities and private firms can
capture the benefits of their own R&D
efforts. The benefits of inventing a new
machine are more likely to be captured
by the developer than the benefits of
creating a new strain of wheat, and in
fact most mechanization research has
been conducted by the private sector.
But development of the tomato harvest-
er, the machine to which CRLA devotes
most of its attention, required the team-
work of engineers, plant scientists, and
food processing researchers in a way
that the private sector was unlikely to
accomplish. Many of the fruits and vege-
tables that continue to be hand-harvest-
ed will require a similar coordinated ef-
fort of scientists and engineers if mecha-
nization is to succeed. When society can
benefit through reductions in food
prices. there may be an economic case
for supporting public research even if no
consideration is given to safety and
health or to U.S. immigration problems.
Land-grant universities can coordinate
such research efforts efficiently.

A basic question is whether society
should continue to encourage the histori-
cal process of mechanizing dangerous
and undesirable jobs. For decades. mak-
ers of public policy have sought to elimi-
nate such jobs by promoting research
and enacting health and safety standards

that make workers more expensive reIa-
five to machines. Clearly, research that
eliminates stooping and lifting can
lengthen the working lives of harvest
employees and thus can help to achieve
important social goals. Applied universi-
ty research has developed backsaving
harvest machinery and in-field conveyor
belts that create seasonal jobs for local
women. Mechanization and new plant
varieties have lengthened harvest sea-
sons and significantly reduced the mi-
grancy of farm workers (2)).

Cotton and sugar beets, which de-
pended on armies of workers, were
mechanized in the 1950's, and many nuts
(such as almonds and walnuts) and vege-
tables (such as processing tomatoes)
have now also been mechanized. The
major labor-intensive commodities in
California that continue to be hand-har-
vested include grapes, citrus and decidu-
ous fruits, lettuce, fresh tomatoes, and
other vegetables. Heavy manual tasks
such as harvesting accounted for 56.6
percent of the 189 million man-hours
needed to produce California's major
labor-intensive crops in 1976 (Table 1).
Without further mechanization, the $7.1-
billion fruit, vegetable, and horticultural
industry in California will continue to
employ 200,000 to 300,000 illegal aliens
or undocumented workers (22).

American agriculture has become in-
creasingly integrated into the interna-
tional economy. During the 1970's the
value of U.S. farm exports increased
more than five times, and the favorable
balance of agricultural trade increased
13-fold, helping to offset the increased
cost of oil imports. The ability to com-
pete differs significantly by commodity,
with highly mechanized U.S. crops being
the most successful in international mar-
kets. In 1983 the United States exported
three-fifths of its wheat production but
only 5 percent of its fruit and vegetable
output. American farmers face increas-
ing competition in these labor-intensive
crops from Israeli olives, Turkish raisins
and apricots. Colombian roses, and Bra-
zilian and Spanish citrus. The fruit and
vegetable industry, which has already
shifted in the U.S. from the northeastern
garden states and the Midwest to the
West and South, is becoming a global
industry that searches out the least ex-
pensive areas for production. Slowing
the rate of mechanization is a prescrip-
tion for increasing the industry's vulner-
ability to foreign producers and intensi-
fying the pressure on American fruit and
vegetable farmers to import foreign
workers who are willing to work for low
wages. This could complicate the na-
tion's already serious immigration dilem-
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ma and perpetuate the "harvest-of-
shame" wages and working conditions
thai isolate the harvest labor market
from other U.S. labor markets.

Instead of preserving a labor-intensive
industry dependent on alien workers in
the United States, a rational strategy
might be to phase out dependence on
foreign workers by mcchanizing wherev-
er possible and importing more of the
commodities that cannot be mechanized.
If immigration reforms reduce illegal im-
migration, farmers will demand legal for-
eign workers, as during the bracero peri-
od. An integrated policy to phase out
dependence on foreign workers, gener-
ate research funds, and establish a pro-
gramn to assist displaced workers could
be financed by a foreign-labor payroll tax
to be paid by the employer as a percent-
age of his wage payments to legal foreign
workers (23). Farmers who did not rely
on foreign workers would not be bur-
dened with such a tax, while those who
depended heavily on foreign workers
could generate substantial research and
assistance funds (24).

Fruit and vegetable growers paid one-
third of the nation's $12-billion farm
wage bill in 1982. If half of this $4-billion
wage bill were earned by legal alien
workers after immigration reforms re-
duced illegal immigration, a 10 percent
employer payroll tax would generate
$200 million annually to reduce the fruit
and vegetable industry's dependence on
foreign workers. A 10 percent tax would
be reasonable because employers would
save this much by hiring legal foreign
workers, who do not participate in the
Social Security program (7 percent) and
il most unemployment insurance sys-
tedmt (3 percent). A $200-mdlion tax
could triple the total amount spent annu-
ally on fruit and vegetable engineering
research ($5.7 million) and on farm
worker employment and training pro-
grams (SS7 million). Furthermore, such a
tax would make legal foreign farm work-
en more expensive, encouraging farm-
ers to recruit more American workers
instead of simply selecting workers from

the vast labor forces of Mexico and the
Caribbean.

The CRLA mechanization lawsuit
avers that UC scientists received public
funds to conduct research with broad
policy objectives, but that the research
conducted benefited only agribusiness.
CRLA has asked a judge to halt the
expenditure of public funds on mcchani-
zation research until an external review
procedure is established to ensure that
research proposals have satisfied the
broad policy objectives of the enabling
legislation. This review procedure is to
be augmented by a farm worker assist-
ance fund equal to the amount earned
from mechanization patents and royal-
ties.

The mechanization lawsuit touches a
responsive chord because of widespread
sympathy for farm workers. CRLA sup-
portenr consider the mechanization re-
search conducted by UC as an example
of how powerful agribusiness interests
use public institutions at the expense of
powerless workers and consumers. But
the empirical evidence mustered by
CRLA is. as we have seen, ambiguous at
best. The illegal or undocumented nature
of the farm work force indicates a nced
to support mechanization research pro-
grams in order to create more desirable
jobs and to keep the American fruit and
vegetable industry competitive in the in-
tersiational economy.
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RURAL MAIN STREET: AN AMERICAN
INSTITUTION

WEDNESDAY, MAY 8, 1985

CONGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON AGRICULTURE AND TRANSPORTATION

OF THE JOINT ECONOMIC COMMITTEE,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:10 a.m., in room
SR-485, Russell Senate Office Building, Hon. James Abdnor (chair-
man of the subcommittee) presiding.

Present: Senators Abdnor and D'Amato.
Also present: Robert J. Tosterud, deputy director; and Dale Jahr,

professional staff member.

OPENING STATEMENT OF SENATOR ABDNOR, CHAIRMAN

Senator ABDNOR. The Subcommittee on Agriculture and Trans-
portation of the Joint Economic Committee will come to order.

I'm happy to welcome our witnesses here today, and some of
them have traveled quite a distance. I'm particularly proud to have
a gentleman from South Dakota.

Also, I would like to note that Dr. and Mrs. Merryman from
Rapid City are our guests here this morning. His son works here in
Washington. We welcome everyone to the hearing.

This is a very, very important initial hearing for us here in
Washington on our key subject of rural America, and I think we
are getting off to an unusually fine start with the witnesses that
we will have testifying.

Throughout much of the country, the economic news is good. The
United States is in its 29th month of economic growth. In 1984, we
achieved our greatest growth in some 30 years. But we must also
face some very harsh facts. Not all of America is enjoying this new
prosperity, or the new growth and new opportunities.

Rural America specifically represents what I call the forgotten
economy. Devastated by years of recession in the agricultural and
natural resource industries, hundreds of small towns and main
streets are on the verge of economic extinction. We can't allow this
to happen. And, as vice chairman of the Joint Economic Commit-
tee, I have taken this committee into a project that I believe to be
unprecedented in Congress in terms of its scope and magnitude.

I am undertaking a comprehensive rural issues initiative which
will explore all aspects of rural America, its people, its heritage
and its future.

(341J
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The topic of this rural agenda includes not only economic devel-
opment issues but also other vital aspects of community develop-
ment which foster both economic growth and a higher quality of
life.

These include education, health care, community services, infra-
structure improvement, and applications of new technology, just to
name a few.

Now we begin this process we started back in February, in a
small progressive town in South Dakota. And in that hearing in a
small town of Freeman, some 400 persons came to participate and
make suggestions on how South Dakotans can improve their way of
life. It showed me that there is a belief and a desire in this country
that Congress should place the concerns and the aspirations of all
rural America on its agenda of priorities.

So, as we continue this process, we turn our attention today to
American institutions that all of us share in common. The phrase,
"Main Street," evokes a great deal of memories for all of us. My
father operated a dry goods store in Kennebec, SD and as one who
provided cheap labor for that business, I can tell you that I have
strong feelings about America's Main Street merchants.

The business districts of our rural communities not only provide
material needs and support services, but they also give our commu-
nities leadership and direction. They are what the free enterprise
system is all about.

But, now, our main streets are facing the challenges faced by all
of rural America as we see fundamental changes taking place in
our world economy. Population in many rural areas is declining. In
fact, one-fourth of all counties in the United States have experi-
enced decreases since 1980.

Furthermore, the rural population is older than the U.S. popula-
tion as a whole. Also, rural household income is 40 percent less
than metropolitan household income. These are indeed discourag-
ing trends and they must be addressed.

But there are other factors as well that have to be considered.
We are realizing more all the time that our rural economy affects
and is affected by a national and global economic trend. Factors
such as monetary policy, interest rates, exchange rates and the
world prices of commodities influence our rural livelihood, and no
economic force has more influence than the technology.

As new innovations revolutionize the way we work and live,
rural America must play a role in developing and adapting and
using this new technology.

So it's with great pleasure that I have these people here today. I
would also like to add on another note closely associated with this
that, yesterday, the Senate passed my resolution limiting farm tax
writeoffs by private investors. It was a sense of Congress resolution.
There is widespread abuse of this program and my proposal is
meant to protect the family farm. It's something I have been con-
cerned about for a long, long time. The current raid on the Federal
Treasury by so-called gentlemen farmers is not gentlemenly at all.
It is out and out robbery and it should be stopped.

It is a crime that our federal tax laws allow wealthy individuals
with large incomes to shelter their incomes with thousands of dol-
lars of farm losses. It amounts to billions.
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And now that the Senate is on record in favor of my proposal, weare much closer toward leaving farming to the rural farmers.
It is with great pleasure again, gentlemen, that I welcome youhere today. We have a representation of hundreds of thousands ofMain Street businessmen and those affected by the health andstrength of Main Street, and look forward to hearing your remarksand participating in a discussion following your presentations.
Without objection, I have further remarks to include in therecord.
[The written opening statement of Senator Abdnor follows:]
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WRITTEN OPENING STATEMENT OF HON. JAMES ABDNOR

"RURAL MAIN STREET: AN AMERICAN INSTITUTION"

NO COMMITTEE ON CAPITOL HILL KNOWS BETTER THE GOOD NEWS

ABOUT OUR CURRENT ECONOMIC RECOVERY AND EXPANSION. THE U.S.

IS IN ITS 29TH MONTH OF GROWTH AND THE YEAR 1984 ACHIEVED

THE HIGHEST GROWTH IN SOME 30 YEARS. BUT LET'S FACE IT:

NOT ALL OF AMERICA IS ENJOYING THIS NEW PROSPERITY. NOT ALL

OF AMERICA IS BENEFITTING FROM NEW GROWTH AND OPPORTUNITY.

IN FACT, RURAL AMERICA REPRESENTS WHAT I CALL THE "FORGOTTEN

ECONOMY." - DEVASTATED BY YEARS OF RECESSION IN THE

AGRICULTURAL AND NATURAL RESOURCE INDUSTRIES, HUNDREDS OF

SMALL TOWNS AND MAIN STREETS ARE ON THE VERGE OF ECONOMIC

EXTINCTION.

DURING MY PAST FOUR YEARS ON THE JOINT ECONOMIC

COMMITTEE, MY EMPHASIS HAS BEEN TO TEACH THE WASHINGTON

ESTABLISHMENT TO BECOME MORE AWARE AND APPRECIATIVE OF THE

CONTRIBUTION THAT THE RURAL ECONOMY IS MAKING TO THE OVERALL

U.S. ECONOMY. I AM HAPPY TO REPORT TODAY THAT I HAVE MADE

CONSIDERABLE PROGRESS ON ACCOMPLISHING THAT OBJECTIVE.

POLICYMAKERS FROM SUCH DIVERSE CORNERS AS THE COUNCIL OF

ECONOMIC ADVISORS TO THE OFFICE OF THE U.S. TRADE

REPRESENTATIVE HAVE A SENSITIVITY TO THE HEARTLAND THAT THE

REAGAN ADMINISTRATION DID NOT POSSESS IN 1981.
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BUT I CERTAINLY AM NOT GOING TO REST WITH THAT

SATISFACTION. WE HAVE JUST LAID THE FOUNDATION TO DATE.

NOW WE'RE GOING TO BUILD ON IT IN A MANNER UNRIVALED FOR

DECADES. AS VICE CHAIRMAN OF THE JOINT ECONOMIC COMMITTEE,

I AM UNDERTAKING A COMPREHENSIVE RURAL ISSUES INITIATIVE

WHICH WILL EXPLORE ALL ASPECTS OF RURAL AMERICA -- ITS

PEOPLE, ITS ECONOMY, ITS HERITAGE AND ITS FUTURE.

THIS RURAL INITIATIVE BEGAN LAST FEBRUARY IN A SMALL,

PROGRESSIVE TOWN IN SOUTH DAKOTA. THE 15 HUNDRED RESIDENTS

OF FREEMAN, SOUTH DAKOTA HOSTED THE MOST HEARTWARMING AND

REWARDING COMMITTEE HEARINGS I HAVE EVER BEEN PARTY TO.

SOME 400 PERSONS CAME TO PARTICIPATE AND MAKE SUGGESTIONS ON

HOW SOUTH DAKOTANS CAN IMPROVE THEIR WAY OF LIFE. THIS

EVENT WAS THE KICKOFF FOR MY TASK FORCE ON THE SOUTH DAKOTA

ECONOMY. THIS GRASS-ROOTS GROUP HAS 150 MEMBERS FROM.

THROUGHOUT THE STATE WHO HAVE VOLUNTEERED TO SERVE AS MY

STEERING COMMITTEE FOR MY NATIONAL RURAL INITIATIVE.

SINCE THE FREEMAN HEARING, I HAVE HELD ADDITIONAL

MEETINGS OF MY SOUTH DAKOTA TASK FORCE. WITH THE

RECOMMENDATIONS AND SUGGESTIONS OF THESE ABLE VOLUNTEERS, I

HAVE PUT TOGETHER MY NATIONAL AGENDA, WHICH IS THE SERIES OF

HEARINGS BEGINNING TODAY.

THE TOPICS OF MY RURAL AGENDA INCLUDE NOT ONLY ECONOMIC

DEVELOPMENT ISSUES, BUT ALSO OTHER VITAL ASPECTS OF

COMMUNITY DEVELOPMENT WHICH FOSTER BOTH ECONOMIC GROWTH AND

A HIGHER QUALITY WAY OF LIFE. THESE INCLUDE EDUCATION,
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HEALTH CARE, COMMUNITY SERVICES, INFRASTRUCTURE IMPROVE-

MENTS, AND APPLICATIONS OF NEW TECHNOLOGY TO NAME A FEW.

MY RURAL INITIATIVE ALSO WILL FOCUS ON FUNDAMENTAL

PUBLIC POLICY CONSIDERATIONS DURING THIS ERA OF DYNAMIC

CHANGES IN THE U.S. AND WORLD ECONOMIES. AMERICA CAN ILL-

AFFORD TO HAVE ITS HEARTLAND LAG BEHIND THE RAPID CHANGES

TAKING PLACE TODAY. THE CONTRIBUTION AND POTENTIAL OF RURAL

CITIZENS CANNOT BE OVERLOOKED, DISREGARDED AND FORGOTTEN.

THAT MISTAKE WILL IMPEDE THE PROSPERITY OF ALL AMERICANS.

YOU CERTAINLY WILL BE HEARING MORE FROM ME AND MY RURAL

TASK FORCE IN THE WEEKS AND MONTHS TO COME, AND I INVITE ALL

OF YOU HERE TODAY -- MY COLLEAGUES, THE PUBLIC, AND THE NEWS

MEDIA -- TO JOIN ME IN THIS ENDEAVOR. I GUARANTEE IT WILL

PAY HANDSOME DIVIDENDS TO EACH AND EVERY ONE OF US WELL INTO

THE FUTURE.

MY DESIRED OUTCOME IS FOR THE RESOURCES OF THE JOINT

ECONOMIC COMMITTEE TO OUTLINE A RURAL REVITALIZATION PROGRAM

WHICH WILL REALIZE THE TRUE POTENTIAL OF THE HEARTLAND.

THANK YOU FOR ALLOWING ME TO PROVIDE AN OVERVIEW OF MY

RURAL INITIATIVE. I THOUGHT A LITTLE DESCRIPTION WOULD BE

HELPFUL FOR THOSE WHO WISH TO KEEP APPRISED OF OUR

ACTIVITIES.

TODAY WE TURN OUR ATTENTION TO AN AMERICAN INSTITUTION

THAT ALL OF US SHARE IN COMMON. THE PHRASE "MAIN STREET"

INVOKES AS MANY MEMORIES AS ANY PHRASE CAN. WE ALL CAN
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RECALL THRILLING MOMENTS OF OUR CHILDHOOD AND YOUTH

REVOLVING AROUND EVENTS ON MAIN STREET.

AS WE GREW OLDER, WE LEARNED THAT MAIN STREET IN OUR

HOMETOWNS WAS THE NERVE CENTER OF THE COMMUNITY. NOT ONLY

DID MAIN STREET PROVIDE THE MATERIAL NEEDS AND SUPPORT

SERVICES FOR OUR FAMILIES AND BUSINESSES, BUT MORE OFTEN

THAN NOT, ALSO PROVIDED COMMUNITY LEADERSHIP AND DIRECTION.

THE VOLUNTEERING SPIRIT AND CIVIC RESPONSIBILITY OF MAIN

STREET BUSINESS OWNERS AND OPERATORS HAVE BEEN THE BACKBONE

OF SUCCESSFUL COMMUNITIES EVERYWHERE.

FREE ENTERPRISE IS EPITOMIZED ON RURAL MAIN STREETS.

IN FACT, THE ESSENCE THAT MADE AMERICA GREAT WAS BORN ON

MAIN STREET: INDIVIDUALISM, PERSONAL INITIATIVE, AMBITION,

SELF RELIANCE, RESPONSIBILITY AND REWARD FOR YOUR EFFORT.

OBVIOUSLY, MAIN STREET IS A VERY POWERFUL ENGINE OF OUR

ECONOMY. NATIONWIDE, OVER 13 MILLION SELF-EMPLOYED PERSONS

AND SMALL SOLE PROPRIETORSHIPS PROVIDE GOODS AND SERVICES

FOR THE PUBLIC. NOT ALL OF THESE SMALL BUSINESSES ARE ON

MAIN STREET, BUT THEY DEFINITELY ARE PART OF THE LOCAL

ECONOMY AND THEY CREATE JOBS AND OPPORTUNITIES FOR OTHERS.

IN FACT, OVER 300,000 NEW BUSINESSES CREATED IN 1984

CONTRI.BUTED GREATLY TO OUR STRONG ECONOMIC GROWTH.

BUT THIS GREAT INSTITUTION MAIN STREET IS FACING BIG

CHALLENGES OF THE 1980S. INDEED, AN ECONOMIC IDENTITY

CRISIS IS OCCURRING IN RURAL AMERICA TODAY. BUSINESS
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BANKRUPTCIES PLAGUE LOCAL ECONOMIES AND FACTORY LAYOFFS

CURTAIL RETAIL SPENDING. AND THE RURAL ECONOMY IS FACING

THE FIFTH STRAIGHT YEAR OF RECESSION IN AGRICULTURE AND

NATURAL RESOURCES, A FACT TO WHICH OUR WITNESS FROM SOUTH

DAKOTA CAN ELABORATE. FORTUNATELY FOR SOUTH DAKOTA, THE

BUSINESS BANKRUPTCY SITUATION IMPROVED RELATIVE TO THE U.S.

IN 1984.

RURAL AMERICA IS WITNESSING FUNDAMENTAL CHANGES TAKING

PLACE IN THE ECONOMY. THE POPULATION IN MANY RURAL AREAS IS

DECLINING. IN FACT, ONE-FOURTH OF ALL COUNTIES IN THE U.S.

HAVE EXPERIENCED POPULATION LOSSES SINCE 1980. FURTHER-

MORE, THE RURAL POPULATION IS OLDER THAN THE U.S. POPULATION

AS A WHOLE. RURAL HOUSEHOLD INCOME IS 40 PERCENT LESS THAN

METRO INCOME. THESE TRENDS ARE NOT ENCOURAGING, BUT THEY

ARE NOT THE ONLY FACTORS WHICH GIVE CAUSE FOR CONCERN.

AT THE SAME TIME THESE CHANGES ARE TAKING PLACE, THE

RURAL ECONOMY HAS BEEN THRUST INTO THE U.S. ECONOMY AND

GLOBAL ECONOMY AS WELL. NO LONGER IS THE RURAL ECONOMY

INSULATED FROM MACROECONOMIC CHANGES, SUCH AS FISCAL AND

MONETARY POLICY, INTEREST RATES, EXCHANGE RATES AND WORLD

PRICES OF COMMODITIES. AND PROBABLY NO ECONOMIC FORCE HAS

MORE INFLUENCE ON SOCIETY THAN TECHNOLOGY. OUR MODERN

ECONOMY IS ON THE VERGE OF NEARLY-MIRACULOUS INNOVATIONS

WHICH WILL REVOLUTIONIZE THE WAY WE WORK AND LIVE. IT IS IN

THIS DYNAMIC SETTING THAT RURAL AMERICA MUST DISCOVER ITS

FUTURE.

WITH GREAT PLEASURE I WELCOME OUR DISTINGUISHED

WITNESSES. WE HAVE REPRESENTATION OF HUNDREDS OF THOUSANDS

OF MAIN STREET BUSINESSES AND THOSE AFFECTED BY THE HEALTH

AND STRENGTH OF MAIN STREET. I LOOK FORWARD TO HEARING YOUR

REMARKS AND PARTICIPATING IN A DISCUSSION FOLLOWING YOUR

PRESENTATIONS. THANK YOU ALL FOR COMING TODAY.
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Senator ABDNOR. As our first witness, we will call on Mr. John
Motley, Director of Federal Legislation for the National Federation
of Independent Business.

John, we certainly welcome you to the subcommittee. I know of
the many, many members you have out in places like Kennebec,
SD, and we appreciate having the background of your knowledge
and experience. Thank you.

STATEMENT OF JOHN J. MOTLEY III, DIRECTOR OF FEDERAL
LEGISLATION, NATIONAL FEDERATION OF INDEPENDENT
BUSINESS
Mr. MoTLEY. Thank you, Mr. Chairman. On behalf of NFIB's

550,000 members across the country, most of whom reside in non-
metropolitan America, I want to thank you for the opportunity to
come and appear before your subcommittee today to discuss rural
main street and the businesses that populate it.

Roughly one-third of NFIB's members are located in rural areas
of the country. Four out of every five of our members are located
outside of standard metropolitan statistical areas. We have ap-
proximately 4,000-5,000 members in the State of South Dakota, so
rural problems-small farm problems-are certainly those over
which NFIB members across this country are very much con-
cerned.

I think that there is absolutely no denying the fact that small-
town businesses today, especially those that are located in rural
America-which is dependent upon the farm economy-are hurt-
ing. There is no way their economic futures and livelihoods can be
separated from what is happening to agriculture in this country
today.

I think it's simply a matter of common sense that if the farm
economy is not doing well, farmers aren't purchasing equipment
and supplies, nor are they purchasing consumer goods. Thus, the
businesses that populate Main Street across this country are not
getting a normal level of business; their margins are smaller, their
chances of going out of existence are greater. And, of course, this
has a rippling effect because the local community, through its
banks, has invested heavily in these businesses and in these farms.
As the situation grows worse, the position of the banks and the
credit situation in those communities grows a lot more tenuous. So
there is really no denying the interdependence of rural small busi-
nesses and the agricultural economy of the country.

For the last 10 years NFIB has published a quarterly economic
report of small business. It has proved to be remarkably accurate
in predicting economic trends measuring optimism in the small
business community, making employment projections, gauging ex-
penditures and other types of plans. It is used rather extensively in
Government and in the private markets today as a barometer of
what is happening in the small business community across this
country.

As a whole, small business is very optimistic about the economic
future of the country; indications are these firms are doing very,
very well. Small business came out of the recession lean, mean,
and ready to be very productive. Therefore, small business profits

52-112 0 - 85 - 12
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today tend to be higher than they have been in the last several dec-
ades; all of this is true except for two striking exceptions.

The first is that small firms directly engaged in agriculture are
far less optimistic than others, with only a very narrow majority
expecting things to improve.

The second exception is that small firms from the West North-
Central part of the country are by far the least optimistic of busi-
nesses polled as measured by geographic location. This area in-
cludes the farm States of Iowa, Kansas, Minnesota, Nebraska, and
the Dakotas. For the record, at this point, Mr. Chairman, I'd like to
submit the latest copy of NFIB's Quarterly Economic Report on
Small Business, which is dated January 1985.

Senator ABDNOR. Without objection, it will be made part of the
record and we are happy to have that.

Mr. MOTLEY. So I think the picture I am painting here is that
you can separate Main Street small businesses-rural small busi-
nesses generally-from the good economic times that are being had
by the small business community of this country as a whole, and
say that they are doing less well and are a great deal less optimis-
tic about their economic future.

The bright side of this is that we, in NFIB, believe that the
causes of these problems can be treated, and that there are some
solutions out there that Congress can pursue which would tend to
improve the situation of these firms.

No. 1, I think it's obvious that something has to be done to treat
the failure of the national farm policy of this country. NFIB does
not pretend to be an expert on farm policy. As a matter of fact, it's
probably an issue that we'd like to stay away from, except that so
many of our members are directly dependent upon what is happen-
ing in agriculture that we feel that we have to begin to take a
closer look at current policy and the one Congress will shape over
the next year.

We believe that whether it is reforming current policy or doing
away with it and moving toward a more market-oriented farm
policy, something must be done soon by the Congress to address the
ineffectiveness of farm policy in this country. Right now, NFIB is
polling a series of questions related to farm policy in its mandate.
As soon as the results of these surveys are in, we will share them
with this committee and with others interested in farm issues, so
that you have the current views of rural small business on these
important matters.

The second thing that we think must be done is for the Congress
to come to grips with the deficit. It's obvious that the deficit has
caused many of the problems that we are now facing in the agricul-
tural economy. Not only does it cause interest rates to remain
high, but it has contributed to the tremendous strength of the U.S.
dollar abroad, which has-in turn-shrunk the trade market for
U.S. agricultural produce abroad.

Thus our second priority for improving the outlook for rural
mainstreet is to deal with the deficit, and we would encourage you
to urge your colleagues to be very, very tough in the next couple of
weeks and try to report a deficit reduction package that will have
the impact that is needed to begin to drive down interest rates and
to create better markets abroad for American farm products.
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Our third objective-and this really pertains more to small busi-
ness in particular than to the whole rural economy-is to begin to
look at ways to separate the connection between rural small busi-
ness and the rural agricultural economy; in other words, to look at
ways in which the rural economy can be diversified so that it is not
totally dependent upon agriculture.

We have tremendous improvements in transportation and com-
munications which have been occurring in this country in recent
years, and we believe at NFIB that these improvements are going
to open up new vistas for different types of small businesses to op-
erate in the decades ahead. We would urge you as representatives
of rural America to begin to look at ways to diversify the rural
economy, looking to new economic opportunities such as working
in the home with computers, credit card processing, insurance
claims processing, and all the various different types of new indus-
tries which will spin off of this and which could be introduced and
would grow in rural America.

Rural America offers tremendous employment advantages: a rel-
atively high education level for employees, low cost of living, and a
tremendous work ethic, all of which American business tends to
evaluate before it makes its decision to locate. I think, with the
focus of the Members of Congress who are concerned about the
future of Main Street and the future of rural America, that you
can probably come up with some ways to encourage this process
and to speed it along.

To conclude, Mr. Chairman, while we feel that the current situa-
tion as portrayed in NFIB's quarterly economic report is certainly
bleaker for Main Street business than it is for other small business-
es across the country, we also believe that the problem is treatable.
We believe that something has to be done about farm policy to
make it work. We believe that something must be done about the
deficit, or soon not only rural business will be suffering but all
small business across this country.

Finally, we believe that there are opportunities out there in the
changing American economy, in the changing technology of this
country, to make rural America a seed bed for growing new small
businesses. We would commend those thoughts to you and your
subcommittee for further investigation.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Motley, together with the report

referred to, follows:]
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PREPARED STATEMENT OF JOHN J. MOTLEY III

Mr. Chairman, my name is John Motley, and I am Director of

Federal Legislation for the National Federation of Independent

Business (NFIB). On behalf of the more than 500,000 small firms

that make up NFIB, I want to thank you for this opportunity to

discuss rural mainstreet--its present condition and the outlook for

the future.

One third of NFIB's members are located in rural areas. If they

are not directly involved in the farm economy, almost all of them

are in some manner dependent upon it for their livelihood. Thus,

while my remarks today will focus on ,the prospects for firms up and

down America's rural mainstreets, it must be acknowledged that the

fate of these businesses is tied to the fate of the nation's farms.
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The interdependence of farms and other rural businesses is

demonstrated well by the current farm crisis. The decline in farm

income has had:a ripple effect on farm-related and non-farm

businesses alike. It is easy to map this development: farm income

has been debilitated by the handicaps of a strong trade dollar and

more than adequate domestic commodity supplies. At the same time,

land values in rural areas have been declining drastically, even as

real interest rates have remained high. The combination of these

factors has slowly impoverished all but the very best-capitalized

farms, generating a persistent recession localized in America's

rural areas.

The specific problem of declining farm income has become

generalized in the rural economy. Farmers have put off purchasing

farm equipment and cut back on other supplies, causing hardship

first for producers of durable goods, and increasingly, for local

merchants. The decline in farm income has also meant trouble for

rural banks, which have been failing in record numbers. As these

banks have become unstable, small firms which depend upon commercial

credit have suffered. Thus, the condition of small businesses on

rural mainstreet has become as troubled as the farm community around

it. Studies conducted by NFIB confirm this fact.

Each calendar quarter NFIB produces an economic report for small

business. This report has been remarkably accurate in predicting
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trends in small business economic activity, measuring optimism,

expected capital outlays, expected hiring, and other indices of the

economic outlook for'this sector. I am submitting with my testimony

today a copy of our latest report, which I commend to the

Committee's review. In it you will find that small business remains

very optimistic about the economy, both across geographic and

industry lines. There are two striking exceptions to this optimism,

however. Small firms in the agriculture industry were by far the

least optimistic about their economic future, with only a narrow

majority believing that things would look up for them in the

following three to six months. By geographic location, respondents

in the West North Central.part of the country (Iowa, Kansas,

Minnesota, Missouri, Nebraska, and the Dakotas) were the least

optimistic, with only 7% expecting better economic conditions.

These results contrasted sharply with the optimism felt elsewhere

and underscored the fact that the recovery has not reached rural

America, including the small businesses on our rural mainstreets.

If the perspective presented here of rural mainstreet appears

grim, the future need not be so. In our view the farm crisis and

the consequent stagnation of the rural economy have root causes that

are treatable. But ensuring a better future for our farms and for

other businesses in rural communities will depend upon recognizing

these causes and facing up to the hard choices they dictate.
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The major sources of the economic crisis in rural America are

apparent to most observers, so I will not discuss them in detail

here. Suffice-it to say that the rural economy suffers from a lack

of diversity, with farmers and non-farmers alike dependent upon the

vitality of agricultural markets. Current farm policy does not

allow for the efficient communication of information about these

marketplaces (in the form of price discipline) to agricultural

producers, and for this reason supply has consistently outstripped

demand.

While NFIB does not profess any expertise in farm policy, it

appears to us through our surveys and other evidence that present

farm policy is not working. Our studies suggest adjustment must

come to our farm policy and to the agricultural economy. Congress

must investigate ways to provide a transition to this adjustment and

identify long-term approaches that can restore farm income. NFIB is

currently polling its members to discover whether they favor a

reform of existing farm policies or the gradual phase-in of

market-oriented policies. Once these results become available, we

will share them with this committee and others in Congress.

Obviously much of the difficulty the rural economy now faces

relates to matters other than our farm policy. In particular, the

persistence of deficit spending has created an artificial demand for

credit (increasing interest rates) and contributed to the high
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external value of the dollar (limiting trade opportunities for

farmers). NFIB favors a comprehensive budget freeze plus additional

spending reductions to reduce the deficit and to improve credit and

trade opportunities for farms and other small businesses.

The vulnerability of the rural economy must be remedied, in our

view, by pursuing two broad policies. The first of these must be to

restore stability to the farm economy itself, which cannot be done

without some economic or social cost. Thus, as I have already

noted, Congress must take steps to reform farm policy so that farm

income--and the rural income on which it depends--can be restored to

reasonable levels. This change, coupled with deficit reduction and

agricultural trade negotiations, could help restore a vital farm

economy.

The second broad approach toward improving the rural economy is

to undertake efforts to diversify that economy. I understand that

economic development will be the topic of another hearing before the

Committee, so I will touch only briefly on approaches to developing

diversification. Improvements in transportation and communication

increasingly have made possible the dispersal of certain kinds of

economic activity. It is possible to foresee the growth of a whole

range of service and light manufacturing industries in rural

communities. Rural workers, farmers in particular, are often easier

to train and harder working than many of their urban and suburban

counterparts. Because the cost of living is lower in rural areas,
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labor costs are also lower. These attributes of the rural workforce

hold great potential waiting to be realized. Obvious examples of

how this workforce can be tapped abound--credit card servicing

functions, insurance claims handling. telemarketing, and a gamut of

other service-oriented work could be introduced in rural communities.

The expansion of non-agricultural employment in rural areas will

have a generalized effect on the rural economy; a workforce of

diversifying talents will itself become a magnet for diverse

businesses to locate on rural mainstreet.

In sum, the condition of rural mainstreet today is not good, nor

are the small firms located there optimistic about the future. Yet

there remains great potential for growth in our rural communities, a

potential that can be realized if we are prepared to effect changes

in some of the basic policies that influence the rural economy. As

always, hardship affords opportunity for reform.

SWA0197T
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SUMMARY OF RESULTS

by

William C. Dunkelberg
Purdue University

William J. Dennis, Jr.
NFIB Research and Education Foundation

A strong fourth quarter rounded out what probably has been small
business's best year in over a decade. Moreover, small business
owners anticipated early 1985 to be an improvement over late 1984.
Their outlook was very positive, but there were two problems -- one
potential and one very real.

The fourth quarter was strong -- not as strong as the first or
second, nor arguably even as strong as what was for small business a
strong third quarter -- but strong by any reasonable measure.
Falling interest rates and improved credit conditions were the
quarter's most notable features. Still, there was no truly
outstanding characteristic. Employment in small business continued
to rise (seasonally adjusted); capital investment drifted higher;
inventory accumulations increased though net inventory satisfaction
remained positive. The rate of price increase hovered in the same
range as that experienced for the past several quarters, and the
frequency of average employee compensation increases slid.
Developments were not universally positive, however. The Index of
Small Business Sales took a healthy drop from a very high level
while the Index of Small Business Earnings moved lower from the
survey record levels established earlier in the year. Yet, the
latter developments could not be considered serious.

Nineteen eighty-five was anticipated to begin on the upward
slope. Real GNP was expected to rise faster than most anticipate.
Hiring plans were very strong. Both inventory accumulations and
capital expenditures should provide stimulus. Sales were expected
to rise sharply (seasonally adjusted). Clearly, small business was
bullish moving into the new year. But two clouds were present. The
percentage planning price increases moved sharply higher in Jan-
uary. In addition, the rural areas of the upper Midwest in
particular neither shared in 1984's excellent performance nor were
the owners of small businesses located there as optimistic about
what they see.
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Optimism

Small business optimism began to rise again in January after a
lull in the latter part of the year. Thirty-seven percent
anticipated better economic conditions over the next three to six
months (Table 1); 8% expected them to get worse. While these
figures were no match for the exuberant numbers posted one year ago,
they must be considered very positive in light of the reasonably
good conditions with which future conditions were compared.

Table 1

EXPECTED GENERAL BUSINESS CONDITIONS
OVER NEXT THREE TO SIX MONTHS

COMPARED TO CURRENT QUARTER

EXPECTED 1982 1983 1984 1984 1985
CONDITIONS JAN JAN JAN APR JUL OCT JAN

Much Better 4 4 6 3 2 3 4
Better 43 52 53 36 21 27 33
Same 33 32 33 45 50 50 50
Worse 9 6 3 9 17 11 7
Much Worse 3 1 * 1 2 1 1
Don't Know 7 5 4 5 7 8 4
No Answer 1 * 1 1 1 * 1

Total 100% 100% 100% 100% 100% 100% 100%

* Less than 0.5%

The outlook improved substantially between October and January
in all industry classes except agriculture where the level actually
declined from a relatively low base, and the professional services
where it remained unchanged from a relatively high base (Table 2).
Construction led the parade increasing by 25 percentage points the
net percentage of those anticipating better conditions minus those
anticipating worse conditions. Wholesale followed at 22 percentage
points, consistent with reinvigorated inventory plans for all small
firms. Manufacturing and the financial services also registered
strong gains.

The problems in agriculture rippled into non-agricultural small
businesses in the rural areas. The impact was particularly
noticeable in the West North Central region where just seven
percentage points more small firms expected better conditions in the
next three to six months than expected worse conditions (Chart 1).
The West North Central region includes the Dakotas, Iowa, Kansas,
Minnesota, Missouri, and Nebraska. All other regions were
considerably more positive. The oil-influenced West South Central
region which has been struggling proved the most optimistic.
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Table 2

NET VIEW OF GENERAL BUSINESS CONDITIONS
OVER THE NEXT THREE TO SIX MONTHS

BY INDUSTRY

1984 1985

INDUSTRY JAN APR JUL OCT JAN

Construction 52* 29 -7 11 36

Manufacture 60 25 11 12 30

Transportation 63 24 -2 21 26

Wholesale 60 31 11 18 40

Retail 56 28 6 17 25

Agriculture 40 14 -4 15 5

Finance 54 28 -1 13 30

Service 53 28 8 25 36

Professions 61 36 1 28 28

All Firms 55 28 4 18 29

* Percent believing general economic conditions will get better

over the next three to six months minus the percent believing 
they

will get worse.

Twenty-two percent believed the next three months would provide

a favorable climate for small business expansion (Table 3). 
That is

three percentage points higher than October and July levels, but

four to five lower than that recorded earlier in 1984. On balance,

however, the 22% favorable report was strong. It was substantially

above the historical median, and with the exceptions of the record-

shattering January and April, 1984, performances, the highest 
level

since April, 1978.

Table 3

CLIMATE FOR SMALL BUSINESS EXPANSION IN NEXT QUARTER

GOOD TIME 1982 1983 1984 1984 1985

TO EXPAND JAN JAN JAN APR JUL OCT JAN

Yes 7 9 27 26 19 19 22

No 72 67 38 37 48 46 44

Uncertain 20 23 34 36 33 35 33

No Answer 1 1 1 1 * * 1

Total 100l 100% 100% 100% 100% 100% 100%

*Less than 0.5%

Again, there was a marked regional difference (Chart 1). The

north central parts of the country including the mountain states

least frequently contained reports of climates favorable for small

business expansion. The West North Central region produced only 13%

- 3
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of respondents with a positive view. In contrast was the eastern

seaboard including New England. Forty percent of those in

New England (a relatively small sample size) believed the business

climate favorable for expansion while 29% of those in the South

Atlantic region did.

Economic conditions and sales prospects were cited as the

primary reason for optimism by over 75% of those who saw the next

three months' climate as favorable (Chart 2). Seventeen percent

attributed their positive view to financing conditions, doubling the

number recorded in October. Those who believed the next three

months not a good time for expansion offered the primary reasons for

their views in practically the same proportions as were offered in

October.

Optimism Index

The Index of Small Business Optimism rose sharply for the first

quarter reaching one of its higher levels in the past few years.

(The Index record high was established in January, 1984; the Index

record low was established in April, 1980.) Without adjustment for

net exports, the Index anticipated a GNP rise of 6.8% (annualized)

for the next three month period (Chart 3). However, given the grim

Chart 2
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international trade picture (virtually the exclusive domain of
larger firms), growth can reasonably be projected in the 5X-5.5X
range. The projected real growth rate, while not as strong as it
might be with a different international situation, remained very
healthy.

Of the Index's three components, two -- General Expectations
and Spending Plans -- moved sharply upward (Table 4). The third
component, Current Status, slid. These shifts reflected slower
growth in the last half of 1984 and the projected acceleration for
early 1985.

The Index of Small Business Optimism has tracked subsequent
real GNP growth quite well over the history of the survey. However,
since mid-1981, it has proven uncannily accurate. Between April,
1981, and October, 1984, a 13 quarter period, only one directional
change has been missed; all major directional changes

Table 4

INDEX OF SMALL BUSINESS OPTIMISM
BY MAJOR COMPONENTS

INDEX 1982 1983 1984 1984 1985
COMPONENTS JAN JAN JAN APR JUL OCT JAN

General
Expectationsl/ 92.0 102.0 119.0 116.3 97.8 101.0 108.0

Current Status7/ 60.3 64.3 73.7 74.0 78.7 76.3 73.0
Spending Plans-/ 91.7 94.7 102.0 103.7 93.7 93.7 100.7
Index 82.4 88.5 100.3 99.8 90.9 91.4 95.3
Index (1978-100) 90.7 97.4 110.3 109.8 99.9 100.6 104.8

* Index numbers
1/ Expected Business Conditions, Climate for Expansion, Expected

Real Sales Volume, Expected Credit Conditions
2/ Current Job Openings, Current Inventory Satisfaction, Change

in Net Earnings
3/ Plans to Hire, Make Capital Expenditures, Add to Inventories

and their general magnitude have been captured. Since late 1982,
the Index's performance is, if anything, even better than for the
entire period. Assuming this accuracy continues, 1985 will be off
to a solid start.

Credit Conditions

Small business credit conditions eased during the fourth
quarter (Tables 5 and 6). Interest rates paid on loans with
maturity of 12 months or less averaged 13.7%, down 70 basis points
from the prior quarter's average (Table 7). The small business
premium for the quarter, therefore, amounted to about 220 basis

- 7 -
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points (Chart 4). A similar spread has been generally maintained
for the last two years.

LOAN 1982
AVAILABILITY

Easier
Same
Harder
Don't Know
Inapplicable

(Don't Borrow;
No Answer)

Total

*Less than 0.5%

Table 5

AVAILABILITY OF LOANS
COMPARED TO PRIOR THREE MONTHS

1983 1984 1984
OCT OCT JAN APR JUL

1 4 3 2
28 28 28 28

9 6 6 7
2 2 1 2

60 60 62

100% 100% 100%

1985
OCT

2 2
30 29

9 7
1 2

61 58 60

100% 100% 100%

Table 6

CURRENT INTEREST RATE COMPARED TO INTEREST RATE
IN PRIOR QUARTER

CREDIT
EXPECTATIONS

Easier
Same
Harder
Don't Know
Inapplicable

(Don't Borrow)
No Answer

Total

1982 1983 1984
JAN JAN JAN

2 * *
5 1 6

11 7 26
20 28 5

1 3 *

1 1 1

60 60 62

100% 100% 100%

Forty-six percent of firms reported borrowing during the period.
That is a four percentage point rise from the previous quarter and
helps break a six year generally downward trend in borrowing
frequency. Wholesale firms reported greatest borrowing frequency
(54%) and the services least (33%).

Forty-eight percent of borrowing firms reported their loans tied
to the prime or some other variable measure (Table 7). Eleven

- 8 -

JAN

5
31
7
1

56

100%

1984
APR JUL

2 4
18 31
17 7

2 1
* *

1 1

60 58

100% 100%

1985
OCT JAN

1 *
16 3
17 14

4 25
1 1

1 ' 1

60 56

100% 100%
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Chart 4

RECENT AVERAGE INTEREST RATES
PAID BY SMALL BUSINESS ON SHORT TERM LOANS

I

Table 7

INTEREST RATE PAID ON SHORT-TERM LOANS

INTEREST 1982 1983 1984 1984 1985
RATE JAN JAN JAN APR JUL OCT JAN

Under 13% 8 15 16 8 5 8
13%-15% 32 37 39 42 40 38
16Z-18% 20 7 5 4 8 6
19X-22X N.A. 2 1 * 3 1 *
23% or More * * * * *
Prime +1# 23 22 21 22 26 25
Prime +2 13 14 15 18 16 21
Prime +3 or
More 2 4 4 3 4 2

Total 1001 100X 100% 100X 1001 1001

AVERAGE RATE 13.41 14.1X 13.21 14.0% 14.41 13.7X

*Less than 0.51 N.A. Not Available
#"Prime + _ " response added in 1982

- 9 -
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quarters ago, just 32X reported variable rates. In fact, as these
data indicate, one of the great changes small business owners have
recently encountered in the financial markets is the relatively
sudden shift from fixed to variable market rates of interest.

On balance, small business owners believed credit conditions will
ease over the next three months (Table 8). While expectations of
"harder" credit conditions have almost always outnumbered expecta-
tions of "easier" credit conditions, the relatively small four
percentage point margin ("easier" minus "harder") was one of the more
positive evaluations the survey has produced. A stretch running from
October, 1982 - July, 1983, most recently provided similar results.

Employment

Employment growth in the small business sector slowed during the
fourth quarter. Fourteen percent increased employment and 14 percent
decreased employment (Table 9). Those figures were identical to the
figures posted one year ago even though modest differences existed in

Table 8

EXPECTED FINANCING CONDITIONS NEXT QUARTER
COMPARED TO THE CURRENT QUARTER

CREDIT 1982 1983 1984 1984 1985
EXPECTATIONS JAN JAN JAN APR JUL OCT JAN

Easier 2 4 3 2 2 2 5
Same 23 25 25 24 26 26 29
Harder 11 7 7 9 12 8 9
Don't Know 4 4 3 4 4 4 1
Inapplicable

(Don't Borrow;
No Answer) 60 60 62 61 58 60 56

Total 1001 100% 100% 100% 100% 100% 100%

the average number of employees per firm affected. The employment
strength remained in the service sectors. All three (financial,
non-professional, and professional) on average added to their
payrolls. However, All other sectors including retail experienced a
net loss.

January's current job openings were modestly lower than those
reported in October. That shift represented a typical seasonal
pattern. Fifteen percent reported at least one job opening compared
to 17% just three months ago (Table 10). However, January 1985,
openings were one percentage point higher than January, 1983's..

The principal demand for employees remained those with skills.
Again, that is typical. Few employers have current job openings for

- 10 -
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Table 9

AVERAGE EMPLOYMENT CHANGE IN PAST QUARTER

EMPLOYMENT
CHANGE

Increased
Seasonal
Nonseasonal

Decreased
Seasonal
Nonseasonal

No Change
No Answer

Total

NUMBER OF EMPLOYEES

Employees increased
per firm increasing

Employees decreased
per firm decreasing

Average net change
per all firms

1982 1983 1984
JAN

9
2
7

23
8

15
67
1

100%

JAN

10
3
7

18
6

12
71
1

100%

JAN

14
4

10
14
7
7

69
3

100%

3.2 3.3 3.7

4.7 4.6 4.8

-. 79 -. 47 .09

APR

16
5

11
11
6
5

71
2

100%

1984
JUL OCT

22 18
11 6
11 12
10 11
2 4
8 7

67 70
1 1

100% 100%

1985
JAN

14
4

10
14
7
7

70
1

100%

3.8 3.7 4.2 3.2

4.3 3.2 2.9 4.0

+.16 +.46 +.43 -. 09

Table 10

CURRENT JOB OPENINGS

CURRENT
JOB
OPENINGS

Yes
Skilled Labor
Unskilled Labor
Both

No
No Answer

Total

1982 1983
JAN JAN

11 9
9 7
1 1
1 1

88 89
1 2

100% 100%

1984
JAN

13
10
1
2

85
2

100%

APR

14
10
2
2

84
2

100%

1984
JUL

16
12
2
2

82
2

100%

OCT

17
12
2
3

82
1

100%

1985
JAN

15
12
2
1

83
2

1.00%

those without skills, in part because unskilled positions can be
filled more rapidly and with lower search costs.

Employment plans remained positive, indicating that the number
of new jobs will continue to rise at a 3%-4% rate (annualized).

- 11 -
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Table 11

EXPECTED NET LABOR FORCE CHANGES
IN NEXT QUARTER

NET LABOR
FORCE CHANGE 1982 1983 1984 1984 1985

EXPECTATION JAN JAN JAN APR JUL OCT JAN

Increase 14 14 18 24 15 14 18

Keep the Same 74 76 73 69 75 74 73

Decrease 10 8 7 5 9 11 8

No Answer 2 2 2 2 1 1 1

Total 100% 100% 100% 100% 100% 100% 100%

Eighteen percent planned increases, up four percentage points from

October and identical to the January, 1984, level (Table 11). Eight

percent planned declines, down three percentage points from October

and one higher than one year ago.

The planned increases were broadly based. Only retail and

agriculture had fewer than 10 percentage points more firms planning

increases than planning decreases. The professional service sector

had the greatest spread -- 22% planning increases and less than half

of 1% planning decreases.

Inventories

Small business drew down inventories during the fourth quarter,

a normal development. Three percentage points fewer firms increased

net inventories than decreased them (Table 12). That margin was

identical to the margin recorded just one year ago, and a

substantial improvement from the 15 percentage point margin

registered in January, 1983.

INVENTORY
CHANGE

Increase
Same
Decrease
Not Applicable
No Answer

Total

N.A. Not availat

Table 12

INVENTORY CHANGE IN PRIOR QUARTER

1982 1983 1984
JAN JAN JAN APR

13 18 23
40 43 42

N.A. 28 21 15
18 16 17

1 2 3

100% 100% 100%

Ile

1984 1985
JUL OCT JAN

25 22 20
40 44 37
16 15 23
18 17 18
1 2 2

100% 100% 100%

- 12 -
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Over half (51%) of firms experiencing net inventory accumu-
lations found the increases to be no more than 10%. Another 31% of
respondents reported them to be between 111-20%. The size of
decreases were somewhat larger on balance than were increases. Just
38% reported decreases of less than 10% and another 35% reported
them between 11%-20%. Thus, the net percentage of firms reducing
inventories understates the degree to which inventories declined.

The modest decumulation of inventories left more small business
owners feeling inventory levels too high than too low (Table 13).
But, the difference betwen the two figures was only two percentage
points. Seasonally adjusting the data placed January's inventory
satisfaction level in the more favorable half of those recorded
during the survey's 12-year history. Thus, on balance, the
inventory position of small firms appeared reasonably good.

Table 13

CURRENT INVENTORY SATISFACTION

INVENTORY 1982 1983 1984 1984 1985
LEVEL JAN JAN JAN APR JUL OCT JAN

Too Large 16 13 11 10 12 13 12
About Right 54 55 55 57 56 56 55
Too Low 10 11 12 11 11 10 10
Not Applicable 17 16 17 17 19 19 20
No Answer 3 5 5 5 2 2 3

Total 100% 100% 100% 100% 100% 100% 100%

An important part of the economy's projected first quarter
strength was based on planned inventories. With inventory
satisfaction levels favorable and strong sales anticipated,
inventory investment plans moved sharply higher on a seasonally
adjusted basis (Chart 5). January's data represented the second
consecutive increase following the one quarter precipate decline
experienced earlier in the year.

Twenty-two percent planned net inventory increases compared to
12% who planned net inventory decreases (Table 14). A net 10
percentage point margin was the result of positive inventory plans
in every sector. Significantly, the most positive plane were among
inventory-intensive industries. The wholesale (+ 15 percent points)
and retail (+ 13 percentage points) industries contributed substan-
tially with the inventory-light professional service (+ 2 percentage
points) and financial service (+ 6 percentage points) industries
contributing modestly. But it was the construction industry which
planned the greatest net increase (+ 16 percentage points); those
plans represented a healthy 10 percentage point jump from one year
ago and a 22 percentage point jump from January, 1982.

13 -
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Table 14

NET INVENTORY CHANGE PLANNED IN NEXT QUARTER

PLANNED
INVENTORY
CHANGE

Add
No Change
Decrease
Not Applicable
No Answer

Total

1982
JAN

18
46
16
16
4

1983
JAN

19
49
12
14
6

1984
JAN

24
43
12
14
7

100% 100% 100%

APR

21
46
12
14
6

19'84
JUL

15
47
16
18
4

OCT

16
45
18
17
4

100% 100% 100%

Chart 5

PLANNED INVENTORY CHANGE

77.1 7".1 61.1
Year; Quarter

83.1

Capital Expenditures

The position of firms making at least one capital outlay in the
last three to six months rose to 58%, the highest figure since
January 1980's report for the latter half of 1979 (Table 15).
Expenditures on equipment and vehicles contiued to dominate.
Forty-six percent reported such expenditures with 17% reporting

- 14 -

1985
JAN

22
44
12
19
3

100%
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Table 15

PERCENT MAKING CAPITAL EXPENDITURES
IN LAST SIX MONTHS

TYPE OF 1982 1983 1984 LW54 iY03

EXPENDITURE JAN JAN JAN APR JUL OCT JAN

All Types+ 53% 50% 56% 52% 55% 57% 582

Equipment/
Vehicles 43 40 46 42 45 46 46

Add Buildings 8 6 7 6 7 7 8

Improved
Buildings 17 15 16 14 15 17 17

Land 4 3 4 4 4 4 4

+Percent of firms making one or more capital expenditures

expenditures for improved (renovated, remodeled, repaired)

buildings, 8% for new buildings and 4% for land. Not only did the

number of expenditures rise, so did their relative size. Thirty-

nine percent of outlays reported in January amounted to more than

$20,000, a two percentage point increase from October and a four,

six, and two percentage point increase from each of the past three

January figures (Table 16). Thus, when combining the increasing

frequency of capital outlays and the increasing size of those out-

lays, it appears evident that smaller firms were making a solid

contribution to the economic stimulus provided by increasing capital

expenditures.

Table 16

CAPITAL EXPENDITURES MADE IN LAST SIX MONTHS
BY SIZE OF TOTAL EXPENDITURES

AMOUNT OF
EXPENDITURES

(000's)

Under $1
$1 - 4
5 - 9
10 - 19
20 - 49
50 - 99
100 - 499
500 - 999
1,000
or More

No Answer

Total

* Less than 0.5%

1982 1983 1984
JAN JAN JAN

6 8 8
21 22 20
18 16 15
17 19 21
17 14 16
10 8 9

8 9 8
1 1 1

1 1
1 2

100% 100%

1984 1985
APR JUL OCT JAN

6 6 7 7
19 20 19 18
16 15 14 14
23 21 21 21
17 16 16 17

9 10 9 10
7 11 9 10
1 2 2 1

1 1 1 1
1 * 2 1

100% 100% 100% 100%

1

100%

- 15 -
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Plans to make capital expenditures rose to 34% in January after
demonstrating some minor weakness in mid-1984 (Table 17). Within
the last seven years, only the performance one year ago (35%) sur-
passed the current figure. These data provide further evidence,
should more be necessary, that capital spending will continue well
into the year.

Table 17

EXPECTED CAPITAL EXPENDITURES
IN NEXT THREE TO SIX MONTHS

CAPITAL
EXPENDITURES 1982 1983 1984 1984 1985
EXPECTATIONS JAN JAN JAN APR JUL OCT JAN

Yes 27 29 35 34 31 33 34
No 59 58 51 51 55 53 52
Don't Know 13 10 10 12 12 11 11
No Answer 1 3 4 3 2 3 3

Total 100% 100% 100% 100% 100% 100% 100%

There appears to be a subtle change in financing these expendi-
tures. Since the recovery, earnings have been strong and the
frequency of borrowing on the decline. The obvious implication is
that small firms have relied heavily on earnings to finance their
capital outlays. However, within the past three quarters, there
have been two sharp upticks in percentage of firms classifying
themselves as regular borrowers, and within the past two quarters a
decline in the Earnings Index. Allowing for the influence of varia-
tion in the interest rates, it would appear that small business
financing of capital outlays has begun to shift away from earnings
and toward borrowing

Prices

The ominous news in the January survey data was prices. While
the rate of increase in small business prices during the fourth
quarter remained consistent with price performance over the past
several quarters, a sharply higher percentage planned price
increases during the first three months of the year. And, as is
evident from Chart 6, small business owners as a group generally
follow through on plans to increase prices.

Fourth quarter small business price developments were favorable
toward maintenance of relative price stability. Twenty-one percent
reported price increases (Table 18), an amount which has, with one
exception, remained remarkably consistent over the past nine
quarters. More than half of those increases were less than 5%.
Fourteen percent reported price decrease. January data represented
the fourteenth consecutive quarter that the percent reporting price
decreases fell within the double-digit range. Agriculture, whole-

- 16 -
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Table 18

CURRENT AVERAGE SELLING PRICES COMPARED TO PREVIOUS
QUARTER'S AVERAGE SELLING PRICES

1982 1983 1984 1984

PRICES JAN JAN JAN APR JUL 0

)w 14 18 11 10 12 1

trence 52 61 65 60 63 6

iow 31 19 21 27 22 2

I than l% 1 * * 1 1

-1.9% 3 2 3 4 3
-2.9% 3 3 3 3 3
-3.9% 4 2 3 3 2
-4.9% 4 3 3 3 3

-7.9% 8 5 4 7 5
-9.9% 3 1 1 2 1
or More 3 2 3 3 3

Answer 2 1 1 1 *

rer 3 2 3 3 3

100% 100% 100% 100% 100% 1(

than 0.5%

CT

2
5
11
4
33
2
4
1
2
12

Chart 6

PLANNED AND REALIZED PRICE INCREASES

81.4 82.4 83.4

Year; Quarter

Con | | | | | | | | | | | | | |84.

- 17 -

AVERAGE
SELLING

Lower Nc
No Diff(
Higher I

Les
1.0
2.0
3.0-
4.0-
5.0'
8.0
10%
No i

No Answ

Total

* Less

1985
JAN

13
63
221
2
33
2
4
13
3,
2

100%

PRICE INCREASES

- Planned

- - Reaezed

I

is

84.4
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sale, retail, and transportation firms reported price declines with
greatest frequency; professional service firms reported them with
the least frequency.

The percentage planninl price increases leaped to 28%
(Table 19). Although the 28% figure is a far cry from the survey
record 46% produced in April, 1980, it represented a seven percen-
tage point increase from October and the highest number since April,
1982. Over half the increases were projected at less than 5%.

Plans to raise prices were registered across the board. With
the exception of agriculture, at least one of four small business
owners in every sector had such plans (Chart 7). Transportation,
financial services, and wholesale reported price increase plans with
the greatest frequency. In those three industries, as well as
construction, the frequency of planned price increases was more than
10 percentage points higher than reported in October.

Chart 7

PLANS TO RAISE PRICES BY INDUSTRY

Cons wg Trans WhAs Ret Agr
Industry

ain ser Prof

Data from other points in the survey with the exception of
planned compensation increases give little indication of any pending
inflation problem, however. For example, the number citing infla-
tion as their single most important problem was lodged at a survey

- 18 -
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record low (Table 27), and those citing price increases (material,
wages, or financing costs) as the most important cause of lower
earnings (Chart 9) was virtually unchanged from the previous several
quarters.

A cyclical rise in inflation after two years of economic growth
is not unusual. Normally, it would not present any cause for
concern. However, our recent experience with double-digit inflation
and the continuing downward pressure on prices created by the strong
American dollar should remind us that inflation is not dead -- it is
just in remission.

Table 19

PLANNED PRICE CHANGES FOR NEXT QUARTER

PLANNED 1982 1983 1984 1984 1985
PRICE CHANGES JAN JAN JAN APR JUL OCT JAN

Lower N.A. 5 3 3 4 3 4
No Change 48 55 53 57 58 59 54
Increase 31 22 25 23 21 21 28

Less thanl% 1 * * 1 1 1 1
1.0-1.9% 2 2 3 2 3 2 3
2.0-2.9% 3 2 3 3 3 3 4
3.0-3.9% 4 2 4 4 3 2 3
4.0-4.9% 4 4 4 3 2 3 3
5.0-7.9% 9 6 7 6 5 5 7
8.0-9.9%- 2 1 1 1 1 1 1
10Z or More 4 3 2 2 3 3 3
Don't Know 2 2 1 1 * 2 3

Don't Know 15 15 15 14 14 14 12
No Answer 6 3 4 3 3 3 2

Total 100% 100% 100% 100% 100% 100% 100%

*Less than 0.5%
N.A. Not Available

Compensation

The number of small firms raising average compensation slid to
21% in the fourth quarter; 2% reported average compensation
increases (Table 20). It was lowest frequency of average compen-
sation increase since the series was reinstituted earlier in the
year. Two-thirds of all increases amounted to 6% or less, about the
same proportion recorded throughout the earlier part of the year.

Twenty-four percent planned average compensation increases, a
rise of six percentage points since October (Table 21). Intui-
tively, it would be expected that the first quarter figure should be
higher than those of other quarters; pay increases for tenured
employees generally occur at the beginning of the year. However,
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Table 20 such was not the case
for the only comparable

CHANGE IN AVERAGE COMPENSATION period for which we have

OVER THE PAST THREE MONTHS data prior to the cur-
rent one. Between
October, 1974, and Janu-

COMPENSATION 1984 1985 ary, 1975, the percent

CHANGE APR JUL OCT JAN planning average comp-
ensation fell five per-

Increased 26 25 23 21 centage points (Table

1-2% 3 3 2 2 21). The importance
3-4% 7 6 6 5 of these data lie in

5-6% 8 7 8 7 the relationship between
7-8% 4 4 3 3 price increases and

9-10% 3 2 2 2 compensation increases.

over 10% * * * 2 The percent of firms

no answer 1 3 2 * raising prices approxi-

Same 66 66 71 73 mates the percent of

Decreased 1 1 1 2 firms providing average

No Answer 7 8 6 4 compensation increases
(Chart 8). If there is

Total 100% 100% 100% 100% a normal seasonality in
small business compensa-

* Less that 0.5% tion increases (the
first quarter), then the

Table 21

PLANS TO CHANGE AVERAGE COMPENSATION
OVER NEXT THREE MONTHS

COMPENSATION
CHANGE APR

Increase 43
1-2% 3
3-4% 7
5-6% 31+
7-8%
9-10%
over 10%
don't know N.A.
no answer 2

Same 50
Decrease N.A.
Don't Know N.A.
No Answer 7

100%

1974
JUL

1975
OCT JAN

37 33 28
3 3 2
6 5 5
28+ 25+ 20+

N.A. N.A.
1 *

57 62
N.A. N.A.
N.A. N.A.

6 5
100% 100%

N.A.
1

66
N.A.
N.A.
6

100%

* Less than 0.5% N.A. Not Asked
+ All responses of 5% or more
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APR

21
1
6
8
2
2
1
1

63
1

11
4

100%

1984
JUL

18
1
5
7
2
1
1

1
67
1
8
6

100%

1985
OCT JAN

18 24
1 1
5 7
7 9
2 2
1 2
1 1
* *

1 2
68 62
1 2

10 9
3 3

100% 100%
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Chart 8

SMALL BUSINESSES INCREASING AVERAGE EMPLOYEE
COMPENSATION AND SELLING PRICES BY QUARTER

III Iv
Quarter

rise in first quarter price expectations
first appears.

Sales

INCREASIES IN:

Componsetlon

m Pdoe-

may not be as serious as it

Sales, as quantified by the Index of Small Business Sales,
dropped in the fourth quarter (Chart 9). In fact, the Index stood
at its lowest point since the first quarter, 1983. The almost 25%
topple in the Index over the past two quarters can be attributed to
both slower sales and the comparative nature of the sales measure.
Even a reasonably strong performance contrasted to the spectacular
first half might prove embarassing. Still, more small firms contin-
ued to report higher sales compared to the previous quarter than
reported lower sales compared to the previous quarter (Table 22).
Forty-three percent of small business owners indicated no sales
volume change between the third and fourth quarters -- not bad
considering the strong performance exhibited earlier in this year.
Moreover, over 50% of those with a volume change (higher or lower)
reported the change to be less than 15% (Table 23). Thus, while
sales were weaker in the last few months of the year, they were
weaker only in comparison to an exceptional fourth quarter, 1983.

21 -
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Chart 9

INDICES OF SMALL BUSINESS
SALES AND EARNINGS
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00

74.4 76.4 78.4 80.4 82.4 84.4
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Table 22

DOLLAR SALES VOLUME COMPARED TO PRIOR
QUARTER'S DOLLAR SALES VOLUME

DOLLAR 1982 1983 1984 1984 1985
SALES VOLUME JAN JAN JAN APR JUL OCT JAN

Much Higher 3 3 4 5 5 4 4
Higher 23 23 33 30 40 34 27
About the Same 37 39 38 37 36 41 39
Lower 28 28 20 22 16 18 25
Much Lower 7 6 4 5 2 2 4
No Answer 2 1 1 1 1 1 1

Total 1001 100% 100% 100% 100% 100% 100%

The sales outlook for the first quarter improved sharply. Half
(50%) of the respondents anticipated higher sales in the next three

months in contrast to just
Table 23 21% with the opposing view

(Table 24). While sales
PERCENT SALES CHANGE BY HIGHER SALES forecasts are normally on

AND LOWER SALES the optimistic side in
absolute terms, a com-

PERCENT parison between the
SALES Higher Lower January, 1985, data and
CHANGE Sales Sales the data from comparable

periods in 1982 and 1983
5% or less 12% 11% indicates that a period
6%-10% 29 28 of very strong growth is
111-15% 17 19 to be expected.
16X-20% 12 13
21X-25% 11 12 Earnings
261-35% 7 7
36%-50% 6 4 The Index of Small
51% or more 4 3 Earnings (Chart 9) moved
No Answer 3 4 lower in January. It was

the second downward move-
Total 100% 100% ment in as many quarters.

Still, the Index remained at a relatively high level. In only one
year (1984) out of the past decade has the January, 1985, Index been
surpassed during a comparable period, and only twice has it been
equalled (1984 and 1978). Thus, the earnings measure has recently
held up better than the sales measure following a decade of parallel
movement.

Twenty-two percent reported higher earnings; 33% reported lower
earnings (Table 25). Only one time have more reported higher
earnigs than lower earnings. Over 70% of both those with increased
and decreased earnings reported at less than 20% (Table 26).

- 23 -
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Table 24

REAL SALES EXPECTATIONS FOR NEXT QUARTER

EXPECTED
REAL 1982 1983 1984 1984 1985
SALES JAN JAN JAN APR JUL OCT JAN

Go Up A Lot 6 5 9 13 7 8 8
Go Up A Little 31 39 45 51 39 37 42
Stay the Same 27 26 24 22 30 26 25
Go Down a Little 22 20 13 8 17 20 16
Go Down a Lot 8 5 4 2 3 5 5
Don't Know 4 5 4 3 3 3 3
No Answer 1 * 1 1 1 1 1

Total 100% 100% 1001 100% 100% 1001 100%

*Less than 0.5%

Table 25

NET EARNINGS COMPARED TO PRIOR
QUARTER'S NET EARNINGS

NET 1982 1983 1984 1984 1985
EARNINGS JAN JAN JAN APR JUL OCT JAN

Much Higher 1 1 2 2 3 2 2
Higher 13 16 23 22 26 23 20
Same 34 39 42 41 43 46 43
Lower 40 33 26 27 23 24 29
Much Lower 10 9 5 6 3 4 4
No Answer 2 2 2 2 2 1 2

Total 100% 100% 100% 100% 100% 100% 100%

Sales volume (59%), seasonality (19%), or higher prices (10%)
were cited by almost 90% of those with increased earnings as the
most important reason for the positive earnings change (Chart 10).
On the negative side, the same three factors accounted for no
indication.

Single Most Important Problem

No single problem preoccupied small business owners during early
1985. "Taxes" and "Interest Rates - Financing" were cited more
frequently than was any other, but each was only designated by 20%
of respondents (Table 27). Diversity of concern was further
demonstrated by the fact that three other problems -- "Competition
from Large Business," "Government Regulations/Red Tape," and
"Quality of Labor" -- were noted with double-digit frequency.

- 24 -
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Chart 10

REASONS FOR EARNINGS CHANGES

Other, NA 5%

Labor Costs 3X _,
Material Costs 3%a

Finance Cots RX
Higher Prices

Higher

Labor Costs

Material Costs

Finance Costs

Higher Prices 2X

Other; NA

Lower
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Table 26

PERCENT EARNINGS CHANGE BY
HIGHER SALES AND LOWER SALES

PERCENT
EARNINGS
CHANGE

5% or less
6%-10%
11%-15%
16%-20%
21%-25%
26%-35%
36%-50%
51% or more
No Answer

Total

Higher Lower
Earnings Earnings

16%
31
15
11
8
5
5
6
3

13%
26
20
12
10
6
5
4
4

100% 100%

Change from October's
evaluation of the single most
most important problem reflec-
ted for the most part change
in economic conditions during
the intervening period. In-
terest rates fell; "Interest
Rates - Financing" as the
single most important problem
of small business fell four
percentage points. Employ-
ment rose; 'Quality of Labor"
as the single most important
problem rose four percentage
points. "Government Regula-
tion/Red Tape" was the third
problem which changed at
least four percentage points
from October although there
appeared no immediate
reason for the increase.

Table 27

SINGLE OST IMMTANT EROBLEM

MOST Prior
DIKRTANT High
FROBLEM Date %

Taxes 7/83+ 22
Inflation 10/74 41
Poor Sales 10/82 23
Interest Rates
& Financing 4/82+ 37

Cost of Labor 7/77 9
Government
Regulations(s)/
Red Tape 4/76 16

Competition from
Large Business 10/76 13

Quality of Labor 4/74+- 10
Shortage of Fuels,
Materials, Goods 1/74 23

Other; No Answer - -

Total

* Less than 0.5%
+ Most recent

Prior
Low

Date %

10/74 8
10/84 4

1/75+ 1

7/77 4
7/82 2

7/82+ 4

4/80+ 4
1/83+- 3

7/84+ *

APR
Rank %

1 21
6 7
3 14

1984 1985
JUL OCT JAN

Rank % Rank %Rank %

2 19 2
7 5 8
3 12 3

19
4

12

1
8
4

20
4

12

2 18 1 26 1 24 1 20
7 6 7 5 7 5 7 5

5 9 5 9 5 9 3 13

4 10 4 11 3 12 5 11
7 6 6 6 6 7 6 6

9 * * 9 1 9 1
- 9 - 7 - 7 - 8

1001 100X 1001 1001

0704R
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APPENDIX A

TABLE A-1
DESCRIPTION OF INDUSTRY CLASSIFICATIONS

Construction Construction (Building contractors-general, painting, carpentry, plumbing,
heating, electrical, etc.. highway & bridge contractors; swimming pool construc-
tion; etc.)

Manufacturing Manufactunng and mining (including dairy processor, printer, publisher)
Transportation Transportation, travel agency, communication, public utilities (truckers, movers.

broadcasters, etc.)
Wholesale Wholesale (including grain elevator, livestock dealer, distributor of construction

equipment, etc.)
Retail Retail sales (including food store, service station, restaurant, bar, radio and TV

store, drug store, furniture and appliances, auto dealer, etc.)
Agriculture Agriculture, veterinarian, forestry, landscaping, fisheries
Financial Finance companies, insurance, real estate, banks, savings & loans, etc.
Services
Nonprofessional Beauty salon, barber shop, garage, motel, hotel, repair service, bookkeeping
Services service, photographer, funeral director, rental agency, credit bureau, laundry, etc.

Professional Physician, dentist, attorney, optometrist, engineer, architect accountant, skilled
Services nursing care facility, etc.

TABLE A-2
DEFINITION OF REGIONS

REGION STATES INCLUDED IN REGION
New England Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island, Vermont
Mib-Atlantic New Jersey, New York, Pennsylvania
East North Central Illinois, Indiana, Michigan, Ohio, Wisconsin
West North Central Iowa, Kansas, Minnesota, Missouri, Nebraska, North Dakota, South Dakota
South Atlantic Delaware, Florida, Georgia, Maryland, North Carolina, South Carolina. Virginia,

West Virginia, (also includes Washington, D.C.)
East South Central Alabama, Kentucky, Mississippi, Tennessee
West South Central Arkansas. Louisiana, Oklahoma, Texas
Mountain Arizona, Colorado, Idaho, Montana, Nevada, New ME eico, Utah, Wyoming
Pacific Alaska, California, Hawaii, Oregon, Washington
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TABLE A-4
SALES OF FIRM BY INDUSTRY

Wn~R

M. I I I I I II I 11 1 !
LmWnU 5 4 4 2 6 15 8 22 8 8

B_,n-n~m 9 11 5 3 10 1210 1727 11
uiU.-iU.Ai 14 13 21 5 16 15 11 20 24 15
$ -=AM 15 6 23 7 19 20 16 16 14 15

an m-iu.iu 21 17 12 19 22 lb 20 13 16 19

um=-i1wm 14 19 14 23 12 15 10 5 5 13

hMx-M-2-m- 9 13 15 17 7 3 8 2 4 8

pmIDa v. 12 15 622 6 213 2 2 9

W AWtd 2 1 * 2 2 2 4 3 * 2

T" 100 D100 100% 100%. 10C 10% 1C0% 1W7. 100% I 1D%

_..4R= 251 264 52 165 596 95 172 233 115 4945

P..d 13 14 2 8 31 5 9 12 6

TABLE A-4
NUMBER OF EMPLOYEES BY INDUSTRY

IRg j J I , Iiij hi }
I 5 2 4 2 7 12 4 10 9

. 5 4 2 4 9 14 14 14 15 9.
=-i 27 16 35 23 33 33 37 37 37 30

_-_ 22 17 15 22 21 20 15 19 18 19
10-14 12 l5 12 17 12 8 8 6 10 11
15-19 8 6 * lO-6 3 5 3 4 6
u-n 13 18 14 12 6 4 6 5 3 9
aa.w. 14 2. I / 10 / 3 7 3 7

U. ̂ R * * 1 * * 3 * * 1 *

Twsi 1¶0D%__¶0D% ¶08% 1% 108% 108% 100% 10oo ¶08% __0%

,.,-¶¶ 249 256 52 157 589 120 172 229 11 945
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NFIB QUARTERLY ECONOMIC SURVEY

Ple-e ( the appropriat2e ansers ofr ll in the bl-Ask.

1. What is your tomm of busineno oroganoation?

m] Propnetorhp WI Portnernhip C1 Corporation

2. Please classify your mtor ,uiness acti ity. using oe oa the otegones of e.amples below. (l more than one
applies, ircte the one ohoh cononbutes the most toward your gaou sales or total revenoes)
m Contructin (general ontroctr paintig, carpentry. plumbing, heating, electroal. highwy. etc.)
01 M.nutactonng and mining (including dairy pnxesro. pnAter. publisher, ek)
CD Tronsprlttion travel agenry communicahon public utilities (Itucke. movers broadcasters etc
mB Wholesale (including qgrin eleator. linestock deale, ditnbutor of equipment mnulocturer's rep.. c.) 2
WI Retail (including serice stton reMt.ur.nt bat radio and TV soredq dg sore, flost apparel. etk)
WI Agricuture, eterinarian. torestry, lsdscpin, fisheries, eta.
ED finanal, inauronce real estate, bhnk saninqs & loen, etc
CM Beauty salon barber shop, grage. motel, hotel repir service, bookkeeping ervice,

photographer, funerl director, rentl agency, credit bureu, lundry. etc.
[i Physician dentist atto ey engineer architect accountnt stilled nursing core facility. etc
10 Other (please describe)

3 What i the single motimpartont problemlacing yourbusinea today'(PleIsecircleonlyOONEothefollowingt
0m Toe CD Interest rates & Itn.ncing WI Ouaity of labor 3
WI Infaton Eil Cost of labor WI Shortage of uNes, moteials or goods
0]1 Poor Sales [M Goerement regulotionlol & red tape W Other

WI Competition Iom large busineses (please esploti)

4. Do you think the next three montha will be a good time for smell business to eapand substaatilly?
m Yes CD No 0]) Uncertain 4

4. Why? (Crcle ONE answer-moa importatn reason)
m] Economic conditioss [3 Financing & intert rates [M Other 5

a W i21 Soler pospects m cost of eep.ns.o. (please esplain)

5. About the economy in general do you think that air mootha from now general busines conditions will be better
than they are now, bout the sme. or wone?
m Much better 01 About the seie i Much wore 6
WI Somewhat better mI Somewbot worse W Don3t know

6 DOaing the lost 3 montho or calendar riosrit. what were your - grsa sales, or revenues
m] Under $12,500 02 $25,000-49.999 WI $87,500 199,999 E) $375,000-749.999 7
WI $12,500-24,999 mI $50,000987.499 W $200,000-374,999 r $750,000 or more

fio Duvng the lost cotendoc, qurte- was yoar dollar sales volume highe, lower, or bout the same as it was
for the quartr before?

mD Much higher 03 Higher [0] About the same m Lower W Much lower

6tb 11 higheror lower, by approimotely what p-rcentage?
m Less than 6% CM 11%-15% WI 21%-25% 03 36%-50% 9
WI 6%l10% m 16%-20% Eil 26%_35% WI 51%ormore

7 Wer your et earnings or income (alter taxes) from your business dunng the alst caladar quarter higher
lowe, or about the same as they were for the quarter before?
mD Much higher WI Higher El About the name ( Lower WI Much lower to

7
a. 11 higher or lower by opproimately what pe -entage?

] L.ss than 6% 01] 11%-15% WI 21%-25% 03 36%-50% t1
W 6%-10% mI 16%-20% (I 26%_35% WI 51% or more
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7 I high., on bwer | hat h the moa intpootoant rona? (Cixb only ONE
(m] satds 'me -m Aailabihty d . cmtateo 1s Finan-mg cooae 12
CO 1Lbo oso Receve-d high., ies kio m Ua sesonal chane
CD Cost d roaterials Y product or seloe [I Other

(specity)

& Onenolt vht do you ept dto happes to thed~. eo/e (number d unts) d god nd/e r that yOU wlJ) sll
dutng the sect thr.e -onth?
m1 Goupotot CO1 Stay thesame (2 Go down lot 13
CO Go p a hlltle m Go down a lttle E Don't kno

9. How oae your avenage *ettng p80.. now compop d to three month. ago?
(m1 Lower now (2 No dilfertmoe C1 Higher now I Don't know 4

9. If highe. or ower by nhot peroent on an ave-age?
1m1 thanha% (] 20-2.9% ED 40-4.9% m 80-9.9% EDDon~tkow Is

10-1.9% Il 30-3.9% Ei 50-7.9% ] 10X oromore

10. In the .eat tb,.. moathU do you plan to chmpa the venage selling poce. ot yom, good. and/o eerioes?
m Yes. rane pnhor C2O Yet lon, price CD] No change mI Don't know 16

10. If rainoe on o,. by what penoent an overage?
m Leo. then 1% C 2.0-2.9% E)2 40-4.9% [] 80-9.9% [M Don't tolt 17
M 1.0-1.9% M 30-3.9% (B 5.0-7.9% (i 10%Sonrnore

11. How many employees do you have hill and pant tme Including you..lP
(m One (1 3-5 eD 10-14 m 2039 to
(D Two m 6-9 EE 15-19 (n 40 or ne

12. Durlng the hod three aoath. dd the toto/nmber olmployees In youhnrm incnea decnan - ay about theoame?
m Incrnoud by - employee(s) Decnasd by _ employee(s) 13 Stayed the -ame 1921

12.. II the total nsmhe, ol employee. icreed on d | ao thi. change due prnlmly to seoaoael
facto,. ocng yomr buam..?

m Yen No 22

13. In the newt three moathe, do you epect t increae or decsaoe the totol number of people workinc lo you.
m Incneese 1 Keep the an C(2 Decre 23

14. Do yow ha.ve any |b openncythat you aoe not able to fill right now?
m Ye.. hr slotted labor ] Ye. both skilled and unsklld labor 24
(2 Ye, kir unsilled labor No

14. If you ha"e any openig about how. lng have theae Jobs been avallabte? (Clrde ONI category whih best
decnib6 you ovvarll situation
m Le than one month ' C1 Three monltha but lbeu than st rnmonth 25
CO One month, but len than thlee monthi mI Sin month, o mom

15. Doting the last three mont did you inoe, or decmre your Invtnotioe?
mO hncnee CO About the same (] Dece mI Not approprate 26

15 Itmofe, on by epptolmately wht pencent?
mLas than6% CD II%-ISS% (l 21%-25% (O 36%-50% 27
] 6%-10% 21] 16%-20% li 26%-35% (II 51% on mowe

16. At the prsent timn, do yoou eel your Invenlorle am too laong. about right or inadequate?
m Too kin. CO Abot right CD Toolow m Not approprlate 20

16a. Looking ahead to nte e doyou enpet on btn. toaddtoyournventone.keepthem
abowu the sam.. or deceas. them?
m Add (O Keep the sie CO Decrneate W Not appropriate 29

(Se nest paes)
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17 11 you honoro money regolny Iete once every 3 month.) on port ai your bunes activity hbow doe3 the
rate at tereat poyable on your mont moent Ioan compore with that poid tbree nonth av.?

fl Mach higher 03 Some T Moch tower [i Inopplicoble, do not borrow regulorly 30
0] Higher L.. .ower D Don't know

17o Are thee -on eosier or hrdier to get than they were three month. ago?

ID ioder (2 Soma CD Harder D.1 Don't know 31

17bi Do ymu enpet to hnd it eower or harder to obhit your rq3iord linoncing during the .e.t thre -on.th

ID Enter (2 Some 0] Hrdoer (D Diont know 32

18 If you bormwed within the loat three months bre buaine purponon. d the toon motunty (pay bock penod) wont year
or lena whe tnteront rte did you payo % or Prim- _ 33.35

19. Diung thelot6 month. ha.yourrm modeony captt.leop.nditu toimprveorpmorhnezquipmentbhildinga.
or tand' (Check Ott that apply)

Equipment Vehi-)ct m Y.e 36

Addimoa.l Btildin. ) Y7e 37
Improcad Building5 m Yeo 38
Additionol iond ma Yea 39

19o 1/ ye. wht won the total oat o thee proeta (ite total purchose pnceP

m uonor 1.000 31] S00-019,999 $2 S100.000-499,999 a0
01 Sl000-4999 01 $20,000-49,999 I SS00.000-999,999
CD S5000g9999 ( 0.000.99.999 1 SI miltionormore

20. Loolng head to the neat three to st months. do you enpect to moke any coptiol enpenditurn .,r plant

ond/or physical equipment?
m Yea 0 No 3] DonIknow at

21. Do you pin to change .- nage employeempenatnn (wagon nd bnefita ut NOT Social Secuiity. UC tne.. etc.)
doting the neat tr._ .snthe?
m Incraae Keep the Same 0] irae T iontKnow ,

21a. It ln:eane or Daecvea. by whit percentage on average?
m 1-2% 03 5-8% S1 9-10% iDontYKnow an

CB 3-4% m 7-8% B Over 10%

22. Over the peat thee mortha did you icraaoe average employee conpweartoon (watgs ned beneftt but NOT Soa
Secutity. U.C tbses etc)?
m ioreed 0] Kept the Same 13 Decreased ii

22a. I inaned or Diceed. by wdat peentage on averae?
m 1-2% l] 5-6% 0 9-10% an

CB 3-4% I1 7-8% iT ver 10%

23. Pi.e andoab the geogreprocal area that bed dnetdbea the cemm-r-ty in which your Wsbusan, In koted
m A meb/opuita/on aa (ppeoon da e 100%000 , city bed Immediate area)
CU A 5mol city (populAton ever 15.00 but under 100000in city ind tmedlate are)
03 A ruml ore (populdion under 15.000 in city ond sunwunding oummutrtioe)
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Senator ABDNOR. Thank you, Mr. Motley, for a very fine state-
ment and I'll be anxiously awaiting your survey when you have
that completed. While you were testifying, our fourth witness has
entered the room, Stuart Hardy, of the U.S. Chamber.

Would you mind coming to the front? I think they left a chair for
you there, Mr. Hardy. We just took off and started without you.

Our next witness, one whom I'm very, very pleased to have, Mr.
Bob Miller, who is from the South Dakota Municipal League and
the National League of Cities.

Bob, we thank you for coming all the way in because we know
you have a great contribution to make to this subcommittee. Go
right ahead.

STATEMENT OF ROBERT H. MILLER, EXECUTIVE DIRECTOR,
SOUTH DAKOTA MUNICIPAL LEAGUE

Mr. MILLER. Thank you, Senator Abdnor. I have been the execu-
tive director of the South Dakota Municipal League for the past 8
years. I am appearing here today as the director of the oldest, larg-
est and most representative local government organization in the
State of South Dakota. Our membership includes 309 cities and
towns. All but 13 of them are less than 5,000 in population. In fact,
189 of our members are less than 500 in population. Regardless of
size, all municipalities in South Dakota are required to furnish the
same basic group of services.

The population of South Dakota and all rural States is changing.
In the past 10 years, the percent of our population over 65 years
old has increased 13 percent. Sixty-five of our 67 counties have lost
population in the past 10 years. In essence, what we have is a de-
clining population that is predominantly older or very young, re-
quiring services that are mostly paid for by an agricultural-based.
economy that is in poor condition.

Many of South Dakota's cities, because of their geographic loca-
tion and their dependence on agribusiness in the surrounding
counties face the consequences of a decline in the value of property
and, therefore, a decrease in revenue that will be produced from
tax levies.

On many of our rural South Dakota Main Streets, there are
vacant buildings. Taxes are not being paid on these properties
simply because the income from agri-business is not available. The
streets and sidewalks fronting these buildings need maintenance
even though the vacant buildings no longer contribute their share
to the city budget. Consequently, all of our cities suffer because of a
lack of taxable property.

In South Dakota, we lose one Main Street business for every five
farms that are lost or consolidated. As we lose farms, we lose Main
Streets because farmers are large consumers of goods and services
sold on Main Street. Those remaining on the farms are then forced
to travel even greater distances to make required purchases, thus
further hurting themselves and those remaining on Main Street.

Store closings on Main Street are nothing new. We have always
had stores going out-of-business in our free market system. What is
new, however, is that today there is no one waiting to go into
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vacant buildings with a new business. Today, when a Main Street
building becomes vacant, it stays vacant.

South Dakota has suffered greatly in the last few years because
of the effects of the agriculture crisis. The effects of the agriculture
situation are felt, not only by our farmers and their leaders, but
also by every business on Main Street. The slowdown in the econo-
my has caused lower sales by nearly all businesses in South
Dakota. The resulting effect-on local governments has been a re-
duction of sales tax receipts and a much higher delinquency rate of
property taxes.

This is a problem that will continue for rural America as long as
the farm problem exists. How can you make municipal improve-
ments when taxes or assessments against abandoned property
cannot be collected? As more and more properties are abandoned
and collection of taxes decreases, the problem will become much
greater because fewer and fewer taxpayers will have to carry the
tax load.

In 1972, when Congress created general revenue sharing, the ob-
jective was to provide State and local governments with Federal
fiscal assistance on a basis that would allow maximum flexibility in
choosing how the funds would be used and minimum involvement
by the Federal Government. Supporters of the original legislation
agreed that Federal taxes were more responsive to economic
growth and more equitable than those of State and local govern-
ments.

In addition, many Members of Congress considered the revenue
sharing concept as a means of halting the trend of increasing con-
centration of power in Washington at the expense of State and
local autonomy. I believe that objective has been achieved and al-
though modifications occurred in 1976 and 1980, it remains a pro-
gram that encourages local governments to provide their residents
with public services on their own by including an incentive for
local tax effort.

Unlike other categorical grant programs, revenue sharing has al-
lowed all cities to obtain supplemental revenue for government op-
erations and capital programs. The majority of cities in South
Dakota cannot otherwise qualify for categorical grants that use cri-
teria like under-employment, unemployment and disenfranchised
minorities. They have, therefore, come to rely on general revenue
sharing as an integral part of their budget.

Frozen at the same level by Congress for 8 years, general reve-
nue sharing cannot and should not be portrayed as contributing to
the Federal deficit of recent years.

Our situation in South Dakota is almost atypical because of the
relative recovery and prosperity in other parts of the United
States. We do not have huge State surpluses as some would con-
tend. We are not an energy-rich State. We do not have large de-
fense plants. We are a State of many small towns who have as
their sole source of Federal revenue-revenue sharing. We are a
State of balanced budgets. We are a State with its own economic
problems. A State which could not replace the loss of revenue shar-
ing.

Statements have been made to the effect that funding for
projects for which revenue sharing is now paying the cost could
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have beer. handled through various grants and other fund sources
which are available.

The fallacy in this statement, however, lies in the fact that most
small town councils, and in this respect I am referring to communi-
ties under 500 population, do not have full-time employees, and are
not aware of many of the funding programs.

In a small town, the members of the city council usually consist
of the man who pumps gas at the corner station, the manager of
the feed store, a grocer, or a person who farms part time but lives
in town. Usually, the time which they devote to the city council ac-
tivities is limited to the 2 or 3 hours per month spent in local meet-
ings of the council, or an occasional extra meeting. Most of these
individuals cannot afford to hire additional employees to provide
time for council meetings.

Most South Dakota towns would happily trade in all Federal
grant programs for the chance to keep revenue sharing.

Neither the court system or the Congress of the United States
have been very helpful in our fight to save the rural Main Streets
of America. It seems that every day Congress or the courts impose
some new program or standard on rural America. The most recent
is the case of Garcia v. San Antonio. The Supreme Court ruled that
cities must come under the Fair Labor Standards Act. The ruling
will cost several million dollars in South Dakota.

The Congress tells us what the quality of our drinking water
must be, what the condition of our jails must be, how our cable TV
systems must be operated and how we are to operate our very
small hospitals.

We must retain Federal support for the implementation of na-
tional policy at the local level, particularly when local responsibil-
ities are created by national law or national economic and social
trends which are beyond the control of the city. Congresses current
approach to national policy which affects small cities is a hit or
miss approach. Congress must recognize the effect of its policies on
small rural towns. Small town governments are affected in count-
less ways by legal mandates established by Federal courts and Con-
gress and human mandates caused by economic conditions.

I do, however, see some light at the end of the tunnel. Forecast-
ers seem to be saying that our Main Streets are optimistic. Busi-
ness people are predicting increased profits by a margin of more
than 2 to 1. More than half of the respondents to a March 1985
survey by the University of South Dakota expect gross sales to in-
crease in the next 12 months.

In conclusion, I would like to thank you for the opportunity to
appear here today. If the Congress of the United States will work a
miracle, and solve the current problems of agriculture; Main
Street's problems will solve themselves. In 1896, William Jennings
Bryant said it best when he wrote:

Burn down your cities and leave our farms, and your cities will spring up as if by
magic, but destroy our farms, and the grass will grow in the Main Streets of every
city in the country.

Thank you, Senator Abdnor.
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Senator ABDNOR. A very strong message, and you're right. If we
did those various things, we'd have the country back on its feet eco-
nomically, at least.

I could leave Mr. Stone for the very last, but he was here first.
Go ahead, Mr. Stone.

STATEMENT OF KENNETH E. STONE, EXTENSION ECONOMIST,
IOWA STATE UNIVERSITY

Mr. STONE. I, too, Mr. Chairman, would like to thank you for the
opportunity to speak before this group today. I'd like to start off by
saying that the death of small towns has been somewhat exaggerat-
ed. I have colleagues that, 20 years ago, predicted that there would
be many fewer small towns today and they have been found to be
wrong. The small town has turned out to be much more resilient
and much tougher than many of us had expected it to be.

However, I don't want to diminish the problems in the small
towns. There are some very severe problems, and they are in a
weakened state at this particular point, and many of them do need
help.

It may be useful to spend just a moment reviewing how these
small towns came about in the Midwest.

As most everybody knows, the Midwest was an agrarian society.
In the late 1800's, the small towns sprung up to meet the wants
and needs of the farm population. In fact, in Iowa, most of the
counties are laid out to be 24 miles square so that the farmers who
had little mobility in those days could get to the county seat and
back in 1 day.

But, over a period of time, we have seen mechanization start re-
placing farmers and, as the farm population started decreasing, we
saw that many of these little businesses that were viable back in
the agrarian stage now were no longer viable. So we started seeing
the disappearance of many of these small businesses. In fact, if we
were designing States today, we certainly would not have any-
where near the number of small towns that we have, nor, I think,
would we have the number of counties that we have. But, in the
days in which they came about, it seemed appropriate.

I did a study in 1979 for the 1980 White House Conference on
Small Business, and we tracked the migration of retail sales in
every single county in Iowa, Kansas, Missouri, Nebraska, and we
found some very interesting results. We found that if you go back
to the midfifties, there was not that much outmigration, if you
netted it out, from the rural areas.

When we got into the sixties, we saw something on the order of
10 percent of the people leaving the rural areas, going to the metro
areas; when we got into the seventies, we saw it get up in the
neighborhood of 15 percent on average.

Now, in Iowa, in 1984, 73 of our 99 counties are what we call
leakage counties, and, on average, they're losing 19 percent of the
retail trade out of the counties. And they are predominantly rural
counties, and, on average, it is $21 million per year per county that
is leaving. And it's going to the bigger metro counties.

Another thing we found as we looked at the 1984 data was that
61 counties had suffered outright retail losses compared to the pre-
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vious year, 1983. And, on average, it was $2.2 million per county.
We found 13 counties that suffered 2 consecutive years of retail
sale losses and those were primarily in the southern tier counties,
that have been hit especially hard by weather and by low prices.

I've done another study on all 950 towns. I keep tabs on every
town in the State over a period of years. And, again, we found
some very interesting things. We found that, in general, the small-
er towns are suffering, as we all know. As an example, 260 towns
that we looked at that were less than 500 population have lost 27
percent of their trade in the last 15 years. More importantly, they
lost 14 percent of it just from 1983 to 1984, this last year alone, in-
dicating the real impact of the farm situation.

Conversely, many of the larger towns are gaining trade, some as
high as 30 percent in the last 15 years. Our capital city, Des
Moines, has gained 16 percent, expanded its trade area by 16 per-
cent in the last 15 years; and 8 percent of that came last year
alone. And that amounts to about $90 million more last year than
they were taking in the previous year.

A couple of years before that, I did a study on the effect of shop-
ping malls and we had quite a large number of shopping malls that
came into the State of Iowa in the 1970's and they have been a
very devastating force on small towns, actually pulling the trade
out of the small towns.

As an example, a shopping mall of 500,000 square foot, on aver-
age, will pull about -$2.5 million out of each of the adjoining six or
seven counties. And if you want to go even two tiers of counties
away, on average, it will pull about $1.25 million out of each of
those counties.

So that's not the only thing that's pulling trade out of the small
towns, but certainly it's been a very potent force.

I have some observations on Main Street also. I travel all over
the State of Iowa, roughly 20,000 to 25,000 miles a year, visiting
small towns and working with them. They range all the way from
ghost towns in some of the smaller towns on Main Street to some
that look quite dynamic and quite viable.

The housing stock, surprisingly enough, is in much better shape
than most of us realize. It seems to me that in periods of past pros-
perity there were a lot of new homes built; for example, in the
twenties, the fifties, and, most recently, in the seventies, so there is
a lot of pretty good housing starts in small towns. A lot of the
towns have good churches and schools, although the school enroll-
ment is going down quite rapidly and that's a fear that many
people have, that they are going to start losing schools.

We have a lot of nice nursing homes; we have a lot of nice hous-
ing for the elderly. A lot of it is fairly new. The infrastructure is
pretty good, the water systems, the streets and sewers, and so on.

So if you added up the value of the assets, I think you will find
they're worth an awful lot in the small towns.

What are the impacts of the losses of these businesses from the
small towns?

No. 1, as was suggested earlier, people are inconvenienced; it be-
comes a vicious circle. As they start losing stores, they are forced
to go to another town to buy that particular merchandise, and they
also buy other types of merchandise they normally would have
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bought in the hometown. So it becomes a very debilitating effect on
their hometown.

There's also a loss of tax revenue and a loss of schools because of
the lesser enrollment. I think, most importantly, perhaps, is the
loss of pride. When their Main Street looks like the pits, so to
speak, people don't have much pride in their hometown any longer.

What can be done?
I think, No. 1, in our State, we need to make some efforts to di-

versify the economic base. Most of these towns have been depend-
ent upon an agricultural economy and we do see pockets of pros-
perity in the State where they have managed to diversify the eco-
nomic base.

I thirk, furthermore, there needs to be a grass roots educational
effort in letting people know how this is done. As I visit with
people in towns below 2,500 population, most of them don't have
the slightest idea even how to get started doing somne economic de-
velopment.

We think that there's a need to do some case studies to show
how these successful towns have done it, and take those case stud-
ies to the towns that need the help. I think, from the Federal and
State level, there may be some opportunity for tax credits to en-
courage firms to locate in smaller towns; there may be some oppor-
tunities for job credits and certainly some of the incentives that we
have now in the way of tax credits for renovating older buildings,
and so on, I think, would be used to a much greater degree.

One very encouraging thing I'm seeing in our State is that
people are really reassessing their current situation. It is the teach-
able moment.

Now we are seeing towns that once were arch-enemies, that
would not cooperate on anything, now getting together and cooper-
ating on pooling their resources and bringing industrial develop-
ment and bringing new industry into the area.

I do have a couple of success stories, then I'll close. We have had
a few little towns that have literally pulled themselves up by the
bootstraps. They actually raised, in some cases, towns of 300 to 400
population, raised $50,000 to $60,000 by getting donations from
people to form nonprofit corporations; they have rebuilt their own
general store or convenience store and restaurant, and that type of
thing.

I see the people I'm working with. They're not looking for mas-
sive Government subsidies or anything like that. They would just
like a minimum of help, some instructions on how to do it. And I
think, in many cases, they are willing to take the bull by the
horns, so to speak, and get the job done themselves. Thank you
very much.

[The prepared statement of Mr. Stone follows:]
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PREPARED STATEMENT OF KENNETH E. STONE

THE ECONOMIC CONDITION OF RURAL COMMUNITIES IN THE MIDWEST

A CASE STUDY OF IOWA

SUMMARY

* Many rural towns in the Midwest sprung up around the turn of the

last century to serve the needs of a relatively immobile agrarian

population.

* Farm population density decreased with mechanization, thereby

causing many businesses in small towns to become economically

non-viable.

* A study by the author for the 1980 White House Conference on

Small Business found a gradually accelerating migration of retail sales

from rural areas to urban areas in Iowa, Kansas, Missouri, and

Nebraska.

* A 1984 study by the author found that Iowa's 830 towns below 2,500

population suffered heavy losses of retail sales in the last 15 years,

with the heaviest losses coming in 1984.

* A 1982 study by the author found that regional shopping malls have

been a major factor in the last decade in capturing retail trade from

outlying smaller towns.

* The loss of main street businesses in small towns has had a very

debilitating effect, causing inconvenience to residents, loss of tax

base, and loss of pride.

* Possible solutions include "grass roots" educational efforts on

economical development, federal tax incentives, and regional economic

development groups.
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In the early statehood years, the Midwest's economy was based

largely on agriculture. Towns sprung up in regular geographical pat-

terns to meet the needs of farmers. Before the advent of motorized

vehicles, nearly all these needs could be met in the nearest town or at

least somewhere in the county. However, once farming became mecha-

nized, large numbers of farmers were slowly, but surely displaced by

machinery. At the same time, the remaining farmers were gaining the

mobility to range further from home to acquire their needs. As the

density of farmers decreased, main street businesses began failing in

the smaller towns because of reduced numbers of customers. Other

institutions such as schools were closed and consolidated because of a

reduction in population.

Some towns managed to preserve their economic viability by attract-

ing non-agricultural industry, or by expanding the geographical area

for marketing their agriculturally-related products. Many towns that

did not rebuild their economic bases to compensate for the loss of farm

population, ended up with main streets that resembled ghost towns. Yet



399

in cases where the town was within commuting distance of larger towns,

many residents continued to live in the small town, but traveled to the

larger town to work and shop.

Recent studies and observations

A study for the 1980 White House Conference on Small Business (1),

found that the trend of shoppers leaving rural areas to shop in urban

areas accelerated dramatically from the mid 1950s to the late 1970s.

The study analyzed the net flow of retail trade between counties for

Iowa, Kansas, Missouri, and Nebraska. Similar trends were found in all

four states. In the mid 1950s, the net outflow of retail trade from

the least populated counties was, on average, less than five percent.

In the 1960s, the "leakage" of retail trade from rural counties

increased to approximately ten percent. By the late 1970s, the less

populated counties were experiencing average leakages of approximately

15 percent, while the urban counties were acquiring a growing net

inflow of retail sales.

In Iowa in 1984, only 26 out of 99 counties enjoyed net inflows of

retail trade. These were primarily urban counties. In the most ex-

treme case, Polk County, home of Des Moines, the state capital, experi-

enced a 35 percent surplus. This was nearly $1 billion more than the

residents of Polk County alone spent in 1984. The remaining 73 coun-

ties experienced leakages averaging $21 million per county. In the

worst case, a county adjacent to Des Moines, the state capital,

experienced a leakage of over $100 million. In general, counties
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adjacent to metropolitan counties exerpienced the heaviest outflow of

retail sales.

Town studies

Studies of the retail performance of most of Iowa's 955 towns (2)

have vividly illustrated that those of less than 2,500 population have,

in general, experienced shrinking trade area population over the last

15 years, while most of the 120+ towns over 2,500 population have

gained in trade area population. For example, the 260 towns of less

than 500 population have experienced average retail losses of over 27

percent from 1976 to 1984. For these towns, 1984 has been the worst

single year for retail losses and amounted to over 14 percent or

approximately $250,000 per town on average.

Many of the larger towns have experienced gains in retail sales

over the last 15 years, ranging as high as 30 percent. Des Moines

experienced retail sales gains of 16 percent in the last 15 years. In

1984 alone, Des Moines' trade area population expanded over eight

percent, meaning that over $90 million lost from smaller towns was

gained by the capital city.

Effects of shopping malls

A 1981 study (3) found that shopping malls in Iowa acted as giant

magnets in drawing retail trade from surrounding smaller towns. It was

found that, on average, a 500,000 square foot shopping mall captured
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approximately $2.5 million from adjacent counties and over $1.2 million

from second tier counties. Shoppers' goods stores, such as variety

stores, clothing stores, shoe stores, jewelry stores and others were

most severely and immediately impacted. However, negative impacts were

soon felt by other types of stores such as hardwares, groceries, drug

stores and others. Apparently as residents of small towns traveled to

shopping malls to obstensibly shop for shopper's goods, many of them

also bought convenience-type items that they normally would have bought

in their home towns, thereby exacerbating the situation for a large

number of the small town merchants.

Many small town merchants, faced with reduced volume because of

losses to the malls, try to recoup profits by raising prices and/or by

reducing inventory. Both tactics tend to create the image of a less

desireable place to shop in the eyes of consumers and they purchase

even more items out of town. The situation usually becomes untenable

for the smaller merchants and they eventually go out of business.

Observations

As one travels around the State of Iowa, it soon becomes obvious

that each town has a character of its own which reflects fairly

accurately the collective nature of its residents. Most of the smaller

towns still have an active grain elevator and other stores supplying

feed, seed, fertilizer, and other farm necessities. Many of these

stores are farmer-owned cooperatives, although a substantial number are
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independently owned. However, when one examines main street, the

picture is quite varied. In the worst cases, main street resembles a

ghost town, with most of the stores long ago closed and boarded up.

Many are in very poor states of repair and are eyesores. In the best

cases, main street looks alive and vibrant and appears to be serving a

sizeable portion of the needs of the town residents. In the vast

majority of cases, towns below 1,000 population have a few strong

businesses such as hardwares, lumber yards, and various-services, but

almost invariably they will also have a few vacant stores that are

gradually weathering away.

The housing stock in many small towns is surprisngly good.

Typically, it appears that many of the homes were built in previous

periods of prosperity, such as the 1920s, the 1950s, and most recently

in the 1970s. Usually the price of housing in small towns is much

lower than in the larger towns and cities. Consequently, many people

prefer to live in the smaller towns, even if it means commuting a

considerable distance to work and/or shop.

The infrastructure of many of the small towns also appears to be

in relatively good shape. Many of the water and sewage systems have

obviously been installed in the last couple of decades. Other

utilities seem to be adequate. Roads and streets vary from town to

town but, in general, are in decent shape. Most of the towns have

schools and churches in good condition.
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Impacts

The loss of main street businesses has a very detrimental effect

on small towns. Perhaps the most serious impact is the inconvenience

created for the town residents. In some cases, residents must travel

to another town to purchase the necessities of life, such as food,

gasoline, hardware, etc.

Although retail and service businesses are not the prime movers of

an economy, they do provide jobs for people. Therefore, when these

businesses terminate, so too do the jobs they provided. Consequently,

even more people are forced to leave town to find a means of making a

living.

Every closed business in a community represents a loss of tax

revenue to that municipality. Therefore, either taxes must be raised

for the remaining residents or they must settle for reduced levels of

services.

An intangible, but critical impact of a ravaged main street, is

the loss of pride suffered by the town residents. Often, the vacant

buildings are owned by absentee landlords who sometimes cannot even be

located. Therefore there is a sense of helplessness and frustration as

residents watch their downtown deteriorate.

What can be done?

One of the most crucial steps in the economic development of small

Midwestern towns is the rebuilding of an economic base that is more
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diversified and less dependent on agriculture. This does not necessar-

ily mean that every town needs to attract new industry. However, if

towns are to survive in the long-run, sufficient jobs must be available

within a reasonable commuting distance. The problem, though, is that

most residents of small towns do not have the slightest idea of the

procedures necessary to bring new industry into the area. Therefore,

in my opinion, one of the most cost-effective steps that could be taken

is to implement a "grass-roots" educational effort aimed at teaching

local leaders the basis of economic development. Ideally, the instruc-

tion would be capped off with case studies illustrating how some towns

successfully accomplished economic development. A few state Coopera-

tive Extension Services are entering into this educational effort.

They have the ideal organizational structure to accomplish this effort,

but most need additional resources to properly get the job done.

Federal tax incentives could play an important role in economic

development in rural towns. For example, some firms could be persuaded

to locate in smaller towns through the use of tax credits. In addi-

tion, jobs credits could be made available to firms hiring persons in

small towns. The existing tax credits for renovating older buildings

and historic sites would probably be used more extensively if firms had

other incentives to locate in small towns.

It does not make much sense for every small town to compete indi-

vidually for new firms. A more sensible idea is for several towns
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in a geographical area to band together and pool their resources to

collectively attract new firms into the area. In this way, the chances

of success are enhanced and all towns have the opportunity to benefit.

Educational efforts and modest financial assistance would be necessary

to carry out this form of regional development.
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Senator ABDNOR. Thank you, Mr. Stone. That's excellent testi-
mony. I'd be happy to have all the information you put together
because what we're hearing today is the very thing I have been
trying to make clear in the Congress, making some of our urban
friends realize it is a different situation out in rural America, and
we have seen, in the big cities, it doesn't seem to register yet.

It may be starting. The farm crisis certainly helped bring it to
their attention. And I'm glad they're realizing we're having trou-
ble. And everyone else must be in trouble out there, too. But we
hope to reinforce it with some of the things we accomplished here
with the testimony in getting the message out to the Congress, and
hoping that some attention will be given to it.

Our last witness, Mr. Stuart Hardy, of the U.S. Chamber of Com-
merce, we welcome you, too. We certainly know you have a big
background in what's going on in the cities, but also out in the
rural States, too.

STATEMENT OF STUART B. HARDY, MANAGER, FOOD AND AGRI-
CULTURE POLICY, CHAMBER OF COMMERCE OF THE UNITED
STATES, ACCOMPANIED BY WILLIAM D. KELLEHER, MANAGER,
COMMUNITY RESOURCES SECTION
Mr. HARDY. I thank you, Mr. Chairman. I am Stuart B. Hardy,

manager of Food and Agriculture Policy for the Chamber of Com-
merce of the United States. I'll keep my oral remarks brief, but I
would respectfully request, sir, with your permission, that the full
text of our prepared statement be printed in the permanent hear-
ing record.

Senator ABDNOR. Without objection, it will be made part of the
record at the end of your oral statement.
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Mr. HARDY. Many factors affect the rural economy; however, I
would like to confine my testimony this morning primarily to one
of the most important of these factors, which is, of course, agricul-
ture and Federal agricultural policy.

In your letter of invitation to participate in this hearing, Mr.
Chairman, you correctly pointed out that the rural economy is not
yet fully participating in the current robust expansion of the rest
of the U.S. economy. This is especially true of the Great Plains
States and other rural regions which are heavily dependent upon
agriculture.

I think it is less true, however, of the rural northeast and other
rural regions, which are less dependent on agriculture because
many nonfarm sources of employment, such as recreation, are
available in those areas.

So I think it's important to keep in mind the distinction between
rural areas that are heavily or almost totally dependent on agricul-
ture and those with a relatively mixed base economy.

The current economic difficulties of rural Main Street are often a
direct consequence of the recent downturn in the farm economy.
And as all three of my panel colleagues have indicated this morn-
ing, the rural problem is, to a very large extent, an agricultural
problem.

Mr. Chairman, just 3 or 4 days ago, I was speaking to a member
of the U.S. Chamber's Food and Agriculture Committee, who comes
from a relatively small town-10,000 to 15,000 people-in south-
eastern Nebraska. And he gave me a very good example of the
kinds of problems that rural America is now confronting in those
areas which are very heavily dependent upon agriculture as a
source of their income.

He indicated that in the last 30 days, three of the largest retail
outlets in this town in Nebraska have announced plans to close
down by the end of the summer. That is going to leave a yawning
gap on the Main Street of that town. And what is particularly
tragic is that, by all accounts, if you look at the USDA estimates of
net farm income for next year, we haven't yet bottomed out. So we
have a very, very serious problem out there.

The U.S. Chamber is very well aware of the acute financial dis-
tress in rural agricultural areas of the country because we hear
from our local chambers all around the country. Low farm income
and record-high farm indebtedness have put enormous stress on
the entire fabric of rural economy, and I think it's important to
point out that all rural institutions, not merely Main Street, but
also schools, hospitals, banks, and churches are feeling the ripple
effects of this rural agricultural recession.

These hearings are very timely, Mr. Chairman, because as the
farm recession begins to translate itself into a rural recession, the
information gathered here in these hearings, I think will be of
great value to policymakers, not only here in Washington, but at
the State and local level as well.

In July of 1984, the U.S. Department of Agriculture submitted to
Congress a rural development strategy report, entitled "Rural
Communities and the American Farm-A Partnership of
Progress." I commend this report to the committee. It includes a
number of, I think, very practical and doable recommendations for
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better coordinating the numerous Federal programs and policies
which affect rural communities. And I think it also delineates a
strategy for using available Government resources to leverage max-
imum change by forging a partnership with local rural leaders in
the private sector.

This is something the chambers of commerce-not only the U.S.
Chamber, but our local chamber affiliates-are very keen on, more
of a partnership between the Government and the private sector to
get some of these problems solved. The Federal Government does
not have the resources, nor does it have the wisdom to impose a
rural solution from Washington, DC; however, the Federal Govern-
ment does have sufficient resources to mobilize local community
and business leaders and provide them with the necessary techni-
cal assistance to begin to revive their communities.

As Mr. Stone indicated, technical assistance is one of the great
needs out there-perhaps an even greater need than financial as-
sistance. Know-how, some guidance and direction are needed to
help these local leaders begin to tackle their own problems.

An example of this Federal/local/business partnership and one
which the chambers have been enthusiastically involved in, is the
Main Street program, Mr. Chairman, which I know you're a good
supporter of, begun 7 years ago by the National Trust for Historic
Preservation to restore the economic health and vitality of small
cities and towns.

This program has helped over 100 communities in 11 States to
transform decaying business districts into thriving commercial cen-
ters. The program involves very little Federal expense; it is not a
grant program. Rather, it is a program of technical assistance that
helps local communities identify the means and methods of restor-
ing their downtown centers.

Last September, the U.S. Chamber and local chambers assisted
the National Trust for Historic Preservation and the Department
of Agriculture in a video conference in which rural leaders from
hundreds of communities participated. The video conference pro-
vided a 51/2 hour course to help develop Main Street projects and
implement those projects. Less than a year later, we are already
beginning to see the concrete results in dozens of new community
projects all over the country. And I offer this, Mr. Chairman, just
as one example of how technical assistance and relatively little
Federal cost can pay big dividends.

I would like to use the remainder of my time to address the ques-
tion of how agricultural policy affects the rural economy. Thanks,
in part, to the work of this committee, many recognize today that
farm and commodity programs often have unintended and disrup-
tive effects on other sectors of the farm and rural economy.

The payment-in-kind experience in 1983 provides a graphic ex-
ample of the ripple effects of commodity programs on farm-supply
businesses, and others. As we all know, I think, in this room, Con-
gress this year will fashion a new multi-year farm bill to replace
the expiring 1981 Food and Agricultural Act.

This legislation will provide an opportunity to design programs
which take into account not only the 2 or 3 percent of our total
population that lives on farms and ranches today, but the 22 mil-
lion jobs in our total economy, many of those jobs in rural commu-
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nities, which depend more or less directly on food and fiber produc-
tion.

My prepared statement includes an appendix, which is entitled
"Position Paper on Agricultural Policy in the 1985 Farm Bill." And
this appendix outlines the rationale for specific recommendations
of the chamber. I won't go into those specific recommendations but
I would like to make a few general observations.

The chamber's positions on food and agricultural policy are
based on the findings and recommendations of a very large number
of farm policy studies and reports which have been published
within the last year or two, and that includes, I might say, Mr.
Chairman, an excellent staff study issued by this committee back
in December of 1983.

These numerous studies and reports represent differing political
and economic perspectives, but I think there are several common
points which have emerged and which have focused on several
common themes, and I'd like to just cite four of those themes
before I close.

The first is that: Farm program benefits should be targeted to
full-time producers whose income is derived mostly or entirely
from the farm, rather than paying large benefits to hobby farmers,
to the type of farmers who have gotten into it for tax benefits, as
you indicated earlier, Mr. Chairman; and others that don't really
need the assistance.

Second, I think the general point that has emerged from our
farm policy debate this year is that the commodity price regulation
is not a very efficient method of maintaining farm income. Perhaps
we should look around for an alternative method of supporting the
income of farmers and ranchers who really need income support,
rather than doing it through commodity price regulation.

A third point is that U.S. export credit programs could be made
more effective if intermediate term credits were made available
and programed on a multiyear basis. And, here, I'm referring to
some of the export financing programs of the Commodity Credit
Corporation.

And, then, finally, Mr. Chairman, I think it's fair to say most
participants in the farm policy debate now agree that some aspects
of existing commodity programs, especially the nonrecourse loan
programs, are giving our competitors-the Argentines, the E.C., the
Canadians, the Australians, and other farm competitors-an unfair
advantage because these nonrecourse loan programs provide a
price umbrella over world commodity markets at U.S. expense.

So, at that point, Mr. Chairman, I would like to wrap up my com-
ments. And, again, I have tried to focus on the agricultural-related
portions of this rural problem. Thank you.

[The prepared statement of Mr. Hardy, together with the appen-
dix referred to, follows:]
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PREPARED STATEMENT OF STuART B. HARDY

I am Stuart B. Hardy, Manager, Food and Agriculture Policy, Chamber of

Commerce of the United States. Accompanying me is William D. Kelleher,

Manager, Community Resources Section. We welcome this opportunity to present

the U.S. Chamber's views. Many factors affect the rural economy; however, I

will confine my testimony primarily to one of the most important of these

factors: agriculture and federal agricultural policy.

In his letter of invitation to participate in this hearing, Vice Chairman

Abdnor correctly pointed out that "the rural economy is not yet fully

participating in the current robust expansion of the rest of the U.S.

economy." This is especially true of the Great Plains states and other-rural

regions which are heavily dependent upon agriculture. It is less true of the

rural northeast and other regions which are less dependent on agriculture

because many non-farm sources of employment are available. The current

economic difficulties on rural Main Street are often a direct consequence of

the downturn in the farm economy. To a large extent, the rural problem is an

agricultural problem..
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The U.S. Chamber is well aware of the acute financial distress in rural

agricultural areas of the country. Low farm income and record high farm

indebtedness have put enormous stress on the entire fabric of rural society.

All rural institutions, including schools, hospitals, retail businesses,

banks, and churches, are feeling the ripple effects. These hearings are very

timely because, as the farm recession translates itself into a rural

recession, the information gathered here will be of great value to policy

makers at all levels of government.

In July, 1984, the U.S. Department of Agriculture submitted to Congress a

rural development strategy report entitled Rural Communities and the American

Farm: A Partnership for Progress. I commend this report to the committee. It

includes a number of practical recommendations for better coordinating the

numerous federal programs and policies which affect rural communities. It

also delineates a strategy for using available government resources to

leverage maximum change by forging a partnership with local rural leaders and

the private sector.

The federal government does not have the resources to impose a rural

solution from Washington, D.C. However, the federal government does have

sufficient resources to mobilize local community and business leaders and

provide them with the necessary technical assistance to begin to revive their

communities.

An example of this federal-local-business partnership--and one in which

chambers of commerce have been enthusiastically involved-is the Main Street

program. Begun seven years ago by the National Trust for Historic

Preservation to restore the economic health and vitality of small cities and

towns, the program has helped over 100 communities in 11 states to transform

decaying business districts into thriving commercial sectors. The program

involves very little federal expense. It is not a grant program but a program

of technical assistance that helps local communities identify the means and

methods of restoring their downtown centers.
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Last September, the U.S. Chamber assisted the National Trust and the

Department of Agriculture in a video conference in which rural leaders from

hundreds of communities participated. The video conference provided a

5 1/2 hour course in how to develop and implement a Main Street project. Less

than a year later, we are already beginning to see the concrete results in

dozens of new community projects all over the country. This is an example of

how technical assistance, at relatively little federal cost, can pay big

dividends.

I will use the remainder of my time to address the question of how

agricultural policy affects the rural economy. Thanks in part to the work of

this committee, many recognize today that farm and commodity programs often

have unintended and disruptive effects on other sectors of the farm and rural

economy. The Payment-in-Rind experience of 1983 provides a graphic example of

the ripple effects of commodity programs on farm supply businesses and others.

Congress will fashion a new, multi-year Farm Bill in 1985. This

legislation provides an opportunity to design programs which take into account

not only the two or three percent of the population living on farms and

ranches but also the 22 million jobs that depend on food and fiber production.

The new farm legislation also provides an opportunity to benefit rural

communities by undertaking long-term reforms aimed at a healthier, more

competitive U.S. agriculture. My testimony includes an appendix, entitled

Position Paper on Agricultural Policy and the 1985 Farm Bill, which outlines

the rationale for specific recommendations.

The Chamber's positions are based on the findings and recommendations of a

very large number of farm policy studies and reports which have been published

within the past year or two, including an excellent staff study issued by this

Committee in December, 1983. These numerous studies and reports represent

differing political and economic perspectives. Nevertheless, several common

points have emerged around the central theme that current programs are not

working. Many researchers agree on four key points.
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o Farm program benefits should be targeted to full-time producers whose

income is derived mostly or entirely from the farm.

o Commodity price regulation is not an efficient method of maintaining

farm income. An alternative method of income support is needed.

O U.S. export credits could be made more effective if intermediate-term

credits were made available and programmed on a multi-year basis.

o Some aspects of existing commodity programs-especially the

nonrecourse loan-are giving our competitors an unfair advantage by

providing a price umbrella' over world commodity markets at U.S.

expense.

These points helped shape and fashion the U.S. Chamber's farm policy

recommendations.

Our six recommendations deal only with the major commodity and export

promotion programs.

1. Nonrecourse Loans. Nonrecourse commodity loan programs for wheat,

corn, feed grains and rice need to be determined by a flexible, market-based

formula. Nonrecourse loans must be continued. However, inflexible loan

rates, set by statute above market clearing levels, stimulate excess

production, undermine international competitiveness and result in disruptive

acreage reduction programs perpetuating farm depression.
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2. Target prices. The target price system should be phased out and an

alternative system, carefully designed to avoid any interference with market

forces, should be established for equitably dealing with temporary problems of

low farm income. Deficiency payments are expensive and benefit largely those

who need them least; target levels, considered to be "market neutral,' in

fact, have been market disruptive.

3. Farmer-Owned Reserve. The Farmer-Owned Reserve (FOR) is both a useful

marketing tool and a cost-effective method of assuring supplies. However, the

FOR should be limited, simplified, and not used to manipulate prices.

4. Supply management. Supply management programs have been extremely

costly and disruptive for farm suppliers, livestock and dairy producers,

post-harvest industries, taxpayers and consumers, and they have been

self-defeating in the larger context of a global agricultural economy. Supply

management programs have failed to assure needed farm profitability.

5. Dairy. The present and gradual decline in the dairy support price is

the most effective and equitable method of bringing supply into balance with

demand and should be continued.

6. Export Development. Export efforts should be strengthened and

redirected, perhaps by a "ladder" of food aid and export credit programs. At

the base of the ladder is P.L. 480 (Food-for-Peace Program). Moving up the

ladder are intermediate-term export credits for developing countries which are

beyond P.L. 480 but which cannot meet the more stringent terms of the GSM-102

short-term guarantee program. At the top of the ladder, short-term credits on

a multi-year basis, would improve export opportunities among the most

prosperous developing nations. Congress should also consider the Grace

Commission recommendation that credit guarantees under the GSM--102 export

credit program be made transferable.

52-112 0 - 85 - 14
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Food assistance and export market development programs are a

cost-effective means of providing humanitarian relief and expanding foreign

markets. These programs should not be used to achieve domestic or

international policy goals unrelated to food aid or export market

development. In particular, cargo preference restrictions should be

eliminated or replaced by other methods which do not inhibit export sales and

food assistance. Also, U.S. programs should not be used to subsidize the

development of processing and other facilities which directly compete with

U.S. firms and displace value-added export products.

These recommendations can bring about needed structural adjustments in

U.S. agriculture. However, some producers who are now dependent upon price

supports and deficiency payments may experience economic difficulty.

Temporary programs of assistance may be needed to mitigate economic hardship.

CRITERIA FOR TEMPORARY ECONOMIC HARDSHIP MEASURES

Government has an obligation to bring about structural reforms as smoothly

and orderly as possible, possibly through development of temporary 'safety

net" measures to accompany reforms in the farm program. In our judgment, such

measures should meet four essential and minimum criteria:

1. their cost must be less than what they replace;

2. they should be terminated at the end of an appropriate transitional

period;

3. they should include means tests or other mechanisms to assure that

benefits are directed only to those in need; and

4. they should separate income maintenance from price supports.
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INTRODUCTION

The past five decades have witnessed dramatic changes in agricultural

technology, structure and marketing, but Federal farm stabilization programs

have undergone relatively less change in this same period. There is ample and

growing evidence that these aging farm programs are increasingly ineffective

in dealing with the challenges and opportunities of this decade and beyond.

Their inadequacies have become more obvious in recent years as their costs to

taxpayers have increased (from $6.6 billion in 1981 to $28.3 billion in 1983)

with little apparent effect on farm prosperity (l)*.

Inflexible commodity price supports, set at higher than market

levels, have resulted in inefficient resource allocation and a vast build-up

of price depressing surplus stocks. Fragile land has been brought into

production to the detriment of sound resource management. Foreign competitors

have been encouraged to undercut U.S. prices in world markets (2).

Similarly, efforts to control the volume of production through

voluntary controls on planted acreage have had a long history of disappointing

results for the obvious reason that

* Notes and references are at the end of the paper.
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such programs encourage farmers to retire their least productive land and farm

the remainder intensively. Moreover, other grain producing nations have taken

advantage of U.S. acreage reductions to increase their own production, while

importing nations have viewed U.S. cutbacks with alarm.

U.S. agriculture has become more integrated into the non-farm

domestic economy and into world markets. The consequences of farm programs

are felt far beyond the farm gate and have ripple effects throughout the 23

percent of the total economy which is farm related. Nevertheless, Congress

and recent Administrations continue to develop farm programs on a commodity by

commodity basis, with little apparent regard for their effect on the

livestock, poultry and dairy sectors, much less on farm supply businesses,

post harvest industries, trade competitiveness, and consumers.

Major elements of the federal farm program expire on September 30,

1985. The new Farm Bill provides an opportunity to begin significant

structural reforms in the farm program for crop year 1986 and beyond.

WHO BENEFITS?

A recent Economic Report of the President (3) calculates that if farm

program payments in 1983 were distributed equally among the nation's 2.4

million farmers and ranchers, each farm/ranch would have received about

$12,000. However, because program payments are distributed in direct

proportion to volume of production, a disproportionate share of benefits goes

to the relatively small number of farmers who produce the bulk of supported

commodities. For example, in 1982, 78% of all direct federal farm program

payments went to a minority (29%) of farmers with annual sales in excess of

140,000 (4).
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The official definition of a farm/ranch is any unit of land producing
at least $1,000 in gross sales of agricultural products per year. The

Congressional Budget Office and USDA's Economic Research Service have recently
completed studies (5) of the 2.4 million farms/ranches that satisfy this

definition in an attempt to categorize farms/ranches by acreage, production
volume, and income. The results (see Appendix, Table 1) suggest that more
than half (1.4 million) of total U.S. farms/ranches are small units with less
than t20,000 in annual gross farm sales. This group earns more than half
(601-80%) of its total income off the farm. Many appear to be truck farmers,
hobby farmers or tax shelters with little need for, or interest in, price
support programs. On average, this group has a negative net farm income, if
the statistics are credible (see Appendix, Table 1).

A second category consists of about 670,000 farms/ranches with gross
farm sales in the $20,000 to $100,000 range. This group tends to be the
mid-sized 'family farmers" who are full time farmers and earn less off farm
income than smaller scale farmers. The mid-sized farmers account for more

than 25% of the nation's farms/ranches, but they earn only lO of net farm
income (see Appendix, Table 1).

Finally, the third category of farms/ranches is made up of about
300,000 units with gross farm sales in excess of $100,000. While this group
makes up only about 13% of the total number farms/ranches, they account for
more than 802 of total net farm income. In fact, the 25,000 farms which
average more than one half million dollars in annual farm sales account for
about 60% of the total. many of these large scale operations participate in,
and benefit from, federal price support programs (see Appendix, Table 1).

Several recent studies appear to confirm that mid-sized, full time
farmers are in the greatest difficulty today and face an uncertain future
(6). This is particularly true of younger farmers who pursued an expansionist
strategy in the decade of the 1970's and became heavily indebted on the
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expectation of continued strong prices. Farm programs, as presently

structured, have done little to alleviate the distress of farmers in this

category. At the same time, however, they have provided unneeded benefits to

many large scale, adequately capitalized producers.

The spectacle of huge government payments to large volume producers

has provoked renewed interest in -targeting' program benefits to those farmers

and ranchers, presumably small and medium scale full time farmers, in greatest

need (7). The targeting concept, however, raises a number of serious

difficulties. For example, it would be very difficult to devise a means test

that would equitably distinguish between needy producers and profitable

producers, or between gradations of need. Such a program would certainly tend

to encourage inefficiency by rewarding marginal managers. Moreover, if

payments were limited, large scale producers would no longer have an adequate

incentive to participate in voluntary acreage reduction programs. Voluntary

production control efforts would have to be replaced by mandatory controls

such as marketing quotas. Clearly, this approach leads down the path of far

stricter price and production regulation and a retreat from world markets.

This paper suggests a different approach.

POLICY GOALS

Before proceding to a consideration of specific program reforms, it

is necessary to establish a broad framework of policy goals or objectives.

Current U.S. policymakers, apparently imbued with the Jeffersonian ideal of

the small family farm, have exhibited considerable ambiguity in identifying

the goals of a national farm policy. The result has been a patchwork quilt of

programs and policies that often work at zross purposes.
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This paper identifies four basic objectives of the U.S. food and

agricultural industry in 1985 and beyond. They are:

1. greater opportunity for farmers and ranchers to attain

profitability in the marketplace;

2. abundant supply of affordable food for U.S. consumers;

3. improved competitiveness of U.S. food and agriculture in world

markets; and

4. an efficient allocation of resources and products.

These broad objectives cannot be achieved through government

mandates. They can only be realized by the private sector working in concert

with prudent public policies that enable the food and agriculture industry to

make needed adjustments to rapidly changing conditions. Government policy
should be designed to promote, not hinder, these broad objectives.

A dynamic, highly competitive agricultural economy requires greater

flexibility in farm program management. This measure of discretion, however,

should operate within the stable context of consistent, long term policy

objectives. Producers should have some assurance that the rules of the game

will not change in mid course, and they should not be subjected to the policy
shifts and zig-zags that have all too often characterized recent farm policy.

In support of these goals, the remainder of this paper suggests six
farm program reforms that should be included in the 1985 Farm Bill to assure

greater competitiveness in domestic and international markets. The final

portion of the paper identifies some "safety net' methods and mechanisms aimed

at easing the transition from price regulation to a market-responsive farm

economy.
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These recommendations are necessarily moderate and gradual. A half

century of price regulation and supply management cannot be eliminated

overnight without an unacceptable level of economic disruption. Moreover, the

farm economy does not exist in an ideal environment of free trade and free

markets. The aggressive trade practices of some U.S. competitors alone makes

a degree of government involvement necessary and desirable. For example,

export credit guarantees are a poor substitute for a competitive price system

based on comparative advantage, but they are nevertheless essential under the

circumstances.

Agriculture, always a risky business, has become even less stable in

recent years. Adding to the uncertainties of weather and the biological

production cycle, is far greater dependence on purchased inputs and export

markets. Consequently, changes in macroeconomic factors and in market supply

and demand have greater effect and can occur more often. Some level of

government involvement may therefore be necessary, although to a far less

intrusive extent than at present.

FARM BILL REFORMS

The 1985 Farm Bill provides an opportunity to enact needed reforms in

commodity stabilization programs. Six specific reforms are suggested, as

follows.

1. Non-recourse Loans. Non-recourse commodity loan programs for

weat, corn, feedgrains and rice should be determined by a flexible,

market-based formula. Nonrecourse loans provide important marketing and

cash-flow benefits and help producers manage risks. However, inflexible

loans, set by statute above market clearing levels, have stimulated

production, undermined competitiveness in international markets and resulted

in disruptive acreage reduction programs.
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2. Target Prices. The target price mechanism for wheat, corn,

feedgrains, rice and cotton should be eliminated, and an alternative system,
carefully designed to avoid any interference with market forces, should be
established for equitably dealing with temporary problems of low farm income.

Deficiency payments have proved extremely expensive, benefits

appear to have gone largely to those who need them least, and there is growing
evidence that target levels, which were designed to be "market neutral,' have,

in fact, been market disruptive (8).

3. Farmer-Owned Reserve. The Farmer-Owned Reserve (FOR) for wheat,
corn and feedgrains is both a useful marketing tool and a cost effective

method of assuring adequate supplies in periods of production shortfall.

However, the FOR should be limited, simplified, and not used to manipulate

prices.

4. Supply Management. We oppose governmental efforts to control
production of wheat, corn, feedgrains, cotton and rice. Supply management

programs have been extremely costly and disruptive for farm suppliers,
livestock and dairy producers, post harvest industries, taxpayers and

consumers, and they have been self-defeating in the larger context of a global
agricultural economy.

5. Dairy. The Secretary of Agriculture's authority to reduce the
dairy support level by periodic, 50 cent increments should be continued beyond
its expiration date of September 30, 1985. The gradual 'ratcheting down" of
the support price is the most effective and equitable method of bringing

supply into balance with demand. The dairy diversion program should not be
e&ended beyond its March 31, 1985 expiration date.

6. Export Development. Export efforts should be strengthened and
redirected by establishing a 'ladder' of food aid and export credit programs.
At the base of the ladder, Public Law 480 should continue to be fully utilized

for the benefit of the poorest nations, with special emphasis on the statute's
importance as a trade enhancement mechanism.
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Moving up the ladder, intermediate term export credits should be

utilized by developing countries which have graduated beyond P.L. 480

donations and concessional sales but which cannot meet the more stringent

commercial terms of the GSM-102 short term guarantee program. These middle

rung programs should also assist in the construction of handling, storage and

other facilities which enhance a nation's ability to absorb greater volumes of

agricultural imports and better feed its people.

At the top of the ladder, short term credits, programmed on a

multi-year basis, would improve export opportunities among the most prosperous

developing nations. Congress should also consider the Grace Commission

recommendation that GSM-102 guarantees be made transferable.

Importing nations should be graduated up the ladder as their ability

to meet commercial terms improves. This process of graduation might be

further strengthened by a new program offering a multiyear line of direct

and/or guaranteed credit under terms negotiated with recipient countries.

The program would approximate a credit card. Any draw on the credit line

would carry a specified - say six month - maturity. As the six month loans

are repaid, the revolving credit line is restored by the payment amount and

again becomes available for further credit purchases. Such a program would

provide the recipient country with long term credit availability and some

assurance of dependable supplies.

Food assistance and export market development programs have proven to

be a cost effective means of providing humanitarian relief and expanding

foreign markets. These programs should not be used to achieve domestic or

international policy goals unrelated to food aid or export market

development. In particular, cargo preference restrictions should be

eliminated or replaced by other methods which do not inhibit export sales and

food assistance.
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Outcomes

The foreseeable outcome or effect of these six suggested program

reforms largely depends on such factors as interest rates, the strength of the

dollar, and economic conditions in developing countries. Under a 'best case'

scenario of falling interest rates, a more favorable exchange rate, and

strengthening world demand, these reforms might be accomplished with very

little disruption to farmers or the rural economy because prices would remain

strong despite the phased withdrawal of government supports.

however, under less favorable circumstances, the combination of

recommendations 1, 2 and 3 (target price phaseout, market-clearing loan rates,

and a simplified Farmer-Owned Reserve) would probably resultinitially in lower

grain prices, a drop in net farm income, the continued loss of full time

family farmers (9), and the removal of perhaps as many as twenty to thirty

million acres in excess grain production capacity (10). Similarly, any drop

in dairy supports much below the current $12.60 per cwt level is likely to

result in acute distress among highly leveraged dairymen, especially-in

regions which produce high percentages of manufacturing grade milk.

The benefits of the six suggested reforms become obvious in the

longer term. Prices would stabilize within a market responsive range, export

competitiveness would improve, production would come more in balance with

demand, farm incomes would improve and budget expenditures would decline. The

longer term outcomes would include greater opportunity for profitability among

surviving farmers and ranchers, a stronger agribusiness economy, improved

competitiveness in world markets and a far more efficient allocation of farm

resources (11).

Federal programs have caused inefficient resource allocation over

many years, often resulting in excess capacity. This has been the effect not

only of price support programs for grain, cotton and dairy, but also of import

quotas, export subsidies, disaster payments, as well as cheap water, cheap

credit and cheap energy policies.
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There is no painless way to induce the needed resource adjustment.

Some farmers may be forced out of business and others may be forced into less

profitable commodities. A phased reduction of price supports may ease the

pain, and temporary, structural adjustment programs might be devised to help

some farmers survive the transition and help other farmers move into the

non-farm workforce if they so choose.

STRUCTURAL ADJUSTMENT MEASURES

Government has an obligation to bring about structural reforms in as

smooth and orderly a manner as possible. Congress and the Administration

should therefore consider the development of temporary 'safety net' measures

to accompany market-responsive reforms in the farm program. Such safety net

programs, however, should meet three essential and minmal criteria:

1. their cost must be less than the programs they replace;

2. they should be terminated at the end of an appropriate

transitional period; -

3. they should include means tests or other mechanisms to assure

that benefits are directed only to those truly in need; and

4. they separate income maintenance from price supports.

Congress and the Administration may wish to consider any number of

safety net options. For example, one program might be aimed at those

producers whose long term prospects for survival are excellent but who face a

short term cash flow crisis resulting from excessive indebtedness. This group

may include many skilled managers with fundamentally solid but highly

leveraged operations who cannot 'cash flow' under double digit interest

rates. .uch producers would benefit from an expanded FmHA Economic Emergency

Lean Program or from a federal 'buy down' of interest rates on farm operating

loans underwritten by commercial lenders or production credit associations.

(It may prove very difficult, however, to distinguish between those producers

who constitute a sound investment and other, inefficient managers who would

simply dig themselves deeper into debt at public expense.)
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Other 'structural adjustment' measures might be designed to

accelerate necessary structural trends. Such a program might be aimed at

farmers who are producing crops on land that is unsuitable for production for

reasons of soil type, climate or proneness to flooding, and whose survival

depends on disaster payments and high price support levels. These producers

might be 'bought out' by means of long term conservation contracts aimed at

permanently converting cropland into grassland or woodland (12). The

contracts might utilize a bid system to minimize cost to the government. Such

a program would have a conservation benefit and also reduce excess production

capacity in targeted areas.

Other structural adjustment measures might involve a mix of public

and private sector resources. One method is insurance. Farmers may ensure a

specific price through forward contracting or selling/buying future

contracts. A new and promising tool has recently become available. This

year, trading in commodity futures options has begun on a trial basis for the

first time in fifty years. With a put option, producers will be able to buy

the right to sell their future production at a specified price. Since they

are buying the right, and not an obligation, they are locking in a price if

the market subsequently falls, and they retain the opportunity to tear up the

option if the market subsequently rises.

Similarly, livestock producers will be able to buy insurance against

Increases in the price of their feed by buying call options. Months later, if

the cost of feed goes up, they exercise the option. If it goes down, they

tear up the option and buy on the cash market.

Congress may wish to consider subsidizing the cost to eligible

farmers and ranchers of purchasing commodity futures options. This proposal

might be tested on a pilot project basis.

Another private sector method of managing risk is revenue insurance.

The object would be to stabilize income instead of prices. It might work as

follows. A farmer would be guaranteed that his revenue per acre of each crop
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would not fall below some proportion of expected revenues. For example, a

corn farmer might insure 75% of average revenue per acre based upon recent

experience. If revenue from the corn crop was less than the insured level

due to either low yields or low prices - the farmer would receive an

indemnity equal to the difference. An indemnity would not be paid if revenues

were inside the normal range of variation within a 'deductible.'

In 1981, Congress directed USDA to undertake a feasibility study of

farm revenue insurance (13). The study was completed in 1983, and concluded

that the concept merits further consideration (14). A similar study by the

Congressional Budget Office (15) arrived at the same conclusion. Both studies

suggested that a pilot revenue insurance program might be undertaken by the

Federal Crop Insurance Corporation. FCIC might provide premium subsidies to

get the program underway.

BEYOND 1985

Dramatic changes have occurred in the agriculture and food industries

since 1970, and even more dramatic changes will almost certainly occur in the

next several decades. These are likely to include changes in consumer food

preference and diet, improvements in marketing technology and farm management,

changes in processing and distribution, breakthroughs in genetic engineering,

to name just a few. Other factors can only be surmised. For example, will

groundwater contamination/depletion force changes in cropping patterns? Will

biological pesticides successfully replace chemical pesticides? What will be

the cost of energy, or the strength of the dollar, or the extent of world

trade protectionism?

While we cannot anticipate economic conditions in ten or twenty years

time, we can be certain teat the economic health of U.S. agriculture and the

food and fiber industry depends on two conditions:
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1. its ability to respond to challenges and opportunities in a

flexible and timely fashion; and

2. its competitiveness in domestic and world markets.

These conditions can only be met in a market-responsive environment

driven by the three principles of competitive price, product quality, and

dependability of supply.

With one in every three or four planted acres now producing for

export markets, U.S. agriculture is part of a highly competitive global food

and fiber system. Moreover, as the U.S. farm sector has become more

specialized, it has become increasingly integrated into the total domestic

food and agribusiness industry which now accounts for more than 201 of U.S.

gross national product. Consequently, farm policy has an effect throughout

the entire U.S. and world economy, and efforts to regulate U.S. commodity

prices and supply have an immediate and harmful impact on exports and on the

whole chain of food and fiber industries.

Making regulation more effective (by moving toward mandatory

production controls, for example) may help reduce government outlays and

assure a more equitable distribution of benefits, but its ultimate effect will

be higher food costs at home, the loss of export markets, and a shrinking

agricultural economy. In short, more regulation will only make the situation

worse. The only viable reform is less regulation.

BROADER CONTEXT

Since U.S. agriculture has become increasingly integrated into the

general economy, macroeconomic factors such as tax policy, monetary and fiscal

policy, and trade policy may have as great or greater effect on U.S. farmers

and ranchers than traditional farm programs. The farm and food sector has an

especially large stake in low inflation, low interest rates, stable monetary

exchange rates, and less restricted international trade.
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With respect to the latter item, the U.S. government should

vigorously press its case against agricultural trade protectionism and unfair

trade practices at every possible opportunity. In particular, there is an

urgent need to strengthen GATT rules on import quotas, export subsidies and

non-tariff barriers, such as unjustifiable health and packaging standards.

Policymakers should also reexamine U.S. laws and regulations that inhibit

export development (e.g. Cargo Preference) or limit U.S. markets for foreign

food agricultural products. Finally, the U.S. must always strive to maintain

a reputation as a reliable supplier.

It is also essential that the United States maintain its competitive

edge in agricultural science and technology. The federal/state/private sector

partnership for agricultural research and extension, dating back to 1862, has

served the nation extremely well. Food and agriculture research and extension

have made significant contibutions to a wide range of social and economic

needs, helped solve environmental and nutritional problems, and provided new

and better ways to improve food and fiber production, processing and

marketing. Consequently, public assistance should continue to be made

available, especially in areas of basic research which are frequently beyond

the capacity of individual producers and firms.

CONCLUSION

An economic environment in which farmers and ranchers are provided

the opportunity to seek profitability in a dynamic and expanding marketplace

is an environment consistent with the best interests of consumers and of other

segments of the food and agriculture industry. Farm policy reform will likely

involve painful adjustments in some sectors of agriculture and agribusiness.

Nevertheless, a market directed policy will free-up numerou i tax dollars which

can be used to fund temporary programs aimed at cushJmning the necessary

structural adjustments. In any case, it is essential to the future strength

and profitability of the U.S. food and agricultural industry that the new Farm

Program enacted in 1985 moves decisively toward greater market responsiveness.
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APPENDIX

TABLE 1

structure of Farming in 1982: Parms by sizefnumber, net income and assets

Farm Sales Class No. of Farms % of Per farm % Of Non-Farm Net worth
(1000s) farms net income net income Per farm

$500,000 and more z5 1.0 57.2,000 59.9 25,900 2,651 000

$200,000-S499,999 87 3.6 54,072 19.5 13,128 1,322,000

$100,000-$199,999 186 7.7 19,892 15.4 11,008 866,000

$ 40,000-$ 99,999 393 16.4 5,343 9.1 10,857 521,000

$ 20,000-$ 39,999 273 11.4 366 0.6 13,034 324,000

$ 19,000 and below 1,436 59.8 -69 -0.1 18,769 137 000
All Farms 2,400 347,000

Source: Derived from 1982 'Economic Indicators of the Farm Sector,' ERS/USDA

TABLE 2

NUMBER OF FARMS AND LAND IN FARMS, UNITED STATES, JUNE 1, 1978-83

YEAR : NUMBER OF : LAND IN : AVERAGE SIZE
FARMS : FARMS : OF FARMS

THOUSANDS THOUSAND ACRES ACRES

1978 : 2,436 1,044,790 429
1979 : 2,430 1,043,195 429
1980 : 2,428 1,042,245 429

1981 : 2,434 1,042,100 428
1982 : 2,400 1,038,530 433
1983 : 2,370 1,035,160 437

Source: Crop Production, August, 1983 B-23 Crop Reporting Board, SRS, USDA

TABLE 3

PERCENT OF FARMS, LAND IN FARMS, AND AVERAGE SIZE, BY ECONOMIC CLASS,
UNITED STATES, JUNE 1, 1982-83

ECONOMIC CLASS : PERCENT OF TOTAL : AVERAGE
GROSS VALUE : FARMS LAND : SIZE OF

OF SALES FARMS
:1982 1983 1982 1983 1982 1983

PERCENT ACRES

$ 1,000-$ 9,999 : 51.3 50.2 12.1 11.1 102 97
$ 10,000-S99,999 : 35.8 36.6 43.3 41.7 523 498
S100,000+ : 12.9 13.2 44.6 47.2 1,494 1,561

TOTAL : 100.0 100.0 100.0 100.0 433 437

Source: Crop Production, August 1983 B-23 Crop Reporting Board, SRS, USDA
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T A B L E 4

COMMODITY CREDIT CORPORATION PRICE SUPPORT
AND RELATED EXPENDITURES, FISCAL YEARS 1961-1983
(In millions of dollars)

Year Major Crops a/ Dairy Other b/ Total

1961-1963 Average 1,546

1966-1970 Average 2,2S7

1971 1,576

1972 3,289

1973 2,114

1974 1,361

1975 433

1976 339

1977 2,812

1978 3,321

1979 1,647

1980 2,153

1981 1,370

1982 8,989

1983 (Projection) 13,517

236 437

. 142 389

217 1,029

174 520

117 1,324

46 -603

424 -282

40 615

469 . 528

240 2,062

24 1,901

1,011 -447

1,894 736

2,300 309

2,190 3,393

SOURCE: Congressional Budget Office from U. S. Department of Agricul-
ture data.

NOTE: Minus signs Indicate net receipts.

a. Wheat, feed grains, rice, and upland cotton.

b. Includes other commodity programs, interest, and administrative and
nonadministrative expenses.

2,219

2,818

2,822

3,983

3,555

1,004

575

1,014

3,809

5,623

3,372

2,717

4,000

11,598

21,100



T A B L E 5

INDICATORS OF GOVERNMENT INTERVENTION IN AGRICULTURE,
FISCAL YEARS 1956-1983

Income Return
Commodity Loans Price Support Acreage Idled to Equity

and Inventory Outlays Under Govern- in Farm Assets
(In millions (In millions ment Programs (In millions

Year of dollars) a/ of dollars) b/ (In millions) c/ of dollars) d/

1956-1960 Average 7,100 1,633 24 4,900
19b1-19

65
Average 6,900 2,219 52 5,712

1966-1970 Average 4,200 2,818 54 8,346
1971 4,600 2,822 38 9,096
1972 3,100 3,983 62 9,349
1973 3,400 3,555 20 14,518
1974 1,600 1,004 3 30,167
1975 600 575 2 21,394
1976 700 1,014 2 20,633
1977 1,100 3,809 -- 13,995
1978 4,000 5,623 18 13,725
1979 5,300 3,572 12 21,715
1980 5,000 2,717 -- 27,309
1981 7,900 4,000 -- 15,144
1982 8,900 11,598 9 20,589
1983 (Projection) 16,900 21,100 82 13,257

SOURCE: U.S. Department of Agriculture and the Congressional Budget Office.

a. Total of outstanding commodity loans and CCC-owned inventories at start of the fiscal year.

b. CCC price support and related expenditures by fiscal year.

c. Acreage idled in calendar year in which fiscal year ends.

d. The income return to capital invested in agriculture less interest on borrowed funds. Return in the
calendar year in which fiscal year starts. Provided by Emanuel Melichar, Senior Economist, Division
of Research and Statistics, Board of Governors of the Federal Reserve System.

Or.3
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Senator ABDNOR. Thank you all for your extremely valuable tes-
timony and I think it gets us off on the right tone of what we're
trying to do. Today, we addressed the overall situation and as we
proceed we will talk about more specifics and get into other areas.
You gentlemen got right into the heart of the problems, Mr.
Motley, Mr. Stone, and Mr. Hardy, not to exclude Mr. Miller.
That's his job. I mean, he's devoted to working full time on issues
facing towns and he recognizes the problems, and with the close as-
sociation towns have with agriculture.

I sat in on some of the farm-price hearings down here and the
people came in and testified-there was a lady 1 day from Chicago.
She carried a number of petitions, with signatures on the petitions,
saying they endorse helping the farmers. I interpreted that that
she wanted to pay more for her food, that she really wanted to help
the farmer out. And I got a strange look from her.

However, this bothers me. People must recognize the fact if we're
really going to help the farmer out and do the kind of thing we
want, as you go down the road in the marketplace, food prices are
going to have to be higher. Food has never been a better bargain
anywhere in the world than it is today in America.

Sixteen and one-half percent of the take-home pay goes for food,
which is small in relation to any other country. Now, do you really
think, talking to people you talked to, that they would accept
higher prices?

Sometimes, I wonder about that, even with our own Department
of Agriculture, whether it's been this administration or past ad-
ministrations, Republicans or Democrats, you often find that at the
end of the big grain sale a sentence saying: This should not make
consumer prices rise. And I just think they should rise if we expect
to help the farmer out.

Do you have any comments on that? Do you think they will?
Mr. MOTLEY. Senator, I really don't think that the ultimate con-

sumer has thought the process through and is willing to accept an
increase in any price for anything. The consumer is so used to
being able to go and get the type of food that he or she wants for
that day-cheaply-that I think you're just going to have a natural
reaction if food prices were to go up.

I think there's a need to educate the general public as a whole
on some of the comments that you made. You see these points
come out, but I'm sure they are not sinking in, at least not with
the people I'm talking to day in and day out.

Senator ABDNOR. Well, like the housewife, it's something she
does every day, like buy food. And she's probably more aware of
food prices than anything else. They buy a car every 2 or 5 years.
You can just assume that's going up. Or, a suit of clothes. But,
somehow, food seems to be singled out. I'll bet Bob has some
thoughts on that. Even small towns think food is too high, I think.

Mr. MILLER. That's quite correct, Senator. At home, you remem-
ber, a few years ago, there was a 2-cent increase in the price of
bread and it was a major news event within the State. We've
gotten spoiled by the system and it is an education process. We've
got to understand that we're only spending 16 percent of our
income on food, and that's probably the best buy we have ever had.
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Senator ABDNOR. Well, it won't bother all you gentlemen to com-
ment; I don't want to get involved in the same thing. But, you
know, we were talking about using incentives to help our small
towns-cash incentives, and things. But, you know, that gets us
right back.

Mr. Motley talked about the deficit and I think everybody has
them on their mind. Every time we come up with a program, we
add to the deficit. I mean, it helps contribute to it. Do you think
there's something inbetween? You know, our revenue bonds are
going for housing projects out in South Dakota, probably houses
that wouldn't be built.

But, let me tell you, it's an expense and it's a drain on the Treas-
ury, a legitimate cost. How would you measure that, John? You
started the subject off.

Mr. MOTLEY. Mr. Chairman, I would have to say we would feel
the same way about that as we do about the creation of enterprise
zones, whether they be urban or rural. From all of the polling that
we have done, from all of the experience we have had with small
business and small business creation, it generally depends on one
thing-the availability of a market.

If you don't have a market, if you don't have customers, if you
don't have the people willing to pay for a product or a service, no
tax credit, no program is going to create that business and make it
stay there.

I would think the first thing you have to address from a rural
American standpoint is price in the farm economy; the crisis in ag-
riculture. Once you get agriculture back on its feet so that towns
and businesses which are dependent on it can begin to look long-
range and plan, you may then begin to try to diversify so that you
will never have an impact as deep as this one another time.

But I think the first thing you have to do is address the root
cause of the problem and then look for ways of keeping it from
happening in the future. I don't believe the tax credits are the
answer.

Senator ABDNOR. How do you feel about it, Mr. Stone?
Mr. STONE. I disagree with him. I talked with a grocer the other

day, who, if he could have got the town to declare a revitalization
loan and given him some revenue bonds and given him some tax
abatements, he would have built a new grocery store. The town
didn't see that they could do it, and he's going to leave the town.
So they're going to lose the grocery store.

We used UDAG grants to build big shopping malls. I know places
where that's happening now. We sell revenue bonds to help those
people out. I certainly don't see why we can't do the same thing in
small towns.

Senator ABDNOR. Well, once you implement that, usually, you
find out from Congress you have to start doing it for all parts, and
then you get into a mighty big program.

Mr. Hardy, what do you think about that?
Mr. HARDY. I would just make this comment, Mr. Chairman, that

since the Dust Bowl days of the Great Depression era, we have had
a very broad spectrum of special programs and special agencies to
assist rural America-the Farmers Home Administration, the
Rural Electrification Administration-just a great host of special
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programs, which have, I don't believe, done much more than help
at the margins.

But when the farm economy is in bad shape, rural economy is in
bad shape; when the farm economy is booming, as it was in the sev-
enties with strong prices for basic commodities, why, the rural
economy was booming.

So I think we ought to focus not on the various grant and aid
programs. And, by the way, I don't think rural America has ever
really gotten its fair share of those programs anyhow in compari-
son with suburban and urban areas.

I think we should focus less on those programs which, whether
we like it or not, are becoming extremely expensive and which the
public and Congress is less and less willing to fund and support,
and look at the basic problem, which is the agricultural problem.

There used to be an expression in Kansas, Senator, that:
"Rural development is $5 wheat." When the price of wheat for a

bushel was five bucks, that was all the rural development you
needed.

And I think there's more than a grain of truth in that statement.
So I would again urge that we not get diverted into looking at some
of these-I would call them really marginal programs that do not
get really at the heart of the problem.

Senator ABDNOR. I think that's a good point. The farmers in
rural America, I found, are some of the best spenders in the world,
if they have anything to spend. I think that's our problem. And
when I say "we,' I'm out there, too. And they probably spend more
than they should at times.

But, trying to put dollars in the economy is a problem, especially,
how we go about doing it.

You know, you speak of those programs, why, 1 /2 or 2 years ago,
whenever it was, when unemployment was at a high point, they
started a jobs bill. It got over here-welcome, Senator D'Amato.
Happy to have you.

I knew you were going to try to make it. Senator D'Amato,
you're certainly welcome here. This gentleman and I took it upon
ourselves to change the formula on the distribution of that billion
dollars, as you well remember. We're talking about how much pro-
grams help. They don't mention underemployment. I tried to point
out to these people that there are probably a few people in this
country who are making more on unemployment compensation
checks than my people were working for a wage in some cases out
there, with that farmer paying for his tractor, that businessman
trying to keep that store, the little shop going.

I mean, they'd be very thankful to have the return from that size
of a check. Before we got through, we picked up some support. It
was designed for the big-I think 10 or 12 big unemployed States. I
think the way it worked out we probably got more per capita than
anyone else.

But, underemployment is something I find troubling, and I
brought the study into being with Ms. Norwood when she came in
with the Labor statistics. I used to ask her if it was reflective of
rural America, and she admitted it really wasn't.

And I asked her, I wondered who does pay attention to rural
America. But, do you think underemployment should be a factor in
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any formula, if we are doing that, or am I wrong in distributing
the money back to the States-revenue sharing? I don't know what
that basis is, but do you think that's pretty fair? Are you satisfied
with that distribution, Bob, on revenue sharing?

Mr. MILLER. We are very pleased with the current formula on
revenue sharing. However, underemployment is a problem in the
rural America. Underemployment is widespread; it's a serious con-
sideration for us.

Senator ABDNOR. Is that reflected though in this formula? I
should know, I guess. I helped put it together.

Mr. MILLER. Underemployment is not included in the revenue
sharing.

Senator AEDNOR. Let me stop.
Senator D'Amato, we have outstanding witnesses here. Mr.

Motley is with the National Federation of Independent Business,
and Mr. Miller is head of the South Dakota Municipal League, and
Mr. Hardy is with the chamber of commerce, and Mr. Stone is an
economist with Iowa State University.

Senator D'AMATO. Mr. Chairman, first of all, let me commend
you for holding these hearings. I think it's most important that we
focus in on main street in America. There are many main streets
that are not just confined to the rural areas, so to speak, or in the
Far West or Midwest. The main streets and hamlets of Long
Island, NY, where I come from, have had a cruel impact, much of
which has come as a result of different patterns in shopping, the
large urban shopping center away from downtown, et cetera.

Mr. Chairman, I have an opening statement that I would like to
enter into the record to save some time. I do have some additional
hearings to attend.

Senator ABDNOR. Go right ahead, any way you want to do it.
That will be made part of the record.

[The written opening statement of Senator D'Amato follows:]



439

WRrTrEN OPENING STATEMENT OF HON. ALFONSE M. D'AMATO

MR. CHAIRMAN, I APPLAUD YOU FOR HAVING THE FORESIGHT

TO CONVENE THIS HEARING TO ANALYZE THE PLIGHT OF RURAL

MAIN STREET AND THE INTERRELATIONSHIP BETWEEN SMALL

BUSINESSES AND THE AGRICULTURAL SECTOR. THESE SECTORS OF

THE ECONOMY HAVE UNDERGONE MAJOR CHANGES OVER THE PAST

FEW YEARS.

THE AGRICULTURAL SECTOR HAS SUFFERED FROM HIGH

INTEREST RATES, VACILLATING FEDERAL POLICY, SHRINKING

EXPORT MARKETS, AND POOR TAX POLICY. SMALL BUSINESSES

HAVE ALSO SUFFERED FROM HIGH INTEREST RATES AND

INADEQUATE EXPORT OPPORTUNITIES. HOWEVER, TAX POLICY

TOWARDS SMALL FIRMS HAS BEEN THE REVERSE OF THAT

ENCOUNTERED BY FARMERS. THE FAMILY FARMER HAS BEEN

SQUEEZED OUT OF BUSINESS BY WEALTHY INVESTORS SEARCHING

FOR LUCRATIVE TAX SHELTERS. SMALL FIRMS FEEL THAT INCOME

TAXES AND FICA TAXES ARE TOO HIGH.

MR. CHAIRMAN, IN PURSUING THESE HEARINGS I FEEL THAT

WE SHOULD FOCUS ON THE IMPACT OF THE TREASURY TAX REFORM

PLAN ON "MAIN STREET." FOR INSTANCE, TREASURY WOULD

REPEAL THE GRADUATED CORPORATE INCOME TAX, WHICH ALLOWS

COMPANIES WITH UNDER $100,000 OF EARNINGS TO PAY LESS
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THAN THE MAXIMUM CORPORATE RATE. REPEAL OF THE GRADUATED

CORPORATE TAX STRUCTURE WILL DEVASTATE MANY SMALL

COMPANIES.

I AM ALSO INTERESTED IN WHETHER THE'TREASURY PALN WILL

HELP THE SMALL FAMILY FARM. WILL LARGE DISINTERESTED

INVESTORS BE DISCOURAGED FROM CROWDING OUT THE FAMILY

FARMER? THIS QUESTION MUST BE ANSWERED BEFORE FINAL

JUDGEMENT IS RENDERED ON TAX REFORM.

THANK YOU, MR. CHAIRMAN.

Senator D'AMATO. Thank you, Mr. Chairman. Let me ask, this
Senator is somewhat concerned upon the impact that the proposed
Treasury tax proposal may have on main street, and I am wonder-
ing if any of you have focused in on that, and do you see any ad-
verse impact coming about as a result of some of those Treasury
proposals.

Anyone?
Mr. HARDY. Perhaps I should start this off by saying you are ab-

solutely right, Senator, it will have a major impact on rural Amer-
ica, and agriculture has, in some sense, been a major beneficiary of
our existing Tax Code; in another sense, it's a victim of our exist-
ing Tax Code. And any change in that Tax Code is going to have a
very major impact on agricultural and rural areas.

As Senator Abdnor alluded to earlier on before you came in, I
think that we might simply make a point that very often those of
us who work in farm policy make the point that our farm pro-
grams have tended to misallocate resources in that farmers and
ranchers make investment decisions and production decisions based
on the program benefits rather than on the actual economic reali-
ties and whether there's a market out there for the product. And
the Tax Code has had precisely the same effect.

We have all heard of horror stories about chinchilla farms that
the doctors and the lawyers get involved in, and I think that Sena-
tor Abdnor is perhaps on to a very important issue that has been
often overlooked in dealing with the implications of the Tax Code
on agriculture in the rural areas.

Senator D'AMATo. Let me, if I might, Mr. Motley, just give you a
little different perspective.

What about the impact of losing the graduated corporate income
tax on small firms, and how many firms might not make it without
that graduated corporate income tax.

Mr. MOTLEY. I think that's a very good question, Senator, and
one that has to be looked at very carefully. I think, at this time,
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it's awfully difficult for us to be able to tell what the final shape of
the proposal is going to be. In the monitoring that we have been
doing of the Treasury proposals, it appears that graduate corporate
rates are going to be back into Treasury II when it comes out. Ex-
actly what form it will be in, we can't tell at this time. But if they
were to be eliminated, it would have a tremendous impact upon
Main Street America because of the potential tax burden on these
small firms. I'll just throw some statistics out:

Fifty-two percent of all corporations in the United States make
under $25,000 a year in taxable income. Right now, they are taxed
at 15 percent on their first $25,000.

Under Treasury I, their rate would jump to 33 percent-a 120-
percent increase in their taxes.

Senator D'AMATO. Well, no one cared about the little guy in
their proposal, did they?

Mr. MOTLEY. Not in the original one, no.
On the other side though, if you take a look at it, the Code at

present has a tremendous bias in it toward capital-intensive indus-
tries. What we did in 1981 with ACRS, what we did with leasing in
1981, all favor tremendously capital-intensive industries; most of
the larger incentives in the Code favor them.

The intent in Treasury I and, as I understand it, in Treasury II,
is going to be to cut back some of those incentives and, by doing
that, to drive down individual rates on one side, and-hopefully-
keep graduated rates.

Now, if that does happen-and I say if it does happen-then I
think Main Street businesses would probably benefit from it.

Senator D'AMATo. Let me ask you this. When we came in with
our 1981 tax proposals and adopted them, wasn't it precisely be-
cause we said we have an old and antiquated industrial base?

Mr. MOTLEY. Yes.
Senator D'AMATo. That people were not willing to put up and

invest in capital, lacking the adequate return?
And it was therefore essential to streamline, to make incentives

for capital investment?
Hasn't that brought about a retooling of some of the older indus-

tries and seeing the capital investment that we want?
Are we to say the same capital investment would have taken

place were we not to do that?
Mr. MoTLEY. I have heard Norm Ture, who was Assistant Secre-

tary for Tax Policy at that time, called the 1981 act, the Reindus-
trialization of America tax bill, and he believes it was successful.

I think you would also probably find that Mr. Rahn over at the
chamber of commerce believes it has been tremendously successful
in that respect.

The question is whether you continue at the same pace now to
induce that type of investment in capital expenditures.

Senator D'AMAro. Are we winning the industrial war against the
Japanese and Koreans, and others? I mean, it disturbs this Senator
that something of such tremendous importance in terms of what
the economic consequences will be has been bandied about, put out
here as absolute theory-philosophical theory-without applica-
tion.
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You know, they say in my State, for example-and the chairman
has agreed to hold some hearings back in New York on another
area of the Tax Code-what about doing away with the deductibil-
ity of State and local taxes? Why, they come in and say:

You know something? The average resident in your State, he's going to be better
off.

Sixty percent of them are going to have lower tax rates; they're going to have
more money. I wonder how many of those 60 percent won't have jobs?

[Laughter.]
Senator D'AMATO. You know, no one has talked about that. If

you destroy the home construction industry and do away with the
deductibility of local real property taxes. You know, most Ameri-
cans say: we want a fair tax. I think they are outraged. We hear of
General Electric and others who have made billions of dollars,
don't pay a penny in taxes. That outrages people. That really gets
them.

They say: What is this? And that's why they're going to tax sim-
plification.

What this Senator is fearful of-and I think we should have a
minimum tax-you know, have it and forget about lowering every-
body else's. But people don't mind paying their fair share, but they
want to see corporate America pay a fair share. Take those moneys
and reduce the deficit.

But when you say: Let's do away with the deductibility on local
real property taxes, what's going to happen to the value of homes?
Is it going to help the value of home ownership?

If you can no longer deduct the local real property as taxes that
you pay to the county, will that have an impact on the value of
one's home?

Mr. MILLER. Absolutely, Senator.
Senator D'AMATO. What will it be?
Mr. MILLER. It will reduce the value of the property in our State.
Senator D'AMATO. OK. What about then home ownership? Will it

make it less desirable?
Mr. MILLER. Certainly.
Senator D'AMATO. I mean, it can do one of three things. It can

make it more attractive; it cannot affect it at all, or it can reduce
it. Right?

Mr. MILLER. Yes.
Senator D'AMATO. Well, if it makes it less desirable, then how

many new homes that would have been built aren't going to be
built? What is the economic impact? How many jobs are going to
be affected?

So when they say to us, Oh, your people are going to be better
off, we're going to have a lower tax rate; yes, that's if he's working.
That's the carpenter or the plumber or the tradesman who was
selling the home furnishings, et cetera. That's when he had a job.

Mr. HARDY. Senator, may I introduce my colleage, William D.
Kelleher, who is manager of the community resources section of
the Chamber of Commerce of the United States. He would like to
address that question.

Senator ABDNOR. Did you get his name?
Mr. KELLEHER. My name is William D. Kelleher. I am manager

of community resources at the U.S. Chamber of Commerce.



443

Senator, there has been some work done econometrically on the
impact of the Treasury proposal on housing production. The feeling
is that Treasury I would cut single family housing production by
roughly 10 to 20 percent.

Senator D'AMATo. Ten to twenty percent?
Mr. KELLEHER. But production levels would return to current

levels over a 3-year period.
In multifamily is where you're going to have a real problem.

There is going to be a 10-year recovery period. I think the key in
terms of the economic market is the monthly cost. Right now, as
you know, the alternative to the mortgage revenue bond issue is a
credit certificate program Senator Dole introduced last year.

If you ensure the increased monthly carrying cost by eliminating
those deductions, you're going to price more families out of the
market. The user fees on the Federal credit programs like Fannie
Mae and Ginnie Mae are also expected to be carried in to that
monthly carrying cost.

Senator D'Am^Ao. I agree with you, and I don't know what we're
trying to do. I don't know what we're trying to do. If your prelimi-
nary figures indicate that there will be a 10 to 20 percent reduction
in new houses-and I think it's going to be far greater-let me give
you one other item. I think it's a bombshell. I think it's a bomb-
shell.

You talk about dividing America. That's what this tax bill,
Treasury I and Treasury II, are going to do. They're really dividing
America.

All of a sudden, we have made the concept that if you own a
second home, it's something almost as bad. Certainly, you shouldn't
be able to deduct your interest on your mortgage.

Well, there had been vast economic incentives and investments
that had been made on the basis of the deductibility of the mort-
gages on second homes.

Colorado has benefited as a result. Vast areas. Arizona and Cali-
fornia and Florida. And, in my State, in eastern Long Island. Now,
if they do away with that, what's going to happen to the economy?
What s going to happen to Main Street in those rural areas where
people have come and have settled?

That's what I'm afraid of.
Senator ABDNOR. We have to vote.
Senator D'AMATo. Do we have a vote?
Senator ABDNOR. It just started. I'll go first.
Senator D'AmATo. OK. Senator, will you call up and protect me

on that?
Senator ABDNOR. Yes.
Senator D'AmATo [presiding]. Let me ask you something. Do you

think they're going to be building homes in Florida at the rate
they're building now? Or, in Colorado or in California, if you do
away with the deductibility?

The mortgages on the so-called vacation home, or second home,
do you think it's going to have an economic consequence?

Mr. KE X. It certainly should in those areas where those
types of activity take place. But I think one thing we have to recog-
nize is-
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Senator D'AMATO. Wait a minute. Don't go slipping through that
now. Don't go slipping through that. Think about it. I want to tell
you something. There's an area in eastern Long Island where hun-
dreds, if not thousands of homes, have been constructed. They're
vacation homes, primarily. Tens and tens of millions of dollars.

I might suggest probably very few of those homes would ever
have been built were they not to have had the ability to deduct
that mortgage.

Now what's so bad about that? Thousands of people were given
job opportunities in building and furnishing, et cetera. And then
you look to the areas, as I mentioned, the great vacation areas and
resort areas, et cetera, of America.

I mean, it seems to me, all of a sudden, some economic professor
said, quote:

Better that we lower the rate for everybody and not give home ownership this.

Why?
Mr. KELLEHER. Well, the U.S. Chamber hasn't endorsed any of

the tax proposals yet.
Senator D'AMATO. That's a good smart position to take.
Wait until the Treasury gets hold of you and starts twisting your

arm.
Mr. KELLEHER. Second homeowners represent roughly 3 percent

of stock, so I don't think we're talking about a vast increase in
terms of homeownership.

Senator D'AMATO. Well, 3 percent of stock, but let me tell you
something. That percentage-and you've got to be careful on those
figures. If you'll notice that that came within the past decade, that
a decade ago it represented probably 1 percent of the stock.

And so that you have seen an incredible number. You have seen
millions literally of new homes that have come in. And although it
may represent 3 percent, on a regular basis, it represents increas-
ingly more and more, because, increasingly, we have seen middle
America turning to vacation homes; the little retreat up off the Ca-
nadian border in my State, and other areas.

Mr. KELLEHER. In the long run, I think you have to ask yourself,
Senator, what are the priorities?

Senator D'AMATO. Better they invest in vacation homes than in
Government bonds.

Mr. KELLEHER. You have no objection from the private sector on
that. In fact, again, we have been trying to push a greater priority
setting throughout. There has been a lot of testimony at the hear-
ing today about general revenue sharing. The chamber supported
general revenue sharing back when it was introduced during the
Nixon administration.

We supported its reauthorization. But, in light of the deficit in
the eighties, we have to talk about targeting more to local units of
government and eliminating State programs because the States
seem to be in better shape.

Today, we have 39,000 municipalities aided under general reve-
nue sharing. In a lot of rural areas, it is the only money they get.
It's the only money in a place like McGraw, in Cortland County.
But there are other parts of the country that don't need general
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revenue sharing. And when we're borrowing the money to share, it
doesn't make sense not to look at that program.

Senator D'AMATO. How did we get to general revenue sharing?
We're talking about houses?

Mr. KELLEHER. Again, the chamber supports things like mort-
gage revenue bonds because we see them as a way to support local
community development without subsidizing it.

Senator D'AMATO. You mean, you can even give the little guy
through an IDA loan an opportunity to build and to invest, et
cetera? That he might not have because he didn't go to the bank
for that little writeoff?

Mr. KELLEHER. I think industrial development bonds, again--
Senator D'AMATO. You must have written my speech.
Mr. KELLEHER. Maybe we did. They were primarily used in rural

areas. They became more widely used in rural areas with the rapid
rise in rates. We brought that issue before the board on several oc-
casions and we have always had support for both industrial devel-
opment bonds and mortgage revenue bonds.

Senator D'AMATO. Mr. Motley is getting very-yes, Mr. Motley.
Mr. MOTLEY. I would just like to make one broad general point

about the tax situation and Main Street businesses.
Senator D'AMATO. You know what I think about Treasury I.
Mr. MOTLEY. I know what you think about Treasury I.
Senator D'AMATO. It's absurd. You see the thing? Who's got a

copy of that? I mean, it says:
"Tax fairness, simplification, equity, and economic growth."
The only thing they didn't put on there was the American flag,

apple pie, et cetera. It says: "Are you for these things? Everyone is
for those things. We're all for those things."

Mr. MOTLEY. How many things have you seen like that in 6
years?

Senator D'AMATO. I see more and more.
Mr. MOTLEY. Anytime you want to get something done, you put

all those things on it and you feel like you're unpatriotic if you
don't vote for it.

Senator D'AMATO. You hear that, Robin? From now on, put that
on all my campaign things. I mean, it's really sad.

Mr. MOTLEY. Your Main Street businesses are generally high tax-
paying businesses; they're not capital-intensive. They can be labor-
intensive. They can be inventory-intensive. The point I'm trying to
make is that, generally, it's important what these proposals would
do to rates-and that's why it's important for you to bring up the
graduate corporate rate.

And, on the other side, what is going to happen to individual
rates is going to be much more important to Main Street business-
es than it is to the rest of the business community. Many of those
businesses back in my hometown-East Rockaway and Limerick-
are proprietorships, partnerships; they're not corporations. So what
happens on the individual side of the ledger, driving those rates
down to whatever it might be-35, 30, however low you can get
them-is going to be very important.

Senator D'AMATo. Let me ask you this: How many of those
people do you think are paying the top rate now?

Mr. MOTLEY. Oh, very few.

52-112 0 - 85 - 15



446

Senator D'AMATo. So what are we talking about? You're not
giving them any break. You're talking more from one hand in
terms of their proprietary interest in their home than you are ever
going to give them in business.

Now, for the basic need of living in their home or buying another
place, it's going to cost them a lot more money. And so, here we
are, we're going to reduce your rate; well, if the people ever saw
the rates.

You're not talking about a guy who is paying a 50-percent rate. I
mean, it's not there. The little guy and very few in East Rockaway
and Limerick and Valley Stream and those communities were
paying those rates.

Mr. MOTLEY. Definitely. But, at the same time, you've got
very--

Senator D'AMATO. In Idaho and Iowa, how many of those small
guys do you think are going to benefit by this?

Mr. MOTLEY. Less than in East Rockaway.
Senator D'AMATO. Less. Sure. These poor guys are hanging on by

their nails, so we're going to give them an illusory tax cut because
we're going to say, now, everybody is going to pay their fair share.
They're never going to get it. And then we're going to stop them
where Americans have always had hopes, to own a piece of their
own home, own a piece of that dirt, able to pay for it, able to write
it off, able to deduct taxes.

We have encouraged that policy and now we're going to shoot it
out with this business. You know, the rich will get richer under
this plan. No doubt. But I don't think working class middle Ameri-
cans are going to prosper, and I think there's going to be great job
dislocation.

I want to tell you, if you said to me, the chamber has done some
studies and they say they're going to lose 10 to 20 percent, or the
housing industry is going to go down just on that deductibility, I
wonder if you factored in how many houses you are going to lose
when you can't build on the second house thing, and how weak
that market is going to become? Do you know what's going to
happen in the next 10 years?

You won't build any second houses because all the second houses
that are owned now are going to be up for sale, and you're going to
have people switching, playing a game of what their primary resi-
dence is as opposed to the secondary residence.

And I don't see why. I don't understand it. Now they've given me
another question. They say I've got to go and vote. So until Senator
Abdnor comes back, we'll have a brief recess. He should be back
any minute.

I thank you very much. I hope the Chamber of Commerce doesn't
take a position yet on this thing, but I think you will.

Mr. KELLEHER. We'll have to see, Senator.
[A brief recess was taken.]
Senator ABDNOR [presiding]. We'll just take a second more. I'm

sure there must be some other matters. We were talking about the
farm program.

I want to ask you this. You've got to admit that this Administra-
tion hasn't been pikers in what we put in the farm program. We
started out at something like spending $3 billion for the various
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programs. When we came into office, we had a peak, I think, of $19
billion with the PIK, but overall it's averaged at least $14 billion a
year in those 4 years.

So do you feel that we could do more or less?
Mr. Stone, you are probably as close to that as anyone.
Mr. STONE. I'm really not an expert in the area, Senator, but I

think, in the longer run, we have to bring agriculture back to the
free enterprise system. If we could just take out our marginal land
alone, take it out of production, that would be a tremendous help.

We have just unbelievable millions of acres under cultivation
that have no business being under cultivation. It's eroding at terri-
ble rates. We're pumping water out of aquifers out on the high
plains for grain we don't really need. And, as I understand it,
there's some subsidization going on there also. And I think, in the
longer run, we just have to make it responsive to the free enter-
prise system.

Senator ABDNOR. Well, as I said a moment ago, there's really
nothing for 1985 that makes us think the picture is going to get a
lot brighter. I hope it improves by 1986. But I don't know what
would cause that to happen.

But, Mr. Hardy, you have done a lot of work on this.
Mr. HARDY. Just to put this thing in better perspective, Senator,

we are experiencing a global deflation of commodity prices, not
only agricultural commodities but other basic commodities, and it's
a global phenomenon and it's been going on throughout the decade
of the eighties.

We are up against some very tough macroeconomic factors that
the U.S. Federal Government has very little control over. Some
would argue that we perhaps have some control over the high
dollar; some would say we have relatively little control over the
high dollar. But factors such as the over-valued dollar and this
global phenomenon of commodity price deflation create a difficult
context for the farm and rural economy.

So we are trying to fashion a farm bill here and face some of
these factors that we have relatively little control over. Neverthe-
less, I think that there are things that we can do. You pointed out
quite correctly that the 1981 farm bill has been the most expensive
farm bill this country has ever had.

I think the total cost of this farm bill exceeds $60 billion, and our
deficiency payments have gone from the $2 to $3 billion range in
the late seventies up to as high as $20 billion in 1983.

But, despite all of this high expenditure, farmers aren't being
helped because the benefits are going to those who apparently need
them the least.

There are plenty of studies which have been done in the last
couple of years. Former Secretary Bob Bergland himself has made
a big point of saying that under our payment system, the way our
farm programs work now, the bulk of the payments go to those
who need them least.

So I think that we need to focus those program benefits, those
transfer payments, those income supports on the 600,000 to 800,000
full-time family farmers who depend exclusively or almost entirely
on their farm income for a living.
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And we need to get away from the situation where dairy farm-
ers, for instance, in 1984, some 51 dairy farmers received over $1
million each in farm program benefits. We really need to get away
from that situation and begin to focus those benefits so that what-
ever the Government is willing to spend, whether it be $5 billion or
$10 billion or $20 billion a year on agriculture, at least we know
that those funds are going to the people who really need them.

Senator ABDNOR. Well, as you know, and noted earlier in numer-
ous hearings over the last year and a half on agriculture, I certain-
ly have concluded and I think most of our staff might have also,
that there's a lot more than just a farm program involved here
that can make the difference.

No. 1, we all agree that the best thing we can do for our farmers
is drop those interest rates 3 or 4 percent. When a 1-percent rate
affects farmers to the tune of $2 billion, it's got to be a big item.

Another thing that we ought to get our dollar in line so we can
carry on a more effective foreign trade. We're having a very diffi-
cult time. I know we say we can't afford to drop it too quickly or
the bottom will fall out of everything, but it's something we have
to do.

And we noted earlier my proposal on tax loss farming. Very,
very important. And I would think that the fragile land, where we
can get the sod-busting bill through, where we just refuse to pay
any kind of programs into a farm who farms fragile land. The
House and the Senate will decide whether we are going to include
the whole unit or just that part of a farm that's fragile. But, I
think, to really get the message across, we may have to include the
whole farm.

So these are all things that can go a long ways and may be just
as important as any farm program, in exports or anything else.

Give these people an opportunity. We were talking tax reform in
this. I know, maybe I should be the devil's advocate, talking about
the pros and cons of taxes. But, we've got less hog producers today
than any time in history, and we are producing more hogs, and it
all happened since accelerated appreciation went into effect.

I know that's good for business and helped boost the economy,
and put people to work. The very thing Senator D'Amato was talk-
ing about was it did help. But, at the same time, I found out, at
least as chairman on Water Resources, I have been trying to get an
inland water bill and the administration thinks we should have
user fees play a bigger part in constructing additional lots and
proving equipment. And, rightly so, I guess, if you get right down
to it.

But I have run into a wall of opposition and none as fierce as
barge people. They were in my office one day and I didn't know
why they were so opposed to this. After all, you pass it on, and
there are still commodities going up and down the river.

Well, they finally admitted they've got a whole host of additional
barges because of the lease-back provision that was in effect at one
time. They all went out and acquired additional barges, and now
we've got too many barges and they're cutting each other's throats
getting business.
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So you've got to be kind of careful. You tinker over here and you
do something over here, and I just wonder how much of that we're
going to run into when we start our tax reform measures.

Mr. MILLER. Senator, you have been very active in the problem
we're experiencing in central South Dakota and that was the
breaking up of the prairie marginal land for purposes of planting
wheat and planting a crop that we are already in surplus on.

It's being done for the tax advantage. And what we could do is
help ourselves by somehow finding a way to remove that tax ad-
vantage so that that marginal land is not further broken up and
we're not planting a crop that's already in surplus.

Senator ABDNOR. That could go a long way,.especially under our
program. Two years of farming gives you enough history to estab-
lish a reallocation, and they become a big recipient if you consu-
mate a crop.

There's one other thing Mr. Jahr and I discovered when we were
out in South Dakota with our Rural Vitalization Committee meet-
ing. These people contend that inflation is much higher yet today
out in rural America than it is in other places.

Is there anything to that? I mean, we're going to look into it.
Mr. Stone, have the costs out in rural America been going up at

a higher clip?
Mr. STONE. I think there is some element of truth to it because

the smaller retailers in the smaller towns obviously can't sell in
volume, and they have to have higher prices to make some kind of
a profit out of their stores.

So I think it's kind of a snowballing effect, too. As fewer and
fewer people trade with them, they tend to add a little more to the
price to compensate for the loss of profit. So I think there's some-
thing to that in the rural areas.

Senator ABDNOR. I was wondering if maybe the parts for machin-
ery and things may have gone higher?

Mr. STONE. I think there's been some of that. Plus, now we're
seeing so many farm implement dealers being closed down. We had
two closed near our area yesterday and farmers protested both clos-
ings because they claim they're now going to have to drive 50 to 80
miles to get parts. And so you put all these things together and it
does add up to a higher cost of doing business.

Senator ABDNOR. Did you detect anything in your figures, Mr.
Hardy?

Mr. HARDY. No, we haven't. I don't believe we have done any
studies to look into that. But I think Mr. Stone is exactly right in
his observation.

Senator ABDNOR. All right. I live in a huge condominium.
Coming from a town of 350 to 370 residents, I live in a place that's
got 435 units and 800 residents. And, then, in the lobby, we have a
little store. The prices are a lot higher but I think you find it con-
venient to go there.

Mr. MOTLEY. Senator, I don't know whether inflation might be
higher. You know, prices or the average margins that firms might
make or have to make in order to sustain themselves in rural Main
Street situations may be higher. As far as inflation itsolf is con-
cerned, our quarterly economic report indicates that those firms lo-
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cated in your area of the country are less likely to be raising their
prices as rapidly as other firms are.

Still, the margin that they may have to operate on because of the
higher cost of shipping goods and other factors involved may be
more, and people in rural America may be simply paying higher
prices for certain goods than people in urban America, especially
places like New York City where there's so much competition driv-
ing those prices down.

So rather than inflation, it may just be price taking.
Senator ABDNOR. Well, one last question. You were talking about

how it used to be that when a building was empty on Main Street,
somebody would come along and start a business. And that's no
longer happening.

Let's take 2 or 3 years down the road. We finally find a solution
through agricultural prosperity and farmers do better; there are
still going to be less farmers because they are going out of business.
And I think what's left will continue to handle the land.

Do you see a better chance of the little, small town coming back?
Or, do you think the damage may be pretty permanent?

Mr. MILLER. Senator, I think, by and large, the damage is done
and it's continuing to be done. And we are never going to see a re-
vitalization of the very small town back to what it used to be.

Senator ABDNOR. You won't see implement dealers coming back
into business, like car dealers?

Mr. MILLER. No, I don't think so, Senator.
Senator ABDNOR. How about you, Mr. Motley?
Mr. MOTLEY. I would agree with that, Senator.
Senator ABDNOR. That's a sad situation but I'm afraid it's become

so easy and accessible to run down the road 40 miles, it makes me
think we're all in Congress. We keep using the phrase, "Buy Amer-
ica," and you go down to the garage where you park your car and
you never would know there was such a phrase around this coun-
try. And I think everyone says we've got to keep our hometown
alive and our Main Streets going. And they run down to the super-
market 40 miles down the road.

Mr. MOTLEY. Yes, Senator, I think Mr. Stone may have put his
finger on it in his testimony. You simply don't need that many
units any longer to service the population and the economy of
rural America.

Senator ABDNOR. I guess that's true. Well instead of detaining
you people, I just want to thank you all for showing up and your
comments.

Thank you for taking time out of your schedule to testify, and
you have been a great, great help. I'm really excited about this be-
cause, for once, we're really talking about some problems.

When we get this altogether, it's going to be up to this committee
to decide how we're going to use this information and all the rural
areas are represented by a number of Congressmen and they are
not part of this committee. In some way, we've got to disseminate
this information to them and get them excited because there's got
to be some steps taken.

We are going through difficult times but I still think there can
be a bright side to it, and we can turn things around.
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You did identify many of the conditions of the Main Street asso-
ciated to the agricultural economy and it's really in the 5th year,
we think, of recession. I look back 10 years ago when I had farmers
coming to Washington, but they didn't know what good times they
had when we look at it in relation to today.

We do have our problems. But another common theme is, "Let's
work together." And I guess it's great to see the Chamber of Com-
merce, that goes into big cities and probably is where you have
your big numbers, but is just as interested in rural America.

And I know that the National Federation of Independent Busi-
nesses, what Rural America is all about, and people like you, Mr.
Stone. That's also why I brought Mr. Miller in. I just thought he
could tell the story of South Dakota better than almost anyone
else. You know, each town has their problems. Bob has to deal with
all the towns in South Dakota.

I want you to know that we are going to have two more rural
hearings just this month. Next Wednesday, May 15, the topic will
be "Economic Development." Then, on the following Wednesday,
we are having three outstanding panels on "Rural Community Re-
sources, Education, and Health Care." We have shortened some of
those areas that I'd like to talk about. So I would advise and en-
courage all of you to attend those meetings.

I know, for Bob, it's kind of difficult but later, this summer, I'd
like to hold additional hearings as well. And so I think we've got a
lot of area to cover. I'm looking forward to going up to New York. I
always get a real education. I'm amazed, talking about working to-
gether, how many things Senator D'Amato and I can get together
on. It's amazing. But, he does have a lot a rural areas there in New
York.

Well, anyway, I'm going to go vote. I thank all of you very much
for attending. You made a great contribution to our theme here.
Thank you..

[Whereupon, at 11:55 a.m., the subcommittee adjourned, subject
to the call of the Chair.]
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INTRODUCTION

Summary

The Community Economic Development Strategies Conference was held

at Omaha March 1-3, 1983. More than 70 university researchers and

extension personnel participated in the conference where state exten-

sion specialists shared new ways of reaching community citizens with

education about community economic development and university

researchers reviewed some new concepts related to the development of

smaller nonmetropolitan communities.

The authors of the first three papers challenged participants

with a perspective of the 'global' trends that might affect the effi-

ciency of any community's efforts to alter its jobs and income situ-

ation. James Howell discussed regional shifts in economic activity

and three common developmental mistakes by communities. David Brown

extended that discussion by analyzing the economic and demographic

shifts in metro/nonmetro counties in the United States since the early

1970s. Glen Pulver suggested that communities had numerous

opportunities to change their income and employment base and that

these were often not considered.

The next five papers approached the question of how communities

can alter their income and employment situation by discussing specific
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strategies. John Quinn reviewed elements of how decisions about new

business locations were made and how communities could influence that

process. Ken Stone reported on current work in Iowa that emphasizes

the analysis of changes in retail trade over time and space and how

communities can alter the ongoing trends. Sam Crawford described how

Ohio was working on creating awareness of the importance of existing

businesses and how the local economic development organization could

support existing businesses. Al Shapero engaged participants in a

wide-ranging review of what causes entrepreneurial events to occur.

Gene Summers documented the increased importance of "transfer income"

to nonmetropolitan communities and how it was used in the community

economy.

The conference closed with presentations from Ken Deavers and Ron

Powers on a community economic development research and extension

agenda for the 1980s.

In summary, the message from the conference was that: (1) the

profound changes in the national economy (structure and geography) and

the distribution of population are the impetus for the dramatic

changes in nonmetro areas and these must be recognized in local

efforts; (2) these are exciting times for community economic develop-

ment because of the rapidity and magnitude of change that is occur-

ring; (3) there are numerous alternative mechanisms and strategies

that nonmetro communities can pursue to improve their job and income

situation; (4) the hi-tech bandwagon, while offering some prospects,

will not be the source of substantial job and income growth for most
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nonmetro areas in the future, and (5) nonmetro communities exhibiting

creativity and boldness improve their chance to achieve their job and

income goals.

'Global" Trends Affecting Local Jobs and Income

In these proceedings, James Howell reviews recent changes in

fiscal and monetary policy and their implications for economic growth.

Then a brief synopsis is given about the prospects for future regional

growth and factors affecting it. Howell offers comments on three

developmental mistakes by local communities. First, business really

would prefer minimal local government help and that largely in

providing a qualified, competitive work force. Second, communities

often fail to recognize the significance of agglomeration economies in

location decisions and the efficiency of local development efforts.

Third, he cautions against the belief that capital availability will

overcome all of an area's other economic development limitations.

Howell notes the differences in costs of production among U.S.

regions and how that might influence their rate of economic develop-

ment in the future. While he cautions against overly heavy reliance

upon high technology as the avenue for nonmetro economic development,

he recognizes the opportunities nonmetro areas have in the development

of administrative and headquarter facilities. One of Howell's key

ideas is that in all of his experiences across the country he was

impressed that no community or area had ever failed because of the

"lack of excessive boldness."

David Brown reviews economic and demographic changes that have

occurred in nonmetropolitan/rural areas of the United States. Brown
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demonstrates that the socio-demographic and economic structure of

nonmetropolitan areas is approaching that of the rest of the country.

He suggests that several forces have lead to the reversal of numerous

decades of population loss. While Brown finds that the income

position of nonmetropolitan counties has improved, the poorest

counties in the United States are still nonmetropolitan. The income

position of many nonmetro areas has been substantially improved

through transfer payments. He also notes that the dynamics of the

changing relationship between federal and local governmental units

complicates local governments' response to the increased demands for

public services while their resource base becomes relatively more

limited.

Brown argues that changes in the relative position of

metro/nonmetro areas offers opportunities for areas willing to

aggressively address the changes and problems. The recent net

in-migration streams have been more educated and 'early-retirees" who

have much to contribute. The diversification of nonmetro economies

leads to stronger and more stable economic prospects. Yet, local

institutions will have to respond by accommodating and altering this

change to insure the beneficial effects are not lost. Brown concludes

with a series of suggestions about what nonmetro areas must do to

insure that the benefits of recent trends do yield an improved quality

of life.

The paper by Glen Pulver notes that recent high unemployment has

stimulated interest in how communities can encourage economic

development. He highlights the structural change of the U.S. economy
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from a goods-producing to a service-information producing economy and

its expected importance to future employment opportunities. He shares

five interconnected variables that influence the level of employment

and income in a community and their positive and negative dimensions.

These avenues of altering local employment and income are: (1) migra-

tion of employers; (2) change in size of existing firms; (3) births

and deaths of firms; (4) location of private expenditures and; (5)

public expenditure patterns. Pulver then converts these into a policy

framework for five generic strategies of how a community can improve

its employment and income situation. The actual strategy pursued will

depend upon community goals, values, and resources.

Strategies to Improve Local Jobs and Income

John Quinn in his presentation shares two perspectives of

recruiting in the '80s and '90s. The first perspective is that of a

quizzical local government official who wonders about the logic, or

lack thereof, of some location activities by outside firms. The

second perspective is that of analyzing the decision-making process of

the firm for three distinct types of decisions -- corporate, facili-

ties, and plant -- and the different factors and actors that come to

bear on that decision. He suggests research is providing insights

about characteristics of rural communities that have been relatively

successful in attracting employment change. He contends that innova-

tion, imagination, and persistence characterize the states and com-

munities most actively engaged in industrial recruitment.
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Sam Crawford uses a series of Ohio case examples to demonstrate

that rural communities can promote job and income creation through the

support and encouragement of new firm formation and the expansion and

improvement of the efficiency of existing firms. The evidence that he

assembles suggests that rural communities need to be supportive of

this form of economic activity and not overlook it in the 'hoopla' to

attract new firms from outside the community. He indicates that

extension programs need to create awareness of existing business

retention and expansion and business creation possibilities.

Furthermore, these programs need to work at both the community and

business level. At the business level, education programs will

emphasize management education. This requires that we exercise

creativity in delivery methods as well as hearing what the clientele

indicate they want.

Al Shapero's discussion cautions us to be careful about the vari-

ety of uses of the term entrepreneurship, and suggests that we should

be more concerned with entrepreneurial events than people when examin-

ing this issue. He reminds us that entrepreneurship is a long-term

concept, and not an answer to short-term development problems in a

community. Shapero offers that development of a community is more

than just more jobs and income, but needs to include an ability by the

community to adapt to events, exhibit resilience, creativity, initia-

tive, and diversity to meet changing conditions through time. He sug-

gests that these are also characteristics generated by entrepreneur-

ship. Shapero reviews the forces that might cause people to start
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a new business. He argues that the choice of starting a business is

the product of the perceptions of desirability and feasibility.

Finally, Shapero links the utilization of entrepreneurship to commu-

nity economic development, and how the two processes are symbiotic.

In particular, he notes the supportive role that local financial

institutions can play in company formation. He concludes with a

cautionary statement about the success of political-legislative and

administrative attempts to stimulate entrepreneurship.

Ken Stone describes an Iowa extension program that conducts a

trade area analysis of rural communities. He notes the integral

importance of a viable trade sector to capturing the effects of any

community economic development effort. He describes the data that is

required, the form of analysis, and the manner of presenting informa-

tion to community groups. A key element of the analysis is to give an

idea about changes over time in that community and other nearby areas.

This includes actual and potential sales as well as the number of cus-

tomers attracted. Such a program requires access to sales data over

time and by municipality.

Gene Summers and Thomas Hirschl in their paper demonstrate that

demographic changes occurring in U.S. nonmetropolitan areas can have

significant implications for community economic development. In

particular, they note that significant local income and employment

impacts can result from the inflow of cash transfer payments and that

local markets are very responsive to these payments. They caution

people to recognize that transfer payments in the form of public
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assistance payments are only a very small portion of personal income

of any region of the nation. Relatively larger amounts are in the

form of retirement/pension funds. Furthermore, there is a high cor-

relation between the inflow of transfer income and dividends, interest

and rents. Summers and Hirschl close their analysis with a discussion

of some strategies communities might pursue in capturing transfer pay-

ments, either as consumer spending or capital funds.

Agenda for the 1980s

Ken Deaver's paper explicitly recognizes that the 'rural renais-

sance- will lead to a significant shift in the research agenda for the

1980s. More than a population turnaround, the "renaissance' also

includes changes in the economic structure of nonmetro areas and

increased complexity of local government services and operations. He

notes that the continued presence of 'rural fundamentalism" may have

little to offer policy makers during the 19809. In reviewing the

diversity of rural areas, Beavers points out that the integration of

rural areas into the rest of the U.S. economy and society brings with

it some problems such as crime, etc. that formerly were thought to be

solely urban issues. He notes that from an equity perspective the

problems of poverty and housing, while reduced substantially in the

past 20 years, are still major difficulties in rural areas. While

nonmetro problems are still substantial, the rationale used in the

'50s and '60a to argue for rural development programs may no longer be

appropriate for the conditions of the '80s. Beavers suggests that the

efforts to sensitize policy makers to the heterogeneity of rural areas



466

9

may have caused the inadvertent outcome that there is no commonality

in rural areas that would lend itself to rural development programs.

Finding the commonality among nonmetro places and problems for policy

formulation will need to be a major research effort. Deavers suggests

that one of the key research issues of the 1980s is to understand the

distributional impacts upon areas and groups of various programs and

social and economic changes. He argues that while rural development

research needs to be more analytical, there continues to be a need to

monitor changes and conditions so national policy makers are kept

aware of nonmetro areas. The final element of his research agenda is

more modeling of the causal factors and policy variables affecting

nonmetro well-being.

Ron Powers, in developing an extension agenda for the 1980s,

begins with a brief review of the conditions of the mid-1950s when

rural development first became an item on the national agenda. He

compares the type of analysis and extension work that was done in the

'50s with the conditions of the late '70s and early '80s and notes

that two recent extension documents place community economic develop-

ment to the forefront of the extension agenda for the 1980s. Powers

emphasizes that economic development is a legitimate component of the

agenda for extension programming in the 1980s, and that extension

administrators need to recognize the importance of this programming to

an integrated, comprehensive extension program. He believes that our

experience in public policy programming becomes an excellent founda-

tion on which to build community economic development education
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efforts. For example, good extension public programming is needed to

help states and coizunities keep the issues of high technology and tax

policy revisions in proper perspective. Furthermore, be feels that

there is a need for extending to decision makers the expanding col-

lection of community economic analysis tools that we are developing.

And finally, he reminds us that the extension system must provide

viable and creative community economic development education

programs.



468

11

ECONOMIC DEVELOPMENT OF THE FUTURE: MYTHS AND REALITIES

James M. Howell*

At the outset of my remarks, I want to emphasize that I

personally believe community economic development is where the action

is, and this will continue to be the case over the balance of the

decade. And increasingly, as this development process continues to

evolve and mature, it will be important for there to be greater bank

participation. I would also hope at your second annual conference we

can find a way to get more bankers to join you in these deliberations,

for they are pivotal to the economic viability of a region.

A great deal of my work in economic development relates to my

activities at Bank of Boston. Bank of Boston has assets of about $20

billion, and has offices in 35 countries around the world. As the

bank's chief economist, I have had conversations with business and

government leaders--in all regions of the country -on the issue of

community economic development.

*James M. Howell is senior vice president and chief economist for

the Bank of Boston.
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Today, I want to make three basic points about the forces that

shape community economic development. First, I will talk about the

national economy and comment on the issue of growth disparities from a

banker's perspective. Second, I will discuss three of the most common

developmental mistakes that are made in dealing with the business com-

munity. Finally, I will define several of the opportunities and chal-

lenges in the Midwest and the High Plains.

General Economic Conditions and Forecasts

In 1980, one could accurately describe the U.S. economy as fol-

lows: the United States then had the highest percentage of obsolete

plant and equipment, the lowest ratio of capital spending and the low-

est productivity and savings growth of all the industrialized coun-

tries in the world. And in early 1981 the U.S. Bureau of the Census

reminded us that median after-tax real income declined 5 percent.

That is the first time real income has declined over the course of a

decade since the Industrial Revolution began in New England during the

1830s.

To address these economic difficulties, President Reagan put into

place the imaginative Economic Recovery Act of 1981 which provided

deep tax credits to business, basically in the form of accelerated

depreciation and safe harbour leasing. As I traveled around the

country in the fall of 1981 and the spring of 1982, I was confident

enough to tell the business community that finally the proper emphasis

had been accorded to capital formation in this country and that the

country was headed into a period of nearly unparalleled prosperity and

growth.
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However, along the way the Federal Reserve intervened and pursued

an extremely tight monetary policy. When Paul Volcker became Chairman

beginning on October 6, 1979, the Fed abandoned what economists call

Fed Funds management in favor of Reserve Targeting. In the press

release announcing this policy change, the Federal Reserve told us

that "they were going to pay less attention to interest rates than

they have in the past..." That turned out to be the understatement of

the century. During the period January, 1980 through September, 1982

the prime rate changed 76 times for a cumulative variance of 4,300

basis points, or 43 percentage points. While the efforts to achieve

price stability have been unusually successful, the past three years

have been the period of greatest financial and economic instability in

this century. As a result of the monetary instability, business

investment never materialized, and in 1982 the Congress repealed many

of the key capital formation parts in Economic Recovery Act of 1981.

Consequently, we have been forced to downwardly adjust our fore-

cast: the U.S. economy (real GNP) will grow 10-11 percent over the

next three years. The President's budget forecasts 11.1 percent and

the Congressional Budget Office says 10.9 percent. This is the first

time in years that the Congressional Budget Office, the Administration

and many private economists have all agreed on a forecast The con-

sensus is that the next three years will be a time of extraordinarily

anemic economic growth--largely because of the failure of business in-

vestment to materialize.
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If you compare the anticipated 10 percent or 11 percent growth

over the years 1983-1985 to the three years following the 1969-1970

recession, and the three years following the 1974-1975 recession, you

find that the U.S. economy grew in each of those three-year periods at

an average cumulative rate of 15.4 percent (in real terms). So all of

us are expecting about 40 percent less in growth than has occurred

during earlier recoveries.

The outlook for prices is good, if for no other reason than

excess capacity, but we will continue to have unacceptably high unem-

ployment. Indeed, I do not believe that the unemployment rate will

fall nationally below 8 percent until 1985-unless Federal Reserve

policy is changed.

Regional Growth Disparities

Looking back to the 1980-82 recession, one might ask, what pulled

our country down? A number of forces pulled the economy downward into

the recession-three were most significant. First, the output of

autos and steel in the Great Lakes area declined significantly--due to

foreign competition and/or the failure of the domestic auto producers

to perceive consumer preference. Second, interest rates rose to very

high levels and, as a result, approximately 2.5-3.0 million housing

units that should have been built over the past three years were not.

From a regional perspective, it is interesting to note that during

1975-80 nearly 50 percent of all the new houses started in the U.S.

were in three states: California, Texas, and Florida. And our cyni-

cal experience here is clear; namely, that whenever interest rates
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exceed the 12-14 percent range, the housing industry in these three

states is severely impacted. The final major reason for the recession

was the softening of energy prices which dramatically affected labor

markets on the Texas Gulf Coast.

Let's turn now to the recovery period and beyond. Certainly

residential construction will recover. Those individuals who are in

the residential construction business appear to have an insatiable

desire to build all the housing units for which they can secure con-

struction financing. Indeed, Martin Feldstein, Chairman of the Coun-

cil for Economic Advisors, often argues that moderately high interest

rates are desirable, because it is the only way to insure that housing

starts will fall off so that scarce capital can be diverted to busi-

ness capital spending. So, the housing industry will recover and is,

in fact, already rebounding with million new housing starts already at

an annual rate in excess of 1.5 million units. Again, the significant

impact of that recovery in housing will be felt primarily in three

states.

There will be a recovery in the oil and gas industries--probably

24 to 36 months from now--after all present price adjustments are

sorted out and deregulation works its way through the system. This

will aid the energy producing regions of the economy.

The economic outlook for the Great Lakes area for the balance of

this decade is far from secure. There seems little basis for economic

optimism. This stagnation appears to be a foregone conclusion for

this decade due to the condition of the auto and steel industries.
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The reasons are straightforward-too much unionism and a wage struc-

ture that is significantly out of line with the rest of the country.

Simply put, the $1 5-$17 prevailing wage rate precludes any meaningful

economic recovery in Ohio, Illinois, and Michigan until this issue is

addressed. I would add that I am also concerned about the adverse

consequences of this economic stagnation for the region's state and

city financial systems.

As for the economic outlook for the High Plains/West Central

states, geographic isolation is your barrier to progress. The West

Coast will grow vigorously-as it continues to benefit from the most

balanced state economy in the United States. To add to the economic

diversity, California will be the first minority/majority state by

1990. Unquestionably, this will obviously affect the political

character of where California is headed.

The New England area has undergone a profound economic revitali-

zation. During 1968-75 the region lost 252,000 manufacturing jobs--

one in five-and almost all to the Sunbelt. By 1975, in

Massachusetts, with 5.6 million people, we had 1.25 million on welfare

and a 15 percent unemployment rate. By 1980 the regional economy had

been essentially rebuilt, and rapid economic growth was widespread and

commonplace. The recovery that ensued was built on high-technology

development. From 1975 to 1980 the region gained back more than

225,000 manufacturing jobs. In other words, we were losing manufac-

turing jobs at an average annual rate of 36,000 in the first period

and gaining them back at an average annual rate of 44,000 in the

second. That is indeed impressive economic recovery.
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The Mid-Atlantic states have not participated in this revitaliza-

tion in manufacturing. During that first period, 1968-75, the

Mid-Atlantic states lost 880,000 jobs. Yet, during the 1975-80 period

that region has only gained back 80,000 manufacturing jobs or 10 per-

cent of the jobs that were lost. Furthermore, the continuation of

high manufacturing costs means that the region's outlook is far from

secure.

Three Common Developmental Mistakes

A fundamental working knowledge of these economic realities is

important because it will go a long way to shape and constrain the en-

vironment in which you will be operating. Now I want to point out the

three most common developmental mistakes that I believe you all make

in dealing with the business and banking community. These are views

that have been developed from more than a decade of working with the

business community and trying to understand their needs for new facil-

ity locations.

The first developmental mistake is not understanding the nature

of business demands from government and community developers. Busi-

ness demands are very simple; first and foremost is the desire for

nonunionized labor with a strong motivation to work at a competitive

wage (it varies from industry to industry, but a good rule of thumb is

$7-$10 an hour). On this labor-market issue I would only add that in

interview after interview in urban areas throughout the country, busi-

nessmen have repeatedly told me that they would prefer to operate in

areas with soft labor markets than in those with very low
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unemployment. Their rationale for this view is that soft labor mar-

kets allow them the wiggle room to take care of the surge demand for

labor as their product demands rise.

If there is any formal occupational training to be done, business

expects the federal or state government to pay for it. Some state

training programs have worked quite well -the South Carolina technical

educational program is a case in point--asd the CETA Title VII program

has also been effective over most parts of the country. And looking

ahead, there is great hope on our part as economists working with

businesses that the Job Training Partnership Act (JTPA) will be even

more successful.

In addition to these demands businesses also wished that govern-

ment would simply stop meddling in their affairs. In short, business

does not expect government to do very much. Time and time again, I

have been reminded that business would prefer government to do less

rather than more to help them. Thus, one of your common mistakes is

to attempt to do far more for business than is absolutely necessary

and expected.

In their dealings with government, it is important to note that

business prefers first to deal with federal government, second with

local government, and lastly with state government. The level of

government that businesses appear to be least comfortable with is

state government. Thus, we may conclude that business-government

relations may well be evolving into a period of a considerable tension

because of the shift in power within the federal system as President
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Reagan's New Federalism poiicies increasingly put state government on

center stage. In businesses' minds the New Federalism can only lead

to the fragmentation of the regulatory system.

As a direct result of the cuts in the federal grant-in-aid pro-

grams, almost all of the states today are facing operating deficits.

As a result, there will be a major round of state tax increases in the

1980s and businesses fear they will be asked to pay for most of it.

Thus, it is obvious that the states that manage their tax policies in

the mid-l980s in such a way that they can continue to stimulate busi-

ness investment are the ones that will achieve higher income and

employment growth.

Finally, business expects some tax incentives, but I probably

have never met a businessman who would change his location because of

a tax subsidy. Basically, the business community does not understand

why government continues to push so many tax subsidies as the prime

means to achieve community development. They are a loss to the

revenue stream of the community and the state that gives them. It

really misfocuses what is central to the business/government dialogue,

which is the availability of skilled labor at a competitive wage. And

yet, I suspect there has not been a conference on community economic

development in the United States in the last 30 years that did not

have one panel on the role of tax incentives on business locational

decisions. Tax incentives will make businessmen feel better after

they have located in a community, but they won't get them there.
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The second mistake made by most economic development specialists

is not understanding agglomeration economics. Hence, you waste a lot

of time chasing industry that you will not attract. Agglomeration

simply means the coming together of a wide range of economic and

financial factors that work favorably to produce a cost-effective

investment environment for special industries. The ultimate agglomer-

ation now is in Boston. We have the venture capital market, aggres-

sive banking, the higher educational system--65 colleges and

universities in the greater Boston area alone--to produce a supply of

entrepreneurs, sophisticated machine shops and finally skilled labor

in manufacturing. These are the factors that enabled high tech

industries to be created and thrive in New England.

Building a more complete understanding of agglomerations should

lead to a sensible program to identify the industry backward linkages

to support your primary export-base industries. What I am discussing

here is especially relevant to your industrial recruitment efforts.

To be more specific, once you have selected the industries that you

feel will be part of your growth sector-the industries from which

your region/sub-region-rural area will grow-it is now possible to

determine what backward industry linkages have to be in place to

insure that growth will take place in an orderly process. This is not

a hit or miss basis. We think it is managing economic growth in a

rational manner. And it shows the highly interconnected nature of

industrial growth.

52-112 0 - 85 - 16
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The third mistake made by most development specialists is their

belief that increased capital availability will compensate for short-

falls and weaknesses in other factors of production such as market ac-

cess and labor availability. I have never fully understood why devel-

opmental specialists feel that capital, if it were generously avail-

able, would compensate for other factors of production. I assume that

you think capital is the factor that constrains economic development

because you don't understand the manner in which capital markets per-

form.

Certainly, we can all agree that capital is the most mobile of

all factors of production. Yet, I never cease to be amazed at the

extent to which people blame capital when in fact it is the other fac-

tors, management, aggressiveness, etc. that make the real difference.

In reality, capital flows to profitable business projects--not the

other way around. So my advice is to concentrate on project develop-

ment and then see how often the capital financing takes care of

itself.

Opportunities in the Midwest and High Plains

I believe you have a great deal of opportunity here. The work

Dr. Den Stevens (Regional Science Research Institute) has done with

production costs shows very clearly that the West North Central region

has manufacturing operating costs that are below the national average,

while in the East North Central region (Michigan, Illinois and Ohio)

the production costs are well above those of other regions. My point

here is that there are significant differences in costs between
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your two regions and this will lead to differential manufacturing

growth. Wages in the Great Lakes area are fully 7-8 percentage points

above the national average and, as previously stated, this clearly

makes this region unattractive for fresh manufacturing investment.

On the other hand, the High Plains area, as contrasted with the

Great Lakes area, has a very promising future for some facility loca-

tion, both for manufacturing and administrative offices. The Citibank

operation in South Dakota underscores this point. Administrative

offices can now be placed in isolated locations that heretofore were

thought of as largely unattractive for economic development. And when

one couples this reality with the cost-cheapening pull into these

areas, business interest becomes quite strong. A number of special

factors come into plan to pull business to these areas. First, there

is a favorable supply of clerical workers in those areas. Second, ag-

gregate business costs are 20 to 30 percent cheaper.

The push out of large cities where these offices presently are

located is due by and large to the deterioration in public education.

It is a sorry state of affairs to acknowledge that fully two/thirds

to three/quarters of all high school graduates that come into our bank

for jobs cannot complete the employment application How are they

going to hold a job that requires them to read, let alone write, when

they cannot follow basic directions or make the simplest mathematical

calculations? The differential quality of public education has now

become a major factor in the locational decision process.
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For technology-based companies, don't confuse parenting with

mothering. The parents of the high tech companies are in

Massachusetts and California. That is where we have agglomerations to

start new technology-based companies. During the 1970s roughly two-

thirds of all the venture capital investments in the United States

were in these two states. Your region simply does not have the

combination of factors to compete with the starting of high-tech

businesses. But you can mother them. I submit that is really what

the Research Triangle in North Carolina has learned very well; namely,

give businesses the minimum support externalities and mother them.

Over the long run they will establish operations in the Research

Triangle and they will stay with you.

Conclusion

What has impressed me the most in my community economic develop-

ment work is the role which attitude plays in this process. I know

there are a few cities that have had very limited economic futures.

But the vast majority of communities have within themselves and within

their grasp a considerable capacity to develop. It is attitude that

ultimately makes the difference. When I run into a banker who boasts

that he is satisfying all of his loan commitments to take care of all

deals that come his way and that he is generating economic development

-privately I don't believe him. The same is true when an economic

development specialist comes to me and tells me he is effectively

accessing all the UDAGs he needs and that he doesn't need any more

help. I don't think that happens. All of us can benefit from each

.other's experiences.
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Over the years as I have worked in community economic development

two factors stand out as particularly important: first, attitude is

critical; second, the most effective way to undertake economic

development is to learn from others' experiences; that is, to imitate

others' successes. You do not have to initiate every new idea that

comes down the pike in your area.

Finally, I have never seen a rural area, a cluster of rural coun-

ties, or a city in America that failed because of excessive boldness.

There are some real opportunities in this part of the country if you

try to do a limited number of things and you approach them with the

right attitude.



482

25

SOCIODEMOGRAPHIC TRENDS AND THEIR IMPLICATIONS
FOR ECONOMIC DEVELOPMENT

David L. Brown*

Introduction

Rural America is vastly changed from the recent past. Three

general themes characterize this change: (a) rural disadvantage, as

measured by population, employment, and income growth, is substantial-

ly reduced--in fact, sociodemographic and economic growth has favored

rural areas in recent years; (b) rural sociodemographic and economic

structure has come to resemble that of urban areas; and (c) relation-

ships between levels of government are changing rapidly with a decen-

tralization of responsibilities to smaller, more rural communities.

This paper reviews changes in the rural environment and discusses

implications of such changes for preserving the quality of life. A

basic theme is that both opportunities and problems are associated

with societal transformation. Successful adaptation depends upon

*David L. Brown is associate director, Economic Development
Division, Economic Research Service, U.S. Department of Agriculture.

lRural and nonmetropolitan are used interchangeably in the
paper.
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capable institutions, effective mobilization of all community

resources-human, economic, natural and institutional, and

research-based information provided in a form useful to rural citizens

and their leaders and decision makers.

Changed Rural Environment

Demographic Change: Population Decentralization:

For the first time in this century, the rate of population growth

of nonmetropolitan areas exceeds that of their metropolitan counter-

parts (Table 1). Between 1970 and 1980, nonmetropolitan counties grew

by 15.8 percent compared with 9.8 percent for SMSA counties. The

reverse was true during the 1960-70 decade when metro areas grew by

17.0 percent and their nonmetro hinterlands by only 4.4 percent. The

1970-80 nonmetro growth advantage holds in remote and completely rural

areas as well as in areas that are partly urban or dominated by cities

nearby. This dramatic turnaround is a product of reduced outmigration

as well as of increased immigration.

The metropolitan-nonmetropolitan "turnaround' is better under-

stood in the context of two other decentralization trends-continuing

suburbanization within metropolitan areas themselves, and regional

redistribution from the densely populated North to the less densely

populated South and Southwest. Never before has the American

population experienced a generalized decentralization at all three

levels. Moreover, numerous other highly industrialized and urbanized

nations are currently experiencing population decentralization.



Table 1. Population change by metropolitan status and size of largest city

Characteristic

Population

Number Percentage Change

1980 1970 1960 1970-80 1960-70

----------- Thousands------…----- ---- Percent----

Total

Metropolitan
1

Nonmetropolitan

Nonmetropolitan
Adjacent counties

2

Nonadjacent counties

Nonadjacent counties
With city of 10,000 or more

3

With no city of 10,000

226,505 203,301 179,323 11.4

163,503 148,877
63,002 54,424

32,901
30,101

28,031
26,394

13,642 11,910
16,458 14,484

127,191
52,132

9.8
15.8

26,113 17.4
26,019 14.0

11,132 14.5
14,887 13.6

1 Metropolitan status as of 1974.
2Nonmetropolitan counties adjacent to Standard Metropolitan Statistical Areas.
Counties with a city of 10,000 or more population in 1970.

Source: U.S. Census of Population of 1970 and 1980. U.S. Bureau of the Census.

Prepared by:
Population Studies Program Area
Economic Development Division
ERS, USDA

13.4

17.0
4.4

7.3
1.4

7.0
-2.7
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This has led many social scientists to hypothesize that population

decentralization is part of a natural process of advanced societal

development and not merely the result of isolated, unique, unrelated

circumstances.

Space and time do not permit a full discussion of the

determinants of the metro-nonmetro turnaround. The reasons for the

turnaround are diverse and hard to generalize over the entire U.S.

landscape, but some root causes are identifiable: (a) mechanization

and organizational changes in agriculture, (b) industrial development,

(c) modernization of life (including transportation and

communication), and (d) residential preferences of the population.

These factors worked to the disadvantage of rural areas for most of

this century. However, the cumulative effect of 20 years of slow but

steady rural change has narrowed differences between urban and rural

areas, although some important differences persist.

To begin with, labor supply and demand in agriculture have come

into balance and the potential for further farm outmigration as a

source of urban growth is now greatly reduced. Secondly, the economic

basis of rural life has diversified with trade, services (including

government), and manufacturing being the primary employers. This

transformation of the rural economy has retained many workers in rural

areas who otherwise might have migrated to city jobs, and it has

attracted metro area workers into the rural workplace. Thirdly, the

stereotype of rural areas as backward and isolated is no longer

accurate. Electrification, telephone service, all-weather roads,
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cable TV, and centralized water and sewer systems have gone far to

modernize rural life. Finally, residential preference surveys have

demonstrated a great discontinuity between the size of current place

of residence of many Americans and the size of the place they prefer.

Economic diversification and community modernization have reduced

structural constraints and consequently many persons have moved from

urban to rural areas, or they are remaining there to begin with.

Thus, the decades-old loss of rural citizens appears to be over,

but it must be pointed out that rural America is too diverse for this

generalized situation to fit all locales. Over 450 nonmetropolitan

counties (about one-fourth) lost population during 1970 and 1980.

These counties are mainly located in agricultural areas of the Great

Plains and Corn Belt. In most cases, current decline is a continua-

tion of previous loss and in many cases continuous outmigration of

younger persons has led to a distorted age structure which tends to

produce more deaths than births-natural population decrease.

Economic Change: Industrial Diversification

The industrial mix of the nonmetropolitan labor force has been

substantially altered as a result of significant increases and

decreases in various industrial categories. In 1820, over 70 percent

of all U.S. workers were employed in agriculture. One hundred years

later in 1920: this figure had declined to a little over a quarter and

by 1940 only 17 percent of the labor force was in farming. By 1979,

the most inclusive definition of agricultural workers (wage and

salary, self-employed, and unpaid family) added to only 3.4 percent of
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the U.S. workforce. Indeed, even in nonmetropolitan areas, this

percentage has declined from almost 14 percent in 1950 to 8 percent in

1979. In contrast, manufacturing now accounts for nearly one quarter

of all nonmetro workers, trade and government account for over

one-sixth of the labor force each, and services account for 11.0

percent.

Importantly, the industrial profiles of metro and nonmetro

America are now remarkably similar. Manufacturing, construction,

transportation, trade, and government comprise very similar shares of

both metro and nonmetro employment. Services and finance remain

somewhat higher in metro counties and extractive industries are still

a greater part of nonmetro employment. (Table 2)

Several other aspect of nonmetro employment differ markedly from

anachronistic stereotypes of the rural economy as agrarian dominated,

slow growing, and comprised of undersized castoffs from metropolitan

centers. Research on nonmetro manufacturing activity is illustrative

of this point. Nonmetro counties gained a larger share of the

nation's manufacturing employment growth during 1969-79 than their

metropolitan counterparts. Manufacturing employment increased 1.5

percent annually in nonmetro areas, while remaining unchanged in metro

counties (Bluestone, 1982). This growth appears to have been accom-

plished through expansions to already existing plants, not because

firms moved their operations to nonmetro counties (Miller, 1980).

Moreover, nonmetropolitan counties have benefited from a broad mix of

manufacturing industries, not merely slow growth castoffs from large
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Table 2. Metro and Nonietro Employment by Industry Group, Annual
Average 1979

Nonmetro
Industry Group

Metro

No. (000) Pct. No. (000) Pct.

29,916 100.0 67,029 100.0

Wage and Salary Workers
Agric., Forestry Fisheries
Mining
Construction
Durable Manufacturing
Nondurable Manufacturing
Transportation, Communication,

Public Utilities
Wholesale and Retail Trade
Finance, Insurance,

Real Estate
Private Household
Services
Government

Self Employed Workers
Agriculture
Nonagriculture

Unpaid Family Workers
Agriculture
Nonagricul ture

25,697
886
502

1,505
3,688
3,089

1,405
4,778

998
476

3,346
5,033

3,762
1,235
2,527

457
251
206

85.9
3.0
1.7
5.0

12.3
10.3

4.7
16.0

62,256
565
340

3,107
9,443
5,421

3,884
12,770

3.3 4,201
1.6 764
U.2 11,425
16.8 10,336

12.6 4,471
4.1 346
8.5 4,126

1.5
.8
.7

301
53

249

Source: Current Population Survey, U.S. Bureau of the Census.

TOTAL

92.9
.8
.5

4.6
14.1

8.1

5.8
19.1

6.3
1.1

17.0
15.4

6.7
.5

6.2

.5
.1
.4
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metro centers. Another somewhat counter-intuitive fact about nonmetro

manufacturing is that average plant size is large in nonmetro areas

than in SMSA's (63 and 42 workers respectively). In fact, of 20 major

manufacturing industries, 13 had larger average plant sizes in

nonmetro counties in 1976 (Bluestone and Williams, 1982).

Of course, dependence on agriculture as a primary source of

employment and family income has not disappeared from the American

scene. During 1975-77, 684 counties, mostly in the Corn Belt and

Great Plains, derived at least 20 percent of proprietors' and labor

income from agriculture. However, over 2,000 such counties,

two-thirds of the U.S. total, had a similar level of agricultural

dependence in 1950 (Hoppe, 1982). And farm family income is now

typically a mixture of both farm and nonfarm contributions. Off-farm

work is more prevalent among operators of small farms, but some

operators of all size units report off-farm employment (Carlin and

Ghefi, 1979). (Figure 1)

Income Change: Leveling of Differences-Persistent Gaps

The metro-nonmetro income gap has been substantially reduced from

previous decades when dramatic differences in socioeconomic status

were a root cause of rural outmigration. In 1950, nonmetro median

family income was only two-thirds of the metro median. By 1980,

median family income had increased to over $18,000, nearly 80 percent

of the metropolitan figure. Moreover, the latest U.S. Census showed

that the number of nonmetropolitan people with poverty level incomes



CONSISTENTLY FARMING ANtD OVERSHADOWED COUNTIES, 1975-77

Consistently forming counties. At least
20 percent of labor and proprietors'

income from farming.
Overshadowed coonties. In top 20 percent

n of U.S. farming counties, but form income
Figure 1. overshadowed by income from other source

a Other counties.

s.
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declined from 11.9 million (19.2 percent) in the 1970 to 8.6 million

(15.4 percent) 1980. This improved situation relates to increases in

educational attainment of the nonmetro population, industrial growth

and diversification described earlier, off-farm employment by farm

family members, increased labor force participation by rural women,

and reduced discrimination against racial minorities (Brown and

O'Leary, 1979; Brown, 1978; Zuiches and Brown, 1978).

Most improvement in the metro-nonmetro income gap occurred during

the 1960s. The gap has remained constant at about 20-25 percent since

then. Moreover, there is evidence that racial differences in income

continue to be greater in less urbanized areas (Brown, 1978), and that

rural areas with very high minority populations have not shared

equitably in rural economic growth (Marshall, 1974). Also, data from

the Current Population Survey indicate that the rate of increase in

the female labor force participation rate has declined in

nonmetropolitan areas since the middle 1970s, increasing the

metro-nonmetro gap in participation, and reducing the growth of an

important component of total family income in nonmetro counties

(Schaub, 1981). Another indicator of the persistent gap between

metro and nonmetro income is the fact that almost all of the poorest

counties in the U.S. are nonmetropolitan. In addition, most of these

poor counties have been in the lowest income category continuously

since 1950. host of these persistent low income counties are located

in the Southeast, in Appalachia, and in the Mississippi Delta. In

these cases, the condition of low income is associated with a high
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percentage of minority population, or white Southern highlanders, low

levels of community economic development, and inadequate social and

physical infrastructure.

Government transfer programs have become an important source of

income in both metropolitan and nonmetropolitan areas. Were it not

for these programs, the size of the rural poor population would be

almost double the current number (Smeeding, 1983). Transfer payments

are particularly important for those low income persons who suffer

from work-limiting disabilities or who are 'too old" to work. Employ-

ment growth will not directly ameliorate the economic condition of

such persons. However, an often neglected fact is that many low

income nonmetropolitan families have substantial work effort but are

still unable to earn enough to rise out of poverty. In 1979, almost a

quarter of nonmetro poor households contained at least one full-time

worker and a third of all poor households had two or more members in

the workforce. Labor market solutions including education, training,

and upgrading the industrial mix of employment are essential for

improving the economic condition of such people.

Governmental Change: Decentralization of Responsibilities

The Reagan administration proposes to decentralize public respon-

sibilities to lower levels of governmnet. Categorical aid programs,

including those that support targeted economic development, public and

private infrastructure, human capital development, and transfer pay-

ments to individuals and families are under review. A block grant
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approach is generally favored in which aid is distributed to states on

a formula basis for use in broad categories of activity that small

cities must find new ways to meet demand for public services and

facilities. This is further complicated by a socio-political climate

which often favors constraints on local taxation.

Implications of Environmental Change

Opportunities Associated With Environmental Change

Demographic growth and economic revitalization of rural America

have improved its human and economic resource base. The characteris-

tics of nonmetro in- and outmigration are similar, but the immigration

stream has been so much larger during the 1970s and of such higher

status than the indigenous rural population, that immigration has con-

tributed to an improvement in the income, educational, and occupa-

tional levels of the nonmetropolitan population.

This improvement is especially dramatic when compared with the

human resource loss that would have occurred had income, education,

and occupation-specific migration rates of previous decades prevailed.

For example, Zuiches and Brown (1978) demonstrated that between 1970

and 1975, nonmetropolitan areas gained almost 700,000 adults with at

least a completed high school education. Only 60,000 persons with

this level of education would have been added to the nonmetropolitan

population had the 1965-70 education-specific rate of mobility pre-

vailed for 1970-75 (in fact, net outmigration of college graduates was

expected.)
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Migration of older persons, particularly retirees, adds to the

human resource base in rural areas. Older persons constituted less

than one-fifth of all net migration gains in nonmetro areas during

1975-80, but older migrants tend to concentrate in specific areas.

Traditional sun belt retirement areas are typical destinations, but so

are such unlikely areas as northern Wisconsin, Michigan, and the

Ozarks.

Inmigration of older persons can place substantial new demands on

a community's ability to provide essential services, but it also

brings benefits. Many retirees are relatively young (55-65 years), in

good health, and highly educated. Many come with a lifetime of

experience in professional and technical matters, and many have held

responsible leadership positions in business and in the community.

They stimulate the economy, bring sources of income with them, and

thus depend less on employment for economic support. And, retired

persons generally have ample time for community activities.

The benefits of economic expansion and diversification are fairly

evident--more and better jobs, increased tax revenues, improved base

of support for physical infrastructure. More and better jobs have

attracted migrants and have helped retain longer-term residents who

might otherwise have moved away. Diversification of employment helps

to guard against the economic vicissitudes of a narrow industrial

base. Diversification has also probably contributed to improved rural

income. Recent research has shown that almost one-third of the

metro-nonmetro salary difference for men was due to the different
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occupational mix of employment in similar industries between metro and

nonmetro areas (Nilsen, 1978). Women's employment is important in and

of itself and as a contribution to total family income. And off-farm

work has probably stabilized the agricultural economy, permitting some

farm families to retain their agricultural operation and residence.

One can only speculate about the benefits associated with the

'New Federalism' program because it has yet to be enacted by Congress.

The expected benefits flow from a philosophy of government which

places the responsibilities for meeting basic human needs at the local

level. Theoretically, this will lead to a more responsive

government--community needs will be more accurately reflected in pro-

grams developed and administered at the local level. The basic theme

is that local circumstances, not national circumstances, will directly

affect an individual's life chances. Therefore, amelioration of

social problems should be a local responsibility, free of national

mandates, federal regulations, and federal standards.

Problems Associated With Environmental Change

Demographic, economic, and governmental change are two-edged

swords. The opportunities enumerated earlier do not come cost-free.

Rapid population growth, particularly if it is unanticipated or breaks

with past trends, can create severe adjustment problems. Population

change has a broad impact in the community, but its effects are most

directly experienced in the provision of services, the adequacy of
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community facilities, and in competition for natural resource,

especially land and water.

During the 1970s, migration was the primary determinant of dif-

ferences between areas in the rate of population growth. The commu-

nity level effects of migration depend on its net direction and on

its socioeconomic composition. In the majority of nonmetropolitan

counties, net immigration has been the case, but as discussed earlier,

nearly 450 nonmetropolitan counties continued to lose populaton

through migration. Moreover, the composition of migration streams

differs among areas. In some places, immigration is heavily

concentrated in the older groups while in others young families make

up the bulk of newcomers. (Figure 2)

Changes in population size and composition have a direct bearing

on the demand and need for services, facilities, and economic oppor-

tunities; and varying demographic trends place distinctly different

pressures on the community. Communities experiencing net inmigration

can expect to receive a larger number of school age persons, younger

working age persons, and, in some instances, retired persons. Con-

versely, communities experiencing net outmigration can expect to lose

younger households and with them, numerous school and working age per-

sons. They can expect their populations to become relatively older

and to be composed of smaller households.

As a consequence, communities experiencing immigration will be

pressed to increase support of educational resources and to provide

more and larger housing units, water, sewers, utilities, and other



INCREASED NEED FOR: * Educational
resources
and facilities

* Day care facilities
* Pediatric and
medical care

* Recreational and
other services
oriented to
individuals

* New housing units
* Water, sewer, utilites

trash collection, fire
protection

* Residential roads
* Sidewalks

* Economic expansion and/or
commuting to outside jobs

* Investments in coimmnity
infrastructure

* Commercial credit
* Potential volunteer workers

to help the elderly

Growth Through
In-migration

a. Young adults and Becomes Younger More, larger More Works
children More Potential Workers

b. Elderly Becomes Older More, Smaller No Direct Impact

Population Change Age Composition Households labor Force

Decline Through
Out-Migration

Becomes Older Fewer or Fewer Workers
Young adults and Constant Number Fewer Potential
children Smaller Workers

INCREASED NEED FOR:
* Geriatric medical
services

* Public
transportation

* Nursing homes
* Feeding services
* Social programs

REDUCED NEED FOR:
* large houses
INCREASED NEED FOR:
* Smaller housing units

and/or apartments
CONSTANT NEED FOR:
* Water, sewer, utilities,

trash collection, fire
protection

NEED ID:
* Contract economic activity
* Train local workers
* Import outside workers

Excess plant capacity and/or
underutilized public
infrastructure may occur

Figure 2. Some alternative outcomes of in-migration and out-migration.
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services associated with housing. They will need to expand their eco-

nomic base to provide more jobs and allied manpower services. Compe-

tition between residential and other users (agriculture, recreation)

of land and water will force up the price of these resources and can

be a potential issue for community conflict.

On the other hand, communities that are losing population will

have a reduced need for educational services, new housing units, and

new jobs. However, as their populations age, communities may face an

increased demand for geriatric health services, public transportation,

and social and nutritional services. The nature of existing housing

may become inappropriate; smaller units, apartments and institutional

housing may take on new importance.

Adjustments to population change are not automatic. The deci-

sions to provide more (or fewer) school rooms and teachers, more miles

of sewer pipe, or more industrial parks do not flow automatically from

the mere presence of more (or fewer) school-age children, households,

or working age persons in the community. Moreover, the timing of

adjustments to population change may vary among impacted communities.

Consequently, evaluating the adjustments of revenue needs and revenue

flows to support needed services and facilities requires an

examination of the time path with which each grows (or declines) (Fox

and Sullivan, 1979).

The impacts of population change are mediated by local institu-

tions and social structure. In fact, the same demographic changes may

lead to distinctly different outcomes in various communities. There
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is a great variation among communities in the capability of local

government, in fiscal capacity, in political will to initiate change

or adjust to it, and in the presence, organization, and effectiveness

of nongovernmental community institutions. These differences can

effect community response to social, economic, and demographic change.

The President's New Federalism program further complicates the

picture-distributing new responsibilities to local government at a

time when many are struggling to carry on traditional functions in the

face of pressure from a rapidly changing environment.

At the National Rural Symposium held in Racine, Wis., in March

1982, local government officials expressed anxiety over their ability

to compete with larger cities for state assistance in the new

federal-state-local system. Many do not see the state capitol as any

less threatening than Washington, D.C. Many rural officials were

candidly skeptical about the level of professionalism and technical

competence in rural local government, about its organizational

effectiveness, and about its ability to administer current

responsibilities let alone new programs previously managed and

financed by the federal government. Many officials are positively

disposed toward the idea of new federalism, but nonetheless they are

aware that adjustment will not be automatic or easy.

Nothing seems more counter-intuitive than arguing that there are

problems associated with economic growth and diversification. In the

rush to attract new industry, some rural communities have mortgaged

away a large part of their economic benefits. This is particularly
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true in instances where industries were given tax incentives to locate

in a particular town. Ironically, most industrial location research

shows that tax incentives are not particularly effective factors in

industrial location decisions. Tax give-aways are largely unneces-

sary; they substantially reduce the community-level economic benefit

of having the plant, and they can raise equity issues with regard to

the financing of public infrastructure. There is also evidence that

some rural communities are attracting noxious industries, degrading

the rural environment and natural resource base (Fox, 1982).

Rural America's historical concentration in agriculture and

extractive industries provided a measure of protection from national

economic trends for rural areas. Most rural areas fared better than

their urban counterparts during recessionary periods. Now, with a

widened economic base, rural areas are feeling the full brunt of the

current economic downturn. For example, unemployment rates which have

always been lower in rural than in urban areas have now shot ahead in

rural areas. There is no question that the full force of the current

recession is being felt in rural America. (Figures 3 and 4)
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Conclusions

Maintaining the quality of rural life during a period of rapid

environmental change is a serious challenge for rural communities. We

are used to thinking about problems associated with population and

economic decline, but rapid unanticipated growth can create problems

as well. In both cases, local institutions must adapt to alterations

in the size, composition, and location of population and economic

activity, but the outcomes of growth and decline are different and

different adjustments are required.

Such adjustments are not an automatic outcome of population and

economic change-the impact is mediated by local institutions

(especially governments) and social structure. Diversity among rural

areas is a crucial concept-'one size fits all' type programs and

policies are generally inappropriate in the rural context. In addi-

tion, the far-reaching changes in intergovernmental roles and rela-

tionships being pursued by the current administration promise to

transform the sociopolitical environment within which rural people and

communities exist. The coincidence between socioeconomic change on

the one hand and sociopolitical change on the other must be considered

if the quality of rural life is to be maintained and enhanced.

All rural resources-human, economic, institutional, and

natural-must must be identified and effectively mobilized to meet the

challenge of change. Small cities and rural areas must find new and

innovative ways to meet changing demands for public services and

facilities. Economic, natural, and human resources must be combined

in new ways to accomplish community goals and objectives.
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Local government must be flexible and forward-looking. Histor-

ical characteristics of rural governments can be constraining of this

flexibility. At least four aspects of rural government have histor-

ically constrained its ability to respond to changes in the sociode-

mographic and economic environment-small size of population served,

limited fiscal capacity, internal organization featuring part-time

officials and little or no professional staff, and political and

administrative style which adheres to the status quo at almost any

cost (Brown, 1981, USDA, 1981).

Local government must overcome these limiting characteristics if

it is to be an effective participant in adjusting to environmental

change. Local governments must innovate. Some examples include: use

small scale technology, adopt public pricing (user fees) as an alter-

native (or supplement) to traditional sources of revenue, develop

cooperative arrangements among communities (e.g. joint use agreements

or mutual aid agreements), contract with private firms to provide ser-

vices, develop joint public-private production of service, annex areas

where required facilities already exist, and zone to control growth

and maintain the natural resource base (Bryce, 1982; Coelen, 1981;

Vehorn, 1981).

The political feasibility of these innovations is uncertain.

Again, it is important to point out rural diversity. What works in

one area may nor make economic or political sense in another locale.

There are tradeoffs between substantive importance (e.g. perception of

a problem or need), economic feasibility (e.g. adequate revenue to

support a particular service when it is needed), and political



505

48

viability (e.g. the proposed program is acceptable to the community

and its political actors). The probability of sociopolitical or eco-

nomic innovations to accommodate to environmental change is probably

quite low unless there is a positive coincidence among these three

elements.

Research-based information is an essential ingredient to bringing

about change. Decision makers, elected officials, community leaders,

and other change agents need reliable and accurate information to

define the parameters of a problem, to identify the need for action,

to develop alternative solutions, and evaluate their feasibility (both

economic and political). They need reliable, current information

which focuses on local situations and which can be utilized in a way

that is intuitively understandable. Unfortunately, such information

is often lacking. The vagueness of current information, and its

mixing with political rhetoric, promotes public misinformation,

reduced credibility for the social scientist, and leads to policies

and programs which are often inappropriate and ineffective. The

quality of rural life can be improved though the application of

thoughtful research-based information on improvement trends, issues,

and problems.
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ELEMENTS OF A COMPREHENSIVE COMMUNITY ECONOMIC

DEVELOPMENT STRATEGY

Glen C. Pulver*

Improved community economic well-being as measured by individual

income and employment is of concern to policy makers throughout the

United States. At the local, state, and national level, public

officials are of necessity attempting to outline strategies aimed at

optimizing opportunities for community economic development. Their

efforts are intensified in periods of high unemployment. Locally

industrial development organizations, economic development committees,

business groups, and government officials develop industrial parks,

prepare promotional brochures, and sponsor special events in an effort

to attract more income and employment to their community. State

officials employ industrial developers, provide special tax incen-

tives, and produce tourism promotional materials in a similar effort.

On a national level, mechanisms for improving both individual and

community income and employment include regional development

*Glen C. Pulver is professor of agricultural economics,
University of Wisconsin-Madison and Community Development Specialist,
University of Wisconsin-Extension.
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districts, direct credit or loan guarantees to business, protective

tariffs, emergency employment programs, and assistance to

individuals.

The current economic situation, punctuated by relatively high

unemployment, has stimulated a more serious look at the role of public

governments at all levels, in community economic development. Oppo-

nents of public involvement argue that government intervention adds

little to general productivity or increased employment but merely

redistributes economic activity from one geographic area to another.

They suggest that the entire effort is essentially a zero sum game,

benefiting one group of people at the expense of another. Advocates

of government involvement argue that public investment can be used to

increase overall economic efficiency by increasing the flow of infor-

mation and by reducing market imperfections which inhibit economic

growth. They indicate that the net result of expenditures for infra-

structure, promotion, financial assistance, etc. will be higher

employment and income. In any event, if the hopes of the advocates of

public involvement are to be realized, a number of fundamental changes

in the economic structure of the United States should be recognized.

Structural Changes In the U.S. Economy

Rarely are public investments in economic well-being based on

comprehensive analysis of the opportunities that communities have for

development. Instead most are connected to a historic preoccupation

52-112 0 - 85 - 17



510

53

with goods-producing industries, especially natural resource exploita-

tion and manufacturing. For many years manufacturing has been viewed

by many as the most effective vehicle for creating jobs and providing

a long-term basis for income growth. This preoccupation grows out of

the long-standing belief that goods-producing industries are the

source of all wealth and that access to all services are dependent

upon them. The relative well-being therefore of any community, state,

or nation is dependent upon its ability to produce and export goods.

This simplistic application of export base theory is of limited rele-

vance in advanced interdependent economies in which individuals make

choices between costly life insurance programs, complex health care,

other services and goods such as computer games, stereos, and recrea-

tional vehicles. Contemporary community economic development policy

must therefore recognize the fundamental roles of both goods-producing

and nongoods-producing industries in income and job generation.

The United States economy has changed substantially over the past

35 years. In 1947, employment was almost evenly distributed between

the goods-producing and nongoods-producing sectors. By 1975, the

nongoods-producing sector had increased to almost two-thirds of total

national employment. The projection for 1985 is that only 29 percent

of the Unite4 States employment will be in goods-producing industries.

No goods-producing industries are among the industries projected to

show the largest increase in absolute number of jobs between 1977 and

1990. Among the industries projected to grow the most are retail

trade, health care, business and professional services, wholesale

trade, and banking. (See Table 1)
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TABLE 1. INDUSTRIES PROJECTED TO SHOW LARGEST
INCREASES IN NUMBER OF JOBS IN U.S., 1977-1990

Additional
Industry Jobs

(Thousands)

Total, 10 Industries 16,712

Retail Trade 5,565

State and Local Government, Other
Than Education 2,148

Miscellaneous Business Services 2,044

Other Medical Services 1,801

Hospitals 1,703

Wholesale Trade 897

Banking 712

Miscellaneous Professional Services 626

Nonprofit Organizations 609

Doctors' and Dentists' Services 607

Total Economy 24,900

10 Industries as % of Additional Jobs in Total Economy 67.11

Source: Bureau of Lebor Statistic, Employment Projections For The
1980s, U.S. Dept. of labor Bulletin 2030 (1979), pp. 32-33.

There is little doubt that goods-producing industries will play a

major role in any U.S. or state development scheme. In absolute num-

bers of people employed, manufacturing continues to be one of the

largest industrial groups. As a matter of fact, manufacturing will

continue to play a major role in providing jobs to a high percentage
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of communities. Shifts in agriculture production and natural resource

exploitation will also have important impacts (both positive and

negative) on many rural com-nities. The development of coal mining

and electrical energy generation in the Dakotas and the subsequent

changes in nearly communites serves as an excellent example. The

important point is that although expansion of the goods-producing

sector will continue to be a part of any economic development

strategy, it will no longer be the dominant force that it once was.

(See Table 2)

TABLE 2. PROJECTED TOTAL EMPLOYMENT BY MAJOR SECTOR IN U.S.

(Thousands)
1980 1990

Manufacturing 21,492 23,882

Mining 1,002 1,072

Construction 5,087 5,748

Transportation, Communications,
Public Utilities 5,212 5,658

Trade (Wholesale & Retail) 23,351 27,370

Finance, Insurance, and
Real Estate 5,312 6,695

Services and Miscellaneous 21,463 28,049

Government (Civilian) 15,868 17,507

Agriculture 2,974 2,634

Total 101,761 118,615

Source: Bureau of labor Statistics, Employment Projection For The
1980s, U.S. Dept. of Labor Bulletin 030 (199) p. 32.
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There are two fundamental reasons for the reduction in relative

importance of goods-producing industries as a source of employment in

the United States. The increased efficiency in production of goods

over time has released human and other resources for application else-

where in the economy. The percentage of the U.S. work force required

to meet the country's needs for food, fiber, minerals, construction

and manufactured goods has declined. The resultant increases in real

wealth have allowed individuals to demand the advantages provided by

the nongoods-producing settor. Health, life, and retirement insurance

have become an essential requirement of nearly every household. The

use of credit cards, personal checking, and other financial services

formerly viewed as privileges are increasingly deemed necessities.

Opportunities have expanded for individual mobility and recreation.

Society can afford to provide some relief from the stresses of unem-

ployment, aging, and physical handicap. These are only a few examples

of those things that the American people have come to identify as the

essentials of life.

The second major reason for the decreasing relative importance of

goods production in the United States might be identified as a change

in the world economic structure. In recent years, jobs in the manu-

facturing sector have been escaping the United States at an increasing

rate. (See Peter Drucker, Managing In Turbulent Times, Harper & Row

Publishers, *ew York, 1980 and John Maisbitt, Megatrends, Warner

Books, Inc., New York, 1982) As the tasks employed in a specified

manufacturing industry become more standardized, and the technology
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utilized ageq, firms seek economic climates in other counties which

are more favorable at least in the short run. For example, an

increasingly large share of textiles, leather products, steel, auto-

mobiles, and radios are produced outside of the United States. The

United States is not apt to regain its former share of these products

regardless of future increases in production efficiency.

Variables Influencing Employment and Income

There is a growing recognition among policy makers that the eco-

nomic well-being of any comminity is dependent upon a wide range of

industries. It is increasingly evident that changes in the level of

employment and income in a community are influenced by five inter-

connected variables: 1) the migration of employers; 2) the change in

employment size of existing firms; 3) the birth or death of firms; 4)

the location of private expenditures; and 5) public expenditure pat-

terns. Each can influence employment in a specific geographic area in

a positive or negative manner. (See Table 3)

TABLE 3. VARIABLES INFLUENCING EMPLOYMENT AND INCOME

VARIABLES

Migration of employers

Change in size of
existing firms

Births or deaths
of firms

Location of
private expenditures

Public expenditure
patterns

POSITIVE

- Firms move into
an area

- Expansion in
number of
employees

- Firms are
started

- Goods and services
are purchased
locally

- Public expenditures
are made in
an area

NEGATIVE

- Firms move out
of an area

- Contraction in
number of
employees

- Firms die

- Goods and services
are purchased
outside of area

- Tax payments
are sent out
of an area
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Migration: Recent research (See David Birch, The Job Generation

Process, Cambridge, MIT, 1979) indicates that there is little migration

of the entire operations of business firms in the United States. The

migration of employment opportunities which takes place within the

United States is generally in the form of new branch plants of firms

which do not change headquarters locations. It is the growth oppor-

tunities which migrate. This represents substantial potential for

policy manipulation and, in fact, has been the focus of most state and

local economy development strategies. As mentioned earlier, in recent

years there has been a major migration of employment growth potential to

foreign countries.

Change in Size: The largest source of employment growth in most

states in the United States has been through the expansion of existing

firms. The often repeated "80 percent of new jobs come from the growth

of existing firms' is perhaps an overstatement, nonetheless the general

statement is undoubtedly true. Armington and Odle of Brookings found

that on average, each percentage point of net employment growth is the

net combination of 1.1 percent growth due to births, 117 percent due to

expansion, 1 percent loss due to deaths, and .8 percent loss due to

contractions. (See Catherine Armington and Marjorie Odle, Sources of

Employment Growth 1978-80, Washington D.C., Brookings, May 1982) Often

neglected is the fact that the contraction of existing firms also has a

major effect on economic well-being.

Births and Deaths: A number of recent studies have placed great

emphasis on the importance of the births of new firms, especially
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small ones, in the creation of jobs. (See William Schweke and Robert

Friedman, "The Debate Over 'Who Generates Jobs?" Entrepreneurial

Economy, Washington D.C., Corporation for Enterprise Development,

February 1983) Brookings determined that 41 percent of net new jobs

between 1978 and 1980 were created by small independent enterprises.

Birch states that 79 percent are created by this group of

establishments. The debate continues as to who is correct. Both

agree that small firma are major contributers to the loss of jobs

through firm death. It is clear that independent firms both large and

small are major contributors to employment growth through birth and

expansion. Small independent firms are also major contributors to the

development of new high technology. This introduces another element

in the creation of a comprehensive economic development strategy.

Private Expenditures: In an economic system dominated largely by

private enterprise, consumers and industrialists are free to purchase

goods an services any place they choose. The location of their

purchase choice has a direct influence on the employment and income in

various geographic area. If they acquire a share of their needs in

communities, state or nations other than their own, the immediate

consequence is the loss of employment and income opportunity at home.

Obviously not everything can be produced in every community; thus, the

nature of the long-run consequence of purchase patterns is a matter of

trade balance. Nonetheless anything that can be done to capture the

purchases of local citizens and firms as well as those from outside of

the community, which produces a positive trade balance, will improve

local employment and income. The converse is equally true.
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Public Expenditures: The fifth variable with a profound influ-

ence on a community's economic well-being is public expenditures. In

most U.S. communities, individuals and businesses pay a wide range of

taxes much of which goes to wider governments (county, state, and

nation). A significant proportion of these funds are used to maintain

the services of the broader governments (e.g. social security,

national defense, highways, universities). The major portion of the

funds are expended within specific communities to maintain the serv-

ices. Other portions are returned through grants etc. for community

purposes. Funds which are returned to the community, either directly

by government expenditure, or by grant have a positive effect on

employment and income. Communities, which have net fund outflow com-

paring taxes and local expenditure of broader governments, lose

employment and income. The potential effect is large. An indication

of this is the fact that government employment (including federal,

state, and local) accounted for 9.5 percent of U.S. personal income in

1980. Government transfer payments accounted for another 13.3 percent

of total personal income. (Source: Bureau of Economic Analysis,

Survey of Current Business, U.S. Dept. of Commerce. Vol. 6, No. 7,

July 1981) Together they are a larger source of personal income than

manufacturing.

Framework For Policy Development

A comprehensive community economic development policy at the

local, state, or national level which recognizes the importance of

each of the five variables requires a proper framework for
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actualization. Policy-development does not take place in a vacuum.

It requires proper consideration of four general items: 1) Values; 2)

Goals; 3) Resources; and 4) Options in this case called Variables

influencing employment and income.

FIGURE 1. FRAMEWORK FOR POLICY DEVELOPHENT

I Resources I

w~~~~~~~~~~~~~~~~~~~~~~~~~~~Values

I*
Individual

Community

State

Nation

Variables Influencing
Employment and Income

Each individual, (community, state, nation) brings a set of

values to community economic development policy making. Two dominant

values are usually considered in community economic decision making:

1) Efficiency calls for decisions which result in the greatest total

product for the costs expended and 2) Equity which leads to decisions

aimed at a "fair' distribution of costs and benefits. Both strongly

I Goals I
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influence policy choices. Policy making also requires careful analy-

sis of the resources which are available. Goal setting is an early

task in policy development. It is imperative that a decision is taken

regarding the desired outcomes of the policy. In most cases, policy

makers have a wide array of strategy options from which to choose in

attempting to achieve policy goals. This clearly applies in community

economic development.

Community Economic Development Strategies

The strategies which are chosen by policy makers will vary

depending on the locus of policy development. They will vary

depending upon the area of coverage (community, state, nation) and as

indicated by the values, resources, and goals of the policymakers.

The following tables provide examples of the breadth of strategy

choice if the goals of the policy makers are increased employment and

income. (See Tables 4, 5, 6, 7, 8, and 9)

The primary focus of the strategies identified is on options for

community action. A similar list could be developed for action at the

state and national level. Public governments at these levels have

even greater action latitude. They can create financial institutions,

direct their expenditures to target geographic area and citoRon

groups, support broader promotion and management education efforts,

modify tax environments, and a host of other options. They can like-

wise aim their actions at specific variables influencing employment

and income as is seen fit. Comprehensive community economic develop-

ment policies at the community, state, and national level are increas-

ingly necessary but, as of this point in time, not yet a reality.
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TABLE 4. WHAT A ODMMUNITY CAN TD DO
TD DmPROVE EMPIDYMENT AND INCOME

1. Improve efficiency of existing firms

2. Improve ability to capture dollars

3. Attract new basic employers

4. Encourage business formation

5. Increase aids received from broader
government levels

TABLE 5. IMPROVE EFFICIENCY OF EXISTING FIRKS

The more efficient existing firms are, the more
competitive they can be in regional, state, and national
markets in the long run and -- the more net income they
can return to the community.

What can be done -

1. Strengthen management capacities of existing firms
through educational programs.

2. Encourage business growth through indentification of
capital sources.

3. Increase knowledge of new technology through educational
programs in science and engineering.

4. Aid employers in improving work force quality through
educational programs, employment counseling, and social
services.

5. Develop community and regional facilities which improve
local business efficiency and access to nonlocal
markets.
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TABLE 6. IMPROVE ABILITY TO CAPTURE DOLLARS

Every dollar expended within the community for retail,
wholesale, and other industrial inputs adds to the
employment and income of the community.

What can be done --

1. Identify market potential of retail outlets through
survey of consumer needs and buying habits.

2. Improve share of retail market captured through downtown
analysis and renewal. Use consumer and merchant
surveys.

3. Aid employers in developing employee training programs
to improve quality of service.

4. Expand purchases by nonlocal people (tourists,
neighboring citizens) through appropriate advertising.

5. Encourage local citizens and businesses to buy locally
through informational programs.

6. Collective action through the formation of organizations
such as chambers of commerce.
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TABLE 7. ATTRACT NEW BASIC EMPLOYERS

The addition of new basic employers to a community will
add employment and income directly. Through the multiplier
effect, other jobs and income may be added. Basic employers
include:

A. Manufacturing

B. Nonmanufacturing such as tourist attractions,
insurance headquarters, computer services,
wholesale warehouses

C. Nonlocal government

What can be done --

1. Expedite introduction of new employers through
development of local industrial sites, public services,
potential employee information.

2. Develop community and regional facilities necessary to
attract new employers, e.g., transportation,
recreational facilities, communications, business
services.

3. Encourage collective action through formalization of
organizations such as industrial development
corporations.

4. Organize community capital resources to assist in
attracting new business.

5. Identify most desired type of employer with greatest
potential, through research.

6. Identify specific public programs, projects, offices,
and/or services which could be located in the community
and help organize politically to secure them.
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TABLE 8. ENCOURAGE BUSINESS FORMATION

There is a continuing need for new businesses to meet
changing needs (growth and different services, etc.). A new
business can mean new income and employment. It can mean the
capture of sales which otherwise go to other communities

What can be done -

1. Encourage investment of private funds locally through
formation of capital groups and by other educational
programs.

2. Organize community capital resources to assist new
business formation

3. Identify market potential for new retail, wholesale, and
input providing busineses.

4. Organize to provide individual counsel and intensive
education for those interested in forming a new
business.

5. Provide same services to businesses in formation as to
businesses which are being sought from outside the
community.

TABLE 9. INCREASE AIDS RECEIVED FROM
BROADER GOVERNMENTS

A community may strive to reacquire dollars taxed away
by broader governmental units and if possible acquire dollars
taxed in wealthier communities.

What can be done -

1. Insure correct use of public assistance programs for the
elderly, handicapped, and others who cannot work through
organizations of educational and other program efforts.

2. Utilize aids from broader government whenever possible
(e.g., streets, parks) through active monitoring and
support of the activities of local officials.

3. Support political activities to insure fair treatment of
community concerns by broader governmental units.
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Summary

This is an exciting time to work on community economic develop-

ment. There is an increasingly widespread interest in the need to

generate intelligent community economic development policy at all

levels. The intense interest is undoubtedly an outgrowth of the cur-

rent concern for high unemployment and reduced incomes of many persons

in the United States. Nonetheless, it is a teachable moment, a great

opportunity to teach and to learn.

The primary point is the importance of developing comprehensive

community economic development policies appropriate to the changing

times. The goods-producing sector of the economy is of declining

relative importance in the formation of new jobs. The greatest

increase in U.S. employment over the next few years will be in the

service-producing industries. It is also anticipated that small inde-

pendent enterprises will continue to be the major source of employ-

ment. This will come both from new formations and business expan-

sions. An equally critical element is the growing importance of

government employment, transfer payments, and property income as

sources of family livelihood.

Comprehensive community economic development policy must appro-

priately take into consideration all of the variables influencing

employment and income. These include migration of employers, changes

in size of existing firms, births and deaths of firma, location of

private expenditures, and public expenditure patterns. Each variable

can be influenced by a number of strategies. There is much yet to be
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learned about the precise effect of each strategy. Nonetheless, a

relatively clear set of strategies can be chosen to meet desired goals

within existing community value and resource conditions. Now is a

great time to join with concerned others in turning the idea into a

reality.
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RECRUITING IN THE 80s AND 90s

John A. Quinn*

Introduction

Our topic is recruiting in the 80s and 90s. But the question

remains recruiting what for whom? Several suggestions from your

program committee in their letter to me provide some response to this

question:

"...Review what we know about industrial location decision

making. We are more interested in the decision making than location

factors...

"However, we would like for you to incorporate the location

factors affecting nonmanufacturing business... You may wish to contrast

these with manufacturing location factors...

"...We are interested in nonmetropolitan communities, hi-tech

economy, and, finally, innovative programs."

I must confess I was most taken by the notation of the location

decision making process-I intend to consider that process in the next

*John A. Quinn is associate professor of agricultural economics

and urban and regional planning at the University of Illinois,
Urbana-Champaign, Illinois.
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few minutes and then hopefully provide some useful comments on each of

the suggested points.

Some Personal Experiences

As we begin this session I would like to first share with you two

recent experiences of mine. Some time ago, I was serving on my home-

town's city council. I live in Tuscola, Illinois, a county seat, a

little over twenty miles south of Champaign-Urbana. Tuscola is some

thirty miles east of Decatur, Illinois, thus, located almost

equi-distance from two small mid-state metropolitan areas. Champaign

has the university, Decatur has lake Decatur. Some two miles west of

town is a large petro-chemical complex. It is located there because

two major cross-country pipelines meet at that point. The primary

production facility in the complex is owned and operated by USI

(United States Industrial Chemicals). There are the usual assortment

of auxiliary or support operations located adjacent to the complex. A

satellite production facility in the complex is owned and operated by

the Cabot Corporation of Boston. This facility is at present the sin-

gle production unit for one division of Cabot-called the Cab-O-Sil

Division Headquarters out of the corporate headquarters. But if out

of Boston, to where? To Central Illinois, of course, but where in

Central Illinois? The larger questions had been answered by corporate

management, the lesser questions were left to the division vice presi-

dent.

While the employment figures were very modest for the head-

quarters complement, the type of employee and accompanying payrolls
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were not. Additionally, there was the glamour and aura of having a

division headquarters at stake.

Now, it so happens that the division vice president had at one

time been the plant manager at the Tuscola plant. During his tenure

at Tuscola, he had lived in Decatur and still had many friends in that

city. He was also a sailing enthusiast. You can imagine his location

decision.

As matters worked out--the division was located at Tuscola and on

land already owned by the company and adjacent to the plant. The

incoming engineers all located in Champaign, the vice president

located in Decatur and all commute.

The final site selection was ultimately made by corporate manage-

ment; renewing my faith in that level of decision making.

A Second Experience:

About two years ago the R. R. Donnelley Corporation in Chicago

announced their interest in locating a printing plant in Champaign

County. The company had optioned a farm and desired a zoning amend-

ment from agriculture to industrial classification.

Now an archaic definition of Champaign is battleground; and that

is what the county became for over three months. What intrigued me,

regardless of the merits of either side of the dispute, was the

strategy employed. My faith in corporate management was deeply shaken

as events unfolded. The land was rezoned, but the company did not

exercise its option, and the land has been rezoned back to agricul-

ture.
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Answers to many of my questions still seem to elude me. How

could a sophisticated corporation with real estate all over the coun-

try get into such a bind--and create such controversy?I

The Decision-Making Process

Most businesses plan at a minimum next year's budget. Generally,

the larger and more capital intensive the company the more formal the

planning process--and often the longer the time frame. For companies

with formal planning, four to five year planning is typical with

annual updating. Three distinct levels of this process can be

identified: corporate, facilities, and plant.

Corporate Level:

An important part of corporate level planning, is it brings

together the company's marketing or sales objectives, strategies, and

forecasts with its production capabilities-arriving at some consensus

on overall company goals and objectives and thus achieving some

reasonable balance between supply and anticipated demand.

It is often at this level that the need for production capacity

adjustments are recognized. Short-range adjustments are usually the

province of individual facility managers, e.g. changing hours,

providing overtime, adding or deleting shifts, adding or reducing

workforce, inventory adjustments, or subcontracting extra production.

Longer term adjustments become part of the corporate decision

making, e.g., acquisitions of existing companies, equipment and tech-

nology change, on site permanent expansions, expansion to other com-

pany facilities, and relocation decisions are often made in
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combination with other facilities, or the building of new facilities

elsewhere.

Decisions to change capacity consists of four steps:

1. Recognizing future capacity shortfalls or surpluses;

2. Options or alternatives-for remedy, both short term or long
term;

3. If new--where--generally; and

4. If new--where--specifically?

Facilities Level:

In some large companies there is a facilities planning unit con-

tinually involved in the capacity change process. More often, how-

ever, once steps one and two above have been completed, a special com-

mittee or project team is formed to cope with steps three and four.

The new facility manager is often a member, or the chair, of this

group. If available, corporate staff contribute their expertise to

the proceedings.

There are often two distinct management points of view regarding

expansion of facilities. The division or company executive will usu-

ally prefer brownland or existing facility expansion. It spreads and

therefore reduces overhead over larger outputs (a criteria for good

managers); costs, acquisition and development are reduced; permits

(zoning, building, and environmental) are usually easier to get; no

search efforts are required; management is available and control is

more direct; and there is no separation of production lines or product

lines. Corporate management often prefers new facilities (greenland
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expansion) to utilize new technology, avoid labor difficulties, avoid

employment of too large a percentage of the local workforce, or to

avoid overloads on facility management.

In resolving these issues, many companies formulate policies in

terms of a facilities strategy: clear statements of a facility's

responsibilities are developed, sometimes called charters. There are:

1. Product-centered facilities. These units are usually high
volume, very wide (often national) market servicing, labor
rate sensitive and/or location specific (food processing,
e.g.)

2. Market-centered facilities. These units are usually trans-
portation rate sensitive and serve specified areas.

3. Process-centered facilites. These units specialize and are
highly integrated with other company operations. These
facilities are often clustered in a region to reduce costs of
moving materials, engineers, and managers between
facilities.

4. General purpose facilities. These units have great flexi-
bility in terms of company capacity needs.

(Note that high-tech facilities usually fall into categories
one or three)

There are closings simply because the facility cannot be renovat-

ed or renewed in a cost-effective way for the owner company. In other

situations, the locational dynamics doom the facility. It is

interesting, however, to watch how the renovation and use innovations

in the industry itself, affect the reclaiming some of these obsolete

structures.
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Plant Level:

We are now ready to initiate the third level of the overall plan-

ning process--the facility project. The decision having been reached

to build a new facility and a project team organized--the first step

is to gather basic information concerning the new facility itself,

such as, product lines and technology; labor force needs; size, both

square footage under roof and acreage; transportation requirements;

utilities; and interaction with other company facilities. Company

engineering begins the design work and is available later to inspect

sites.

Company policy and past experience may bear heavily at this

point. A multi-facility company usually already knows whether it

wants to locate in metropolitan or nonmetropolitan areas, whether in

an industrial park or on a separate site, and finally whether it will

consider an existing building or prefers to construct a new

structure.

There are usually two sets of criteria developed--a necessary or

must list, which generally is controlling, and a second set of

desirables or wants. Raw materials and supplies, labor, transporta-

tion, and markets usually make up the must list. Occasionally, envi-

ronmental considerations play an important part. Community aesthe-

tics, quality of life, etc. are prominent in the desirables or wants

list.

At this point, some firms who maintain land banks carefully

screen their own sites and some firms with a large volume of site
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information from previous location searches will review that

information.

The project team now begins a series of discreet external con-

tacts. State development agencies, transportation companies, and/or

utility companies often furnish potential site data based on informa-

tion provided by the team. Screening and filtering of potential sites

by the project team produces a list of possible sites. Now community

visitations start and the list narrows to probable sites.

At this point, the decision is reached-often by the company or

division executive. An option is usually taken on the site selected

and detailed site analysis begins.

Funding

Of importance now is the capital appropriations request to be

forwarded to corporate management for review and approval. Of some

significance, in terms of formulating and championing this request, is

the origin of the initial decision to build a new facility. At what

level was the project initiated? If a division or company executive

originated the proposal, it falls to that individual to convince cor-

porate management of the merits of the proposal, often in competition

with other such proposals.

If the corporate staff initiated the proposal, the process prob-

ably has been more vigorously pursued, has been more thorough and com-

prehensive in its approach, and probably has resulted in a more

objective decision. The larger and more capital intensive the

industry the more likely this latter approach. Consumer-oriented and

entrepreneurial organizations tend to be in the former category.
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This describes, in at least a crude fashion, the decision-making

process. Investigation of this process is extremely scarce, there-

fore, we often make very risky assumptions concerning its rigor,

depth, and sophistication.

Location Factors

Maurice Fulton, former chairman of the Fantus Company in an

address, before the Southern Industrial Development Council last Octo-

ber, titled "Changing Plant Location Decisions" emphasized five

points:

1. The Sunbelt-Frostbelt phenomena, of which we hear so much, is

a generality that needs further investigation. The Charlotte,

Orlando, and Dallas prosperity has failed to penetrate many large

parts of the South and West. At over 14 percent, Alabama's unemploy-

ment rate is higher than that of any other state but Michigan's 16

percent. Conversely, vigorous growth is occurring in states which are

neither traditional manufacturing centers, nor part of the Sunbelt,

e.g., Kansas' unemployment rate is 5.1 percent, Nebraska's 5.8

percent.

2. There are five broad categories which represent about 90 per-

cent of the total geographically variable cost factors associated with

a typical plant location decision. These are labor, transportation,

utility, taxes, and occupancy costs. There are substantial changes

taking place both relatively to each other and within each. Transpor-

tation has gone up dramatically, labor rates are stabilizing, utili-

ties are up and evening out across the country, business climates

among the states have stabilized but as states and cities bear
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increasing social costs, pressure will grow for substantial tax-

increases, and finally, occupancy costs have increased faster than any

of the other costs during the 70s. Of these costs, interest rates and

construction costs will probably stabilize.

Most of the evidence suggests that, from a cost standpoint, the

regional differentials appear to be narrowing.

3. A third but significant trend is the increasing attention to

the noncost factors. The 'cheapest' location is not necessarily the

optimum location. 'Quality of life" is assuming a larger share of

attention.

4. There is anticipated to be serious labor shortages as this

century runs out. The increasing participation by women has shielded

this problem.

5. Grants, subsidies, and inducements will become major loca-

tional crite-ria. And major foreign firms will be strongly competing

in this arena. The interest in enterprise zones and free trade zones

illustrate the point.

Mr. Fulton concludes his remarks:

"The classic and fundamental criteria of plant location will con-

tinue to apply during the 80s. However, few decisions will be made or

will be able to be made-without consideration of these new forces

emerging to shape this country's economic geography."

The Nonmanufacturing/Service Sector

A few comments seem in order concerning the services sector of

the economy. This sector includes a large variety of activities

beginning with finance, insurance, and real estate but also includes
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hospitals and medical fcilities, government and schools, research

insitutions, household and personal services, and, of course whole-

saling, retailing and the hospitality industry.

Characteristics of the sector include: labor-intensive activi-

ties, mostly white collar occupations, small size of operations and

owner noncorporate operated, a high percentage of women and older

workers, and part-time employment. The product is usually intangible,

not inventoriable, and dependent directly on the consumer who is often

a part of the production process. There is very low unionization but

employment generally tends to be stable.

Two problems seem paramount: one, the sheer diversity of activi-

ties in this sector makes generalizations about the sector almost

impossible; two, management skills and productivity have traditionally

been low. It is in these factors that we may have our best opportu-

nity to contribute to the development of this sector of our communi-

ties' economy.

In the article "Nonmanufacturing Business as a Growth Alternative

in Nonmetropolitan Areas," Smith and Pulver concluded: nonlocally

owned nonmanufacturing business-those more likely to be exporters---

cited labor, market, and other cost factors as most important location

factors. The similarity between manufacturing and nonmanufacturing

location factors means that communities do not have to make major

changes in preparation if they decide to include nonmanufacturing

businesses in their economic and job development efforts.

lJournal of the Community Development Society, Vol. 12, No. 1,
1981, pp. 33-47.
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An ad placed by the Illinois Department of Business and Economic

Development in a business publication drew a response from Dallas,

Texas. Because that indication of interest was followed up

aggressively, 450 new jobs were created when a new distribution center

opened in Illinois. An executive of the new facility commented:

From a distribution point of view, Champaign was the most
desirable - but equally important was the civic atmosphere. You
have a very progressive community...

A business decision through and through, made after the com-
pany looked at potential locations in three states. To sum it
up, the mixture was the most attractive we could find anywhere.
It brought us to the countyl6

Market penetration indicated the midwest, interstate highway

access was controlling, and the community qualities finally determined

this location decision.

This sequence is probably very typical of the nonmanufacturing -

service sector in location decisions.

Micro Policy

There is no general agreement about the capability of rural areas

to attract growth, especially economic, and the evidence is mixed. We

all know of rural communities with strong leadership, perfect timing,

and luck that have attracted significant job generators. The question

is: Can these communities be emulated? Can they serve as a model for

others to follow? Reproducing that leadership, timing, and luck is

unlikely at best. Aside, then, from these unique communities, what

rural areas appear to have the best chance for recruiting new firms?

Investigation of this question is just gaining a good start;



538

81

preliminarily, it appears that those rural counties with an urban cen-

ter of at least 10-15,000 population, or more, are competing rather

well. It may be, at least from a (cost-effective) development program

perspective, that emphasis should be on the rural-urban centered

county. The appearance of newly designated small SMSAs each decade

would seem to support this notion.

High Technology: The High Fashion and Glamour Sector of Industry

A technical industry is defined broadly as one in which there is

a high degree of scientific or technological knowledge required for

performing its processes, for designing its products, or for manufac-

turing its equipment. Typical technical industries include petro-

chemicals, electronics, telecommunications, aircraft and missiles, and

pharmaceuticals. Examples of Standard Industrials Classification

Numbers would be 357, 366, 367, 376, and 381. Companies would include

Texas Instruments, Digital Equipment Corporation, Motorola, IBM,

Burroughs, Honeywell, and Hewlett-Packard.

There are four notable areas of hi-tech concentration-Silicon

Valley in California, Cambridge-Boston, Massachusetts, Charlotte and

the Research Triangle in North Carolina, and, as reported in the

January 17th issue of Business Week, the Silicon Mountains-the 150-

mile strip from Boulder--Fort Collins to Colorado Springs via Denver.

This same Business Week article has two additional statements

germain to our consideration here. One, the Shearson/American Express

processing center with 1,200 employees established in Utah, is a prime

example of service sector economic development. Two, a word of
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caution, 'isolated' towns populated by unskilled, semi-skilled, and

aging workers offer few attractions for high-tech or service-oriented

companies.

The profile of high-tech enterprises is no secret. These enter-

prises are:

1. Characterized by rapid change both in products and process;

2. Populated by a high-skilled, well-educated corps of
scientists, engineers, and technicians;

3. Generally prefer to cluster; and

4. Location-wise are footloose but with an emphasis on life
quality situations, particularly education facilities.

The same week that Business Week issued its 1983 Industry

Outlooks, the Christian Science Monitor news service released an

article titled 'Future Job Growth in U.S.: It's Not in High

Technology.' The essence of this article is that demographics

indicate the job growth advance will be in (1) those occupations that

cater to the over 35 set and (2) generally in service-oriented

occupations: accountants, cashiers, secretaries, paralegal aids,

travel agents, etc.

Having said all this, let's return to my earlier examples. In

the divisional headquarters location--where to locate specifically

seemed obvious on the corporation's own property adjacent to the only

producing facility of the division, with the low costs and familiarity

of established operations.

In many ways this is similar to hi-tech venture (and also with

nonmanufacturing): small numbers of engineers and technical people

with high salaries and the glamour. The people commuting once again



540

83

displayed the stated preference for a larger community, the engineers

for a universty and the division VP for aesthetics.

The real impact on Tuscola was minimal. The headquarters was

located outside the corporate limit, with personnel not even becoming

residents. Tuscola's economic base remains essentially service to

agriculture, plus regional retailing and government.

In the printing firm location all the typical characteristics are

there especially for a mature product-oriented plant. They are a

rural location, with non-union labor, on a remote and separate site.

As near as I can determine, only the nonrural nature of the county

board's composition had been overlooked.

Innovative Programs

There is probably no part of the country that has pursued indus-

trialization longer or more aggressively than those states from

Virginia to Florida and west to Oklahoma, essentially now described as

the Sunbelt. Innovation, imagination, and persistance have been hall-

marks of these states' efforts to attract jobs for their citizens.

From Mississippi's Balance Agriculture With Industry (BAWI) Program in

the 1930s to North Carolina's development of the Research Triangle in

the 1950s, leading citizens including governors have devoted

incredible energy and resources to expanding the states' economies.

Free sites, buildings, worker training, tax relief, and a variety of

financial incentives have been packaged to promote the various states

and their communities. Industrial parks with infrastructure and

amenities provided are common. The success examples are plentiful.
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Yet the evidence is mixed. There are, of course, the failures

that no one talks about. There are also some serious questions con-

cerning the environment; there are also some more fundamental ques-

tions being posed as to results.

It seems quite clear the South as a region generally adopted a

strategy for industrializing the South that we would entitle 'Place

Prosperity as formulated by Tweeten and Brinkman. Savannah,

Spartanburg, Huntsville, and Orlando are striking examples of this

theory in action.

In 1975, the Fantas Company developed a list of criteria by which

the state business climate could be ranked including: corporate,

property, income and unemployment tax rates, workmen's compensation

payments, welfare expenditures, labor relations history, and

pro-management labor laws. All (15), except California, of the Sun-

belt states were in the top half; eight were in the top twelve.

Interestingly, seven of the North Central states were in the top

twenty.

Yet, a study by the Midwest Research Institute of Kansas City in

the same year ranked the 13 southern states from thirty-fourth to

fiftieth in a quality of life ranking. Certainly a paradox given the

claims of success.

Too often a community adopts tactics used by other 'successful"

communities regardless of appropriateness and without a unifying

strategy. Here, too, we might contribute significantly to local

efforts by providing assistance in integrating a comprehensive

approach to development.

52-112 0 - 85 - 18
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Recruiting

Finally I should like to consider, for the moment, recruiting and

professionalism. The odds against a successful economic development

program are large but not insurmountable. As with any group endeavor

it takes team work and organization. It takes a variety of indivi-

duals contributing to common, well-conceived, realistic goals and

objectives.

For those of us outside the community who wish to participate in

the process, we need to recognize and join with the 'other' profes-

sionals engaged in economic development activities. To begin with we

should belong to our own state's professional development

organization-and most states have them.

We might also consider their regional organizations--in our case,

the Mid-America Economic Development Council (MAEDC). Further, we

should establish some relationship with their national organization,

the American Economic Development Council (AEDC). There are, of

course, others but these are mainstream. If these organizations are

new to you, they should not bel Each of them sponsor meetings and

educational programs that I feel would be of value to you. And I

think you have something to contribute to their programs.

It is interesting that we have gone through this process with the

urban and regional planners. Increasingly we find planners on our

staffs. I frankly think we will have to do the same with the profes-

sional developers. I expect to see Certified Economic Developers

(CED) soon on our staffs. This is not to downgrade our own past and
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present efforts to assist our rural communities. It is simply the

nature of our own service to expand into new areas of activities, and

to add staff capabilities to support these efforts.

Probably the single key organization for economic development in

a state is the state agency charged with this responsibility. Its

resources, staffing and budget, and programs reflect the state's

seriousness in both protecting and nurturing the state's economy. We

should be working closely with this agency in research, in educational

programs, and in community contracts. And we should be using what

influence we may have to encourage professionalism in this agency.

Conclusion

If we are seriously interested in the nonmanufacturing/service

sector of our micropolitan communities' economies, I have suggested at

least two activities in which we could probably be most helpful: one,

the formulation of an appropriate development strategy, the unifying

concept within which operational tactics take place and which requires

a closer working/ongoing relationship with the economic development

professionals. This relies on our public policy experience. Two, the

improvement of management and of labor productivity within the service

sector, activities for which extension takes great satisfaction for

its accomplishments in the agricultural sector.

By relying upon our demonstrated strengths, we can meaningfully

participate in the area,"Recruiting in the 80s and 90s - For Community

Economic Developing."
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RETENTION AND EXPANSION: THE OVERLOOKED POTENTIAL

Sam Crawford*

I live in southeast Ohio in a very rural part of a county. Some

time ago I visited one of my neighbors. As I drove in the lane, I saw

him out by the barn. I asked him what he was doing. He told me he

was jacking up the barn because his mule kept bumping its ears on the

top of the door. I asked him why he didn't just dig out under the

door. He told me that the feet were not the problem, it was the ears

that were the problem. My daughter suggested that he should just make

the door higher.

The point I hope this story makes is that there is more than one

way to solve a problem. Some are just easier, quicker, and cheaper.

The same goes with economic development programs.

The goals of this three-day conference are to inform the partici-

pants--"how to implement an extension program and provide some

research needs for the 1980s" in economic development. My part of the

program is to talk about the "overlooked potential - retention and

*Sam Crawford is Area Extension Agent, Community and Natural'

Resource Development, The Ohio State University, Cooperative Extension

Service.
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expansion of existing firms." Another term needs to be added - reten-

tion, expansion, and creation of local firms. Albert Shapero will

talk about 'Stimulating New Business Formation" later today, but I

would like to touch upon it in my presentation.

My approach will include a lot of examples. We all know anything

can be proven by some examples, or, depending on our point of view,

nothing can really be proven by isolated examples. Hopefully, how-

ever, I will furnish some "seeds' that you will be able to "plant"

when you return home.

Theodore Roosevelt once said, '...do what you can with what you

have, where you are." That is what retention, expansion, and creation

of local firms is all about--working with what you have.

Some Examples of Local Entreprenuers

I would like to start by telling you a few seemingly unrelated

stories. These stories, or examples, will hopefully lead us to the

goals of the conference.

A few years ago our director gave a talk in southeastern Ohio on

the economic opportunities in agriculture. He talked about tomatoes,

grapes, apples, livestock, mushrooms, and other subjects. For some

reason a local plumbing contractor picked up on mushrooms. He talked

to the director and some of our specialists. He visited some existing

plants, investigated markets and financing, and made the decision to

grow mushrooms.

A few years later he sold the mushroom plant to Campbell's Soup

Company. Campbell's expanded the operation and now there are 300 peo-

ple working at the plant.
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Another entrepreneur, in the same county, declared bankruptcy

about six years ago. He owned a furniture upholstery business that

just could not attract enough customers. He decided to teach others

how to upholster furniture. At one of his classes, a lady asked him

if he would upholster their church pews. He turned her down because

he went broke with that type of work once. Not long after that he

visited a church furnishings company and asked them about upholstered

pews. They told him it had been done and explained the process. He

then decided to do the church. Today he has a growing nationwide

business. He flies three planes out of the local airport to conduct

the business.

In the same county another entrepreneur started an Oriental foods

plant in the mid 1960s. A few years later he sold it and started

another very successful business out of state. He moved his operation

back last year and now employs between 1,000-1,300 people. His name

is Jeno Paulucci of Jeno's Pizza fame.

In a neighboring county, a young man started very small, making

banjos. He now has a nationwide mail order business selling banjos

and banjo kits.

In another adjacent county a local entrepreneur bought a dump

truck a few years ago. He is now a major employer with a large strip

mine and farm operation.

One more example. A few years ago a small farmer started to sell

sausage, then he started a restaurant. He now has a

multi-million-dollar business selling sausage and has restaurants from
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Georgia to Illinois to New York. His name is Bob Evans. Some of you

from further east probably recognize the name.

What's the point of all these examples? Within a fifty-mile

radius a few entrepreneurs created hundreds of jobs. In most cases,

they were local people using local resources.

Some Examples of Supporting Local Businesses

Let's take a different approach. In a small city in northern

Ohio a whole downtown area was restored to its original Victorian

style by a local volunteer group and merchants. No federal or state

funds were used. This city, Medina, Ohio, has drawn national atten-

tion from its results. The downtown area is busy and they do have a

shopping center at the edge of town. The same city had a few key

influentials who organized an industrial park which houses a number of

locally owned firms plus immigrant firms.

A group of volunteers formed an economic development team in

London, Ohio. In addition to traditional economic development

programs this group formed a visitation team to work with existing

firms.

In Athens, Ohio, a local economic development team was formed.

They, too, formed a visitation team. They worked extensively with

local investors to purchase a bias tire plant that had gone out of

business. They have also formed a labor management team to work with

business and unions.

Again, what's the point? Some communities organize and make

things happen. Local people working with local resources, both human

and natural resources, can have a big impact on local economy.
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Extention Programs for Communities and Busineses

We in Extension work have the "know-how' to conduct programs to

assist both communities and businesses. Notice I said communities and

businesses, because there are two different appraches we need to look

at.

Communities:

Let's first discuss community programs. We need to help them

identify problems, to organize, and then to look at alternative solu-

tions. We have been doing this for years. We have the know-how and

experience.

In Ohio we have published a bulletin titled Economic Development

Through Retention, Expansion and Creation of Local Firms.
1

The

bulletin is a "cook-book, how-to" publication for local community

groups to use in their economic development program. We have also

developed a slide set and script on retention and expansion that

complements the bulletin. The slide pictures are printed beside the

script. This approach allows us more flexibility in distributing our

information. It will also eliminate the need for notes when viewing

the slides.

1
Crawford, Sam. Economic Development Through Retention,

Expansion and Creation of Local Firms, Bulletin 677, The Ohio State
University-Ohio Cooperative Extension Service, 1981. A copy of this
bulletin can be obtained by sending $1.25 to George Morse, Department
of Agricultural Economics, Ohio State University, 2120 Fyffe Road,
Columbus, Ohio 42210. The slide set is also available.
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Let me give you a few examples on how the information is being

used. The bulletin has been ordered from all over the state, mostly

from chambers of commerce, community improvement corporations, and

county agents. Columbia Gas Company ordered 100 copies to use in

their industrial development training classes. It was also used in

the Ohio Basic Economic Development Course, the Ohio Industrial

Development Workshop, and numerous presentations across the state.

The bulletin was also the basis for a national publication titled

Creating Jobs Through Retention, Expansion and Creation of Local

Firms.2

The slide set is getting similar use. It has been shown at the

Annual Extension Conference, the Ohio Industrial Development Workshop,

and numerous presentations throughout the state.

-You are the first to receive the printed script. As I said

earlier, these will be used in conjunction with the slide presenta-

tion.

It is unfortunate that the 'buzz-word" in Extension is

"down-sizing." We need more "how-to" publications and video presenta-

tions. We need more good research to base our programs. The need and

market are there, the money is not.

2Crawford, Schnabel, John and Nelson, Creating Jobs Through
Retention, Expansion and Creation of Local Firms, National Extension
Manpower Task Force, University of Kentucky, 1981.
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Business Assistance:

Earlier I said we need to be aware of two approaches in economic

development--the one we just discussed, working with communities, and

the other, working with businesses and potential businesses.

Let me go back to some examples to give you an idea of some of

what we have been doing.

A couple of years ago the mushroom plant I told you about earlier

asked us to help them with a problem. They grew mushrooms in

sterilized straw, hay, and horse manure from a local race track.

After growing a few crops of mushrooms, they discarded the "compost."

It was piling up around the plant. We had the "compost" analyzed at

our soils lab to see exactly what it contained. At the same time we

created a demonstration plot where we applied it to some reclaimed

strip mine land. The nutrient value of the "compost" was not very

good, but the organic material had some value. A firm in a

neighboring county who sold mulches saw our plot and signed a contract

with Campbell's to purchase the compost. A local entrepreneur is also

selling the compost.

A similar project is underway with Jeno's Pizza Plant and the

city where it is located. You might have read about this problem in

Newsweek a few weeks ago. We are analyzing the tomato ann piaza *.aase

for possible land application or feed stock for swine operations.

We are also working with a county on a very unique project. This

county has a nuclear enrichment plant that uses as much electricity as

the city of Los Angeles. The plant uses a tremendous amount of water



552

95

to cool its electric motors. Some private developers and local citi-

zens have plans to construct an "Agri-Business Park" adjacent to the

plant. The agri-business park plans call for 120 acres of green-

houses. The greenhouses will be heated with the heat from the cooling

water. The county commissioners have agreed to hire a full-time

county, CRD, extension agent, to work on the project. A few hundred

jobs will be created from this project.

We are also working with a small group of investors who plan to

establish a cheese factory. They have the production know-how, but

have asked us to help in determining the potential source of Grade "B"

milk and to help with a market study, and to evaluate the community

impact.

A wood products industry has asked us to help them get estab-

lished in Ohio. It is a small firm that is growing very fast. They

are located out of state and want to expand in Ohio. Our role has

been to help them by putting them in contact with the right people in

the State Department of Development and the utility company. We are

also identifying different funding sources they might be able to use

for their expansion.

We have also assisted small entrepreneurs with businesses such as

landscaping and tree service, house cleaning, Christmas tree

production, home services, crafts, and sawdust utilization.

Business Education:

Another approach we need to consider in working with businesses

is designing educational programs to help both existing businesses and
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potential businesses. We need to develop workshops, publications,

newsletters, and video presentations that will help them stay in busi-

ness and grow.

In Ohio, we have conducted some programs along these lines. We

have sponsored a series of pre-business workshops. We have had as

high as 80 people attend this type of session. The purpose of these

workshops was to help potential entrepreneurs get started on the right

foot. We have also held business management workshops for existing

businesses.

Program Design

You have all heard the saying "we learn from our mistakes." I

would like to briefly share a learning experience. One of our busi-

ness management workshops emphasized record keeping, taxes, legal, and

insurance needs. Only ten people registered. We made a mistake that

no one in extension should make. We had designed a program without

involving the audience.

Since that time I conducted a "semi-scientific" survey, if that's

possible. We randomly selected 100 businesses in a nineteen-county

area and asked them to indicate what subjects they would like to have

more information. We also asked in what form would they like the

information. Here is what they told us from most important to least

important:

1. business trends

2. management

3. financing and computer (tie)
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4. taxation

5. advertising

6. marketing

7.. human relations

8. population statistics

9. time management

10. legal considerations

11. insurance

12. accounting and record keeping

You will notice that three of the four subjects that we offered at our

workshop are at the bottom of the list-legal, insurance, and record

keeping. Wonder if that had anything to do with our small turnout?

The survey also told us that they overwhelmingly preferred a

newsletter over other means of receiving information.

We are presently developing a newsletter and mailing list. Our

first issue should be in April.

Conclusion

I would like to conclude with these remarks. First, we need more

researched-based information in economic development. If we don't

have that, we are just like so many others running around out there

who are doing what ever is in fashion.

We need more research to determine the role of local firms in

economic development, to determine how communities can best work with

these industries. We need more business management educational

materials for both new and existing businesses. We need to understand

the nonmanufacturing part of the economy.
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We also need to understand better the role of 'high-tech' in

rural economies. You will probably notice that this is the first time

I mention "high-tech." None of my examples include this term. Until

a few weeks ago, I thought *high-tech" would be a growth area for more

metro areas. However, after reading about Atari's plans to move to

Hong Kong or Taiwan, I'm not so sure that rural areas should be

discounted.

We need more "how-to" publications, newsletters, and video

presentations. We need to share our programs better than we have in

the past. I believe the "buzz-word" is "networking."

Finally, here are two quotes-one from one of our county's annual

reports and one from Jerome Kaufman, University of Wisconsin.

"Two valuable chemicals can be poured together and nothing
happens. Then a third is added and the whole mixture goes into
action. What happened? A catalyst was added which created the
right mix for action to result.

"It's the same way with people. People often go about their
daily lives without using all their talents. They sometimes need
a catalyst to cause them to put their talents into action.

"That's where the Cooperative Extension Service comes
in-matching talents to worthwhile tasks."

Don't try to solve every problem the same way,
Remember that if the only tool you have is a hammer,
then every problem will look like a nail."

Jerome Kaufman
University of Wisconsin
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TRADE AREA ANALYSIS - A CATALYST FOR OOMMUNITY DEVELDPMENT

Kenneth E. Stone*

The development of a town's retail sector should be an integral

part of the community development process. A strong business district

helps ensure that money earned in the industrial and services sectors

is turned over in the community to achieve the maximum multiplier

effect. However, few states have well-defined development programs

aimed at the retail sector. Part of the reason for this may be the

difficulty in assessing the status of business districts and in

gaining entrance into the retail community. This paper describes a

program used in Iowa to determine the economic health of a community

and to encourage the development of a retail strategy.

Trade Area Analysis-What is it?

A trade area analysis is an evaluation of the status of a town's

retail sector and is analagous to a physical examination for a person.

The trend of the town's sales over a period of years is established

and graphically compared to those of surrounding towns. The town's

*Kenneth E. Stone is associate professor of economics, Iowa State
University, Ames, Iowa.
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actual sales are compared to norms for similar size towns to determine

if the town is experiencing net outflows ("leakages") or net inflows

("surpluses'). This should be done for each merchandise group to

determine marketing voids or opportunities. Demographic information

is also included to assist merchants in precisely defining their

market segments.

What Data is Needed?

Reliable sources of information are needed for town and county

retail sales, population, and income. The retail sales information is

most crucial to the analysis and is usually also the most difficult to

obtain. The ideal source of sales data is state retail sales tax

reports. However, not many states publish sales tax data, despite the

fact that most collect it. Population and income data are usually

easy to obtain, both from governmental and commercial sources. In

addition to state sales tax reports, the following data sources may

provide some or all of the information needed for a trade area

analysis.

U.S. Census of Population--provides population
information for towns and counties. Published
every 10 years.

U.S. Census of Business, Retail Trade--provides
retail sales by merchandise group for towns and
counties. Published every five years.

Sales and Marketing Management, Survey of Buying
Power-provides retail sales data (by merchandise
group), population and income figures for all counties and
for Standard Metropolitan Statistical Areas (SMSAs).
However, no information is available for smaller towns.
Published annually in July.
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Editor and Publisher, Market Guide-provides

retail sales data (by merchandise group),
population and income data for all counties and

for SMSAs. Provides some data for smaller towns
with daily newspapers with subscriptions above a

certain mimimum. Published annually.

Standard Rate and Data Service-provides some data
on retail sales, population and income for
counties and SMSAs. Published annually.

How is it Done?

Maximum effectiveness is achieved from a trade area analysis when

it includes both a pictorial history and a thorough analysis of the

current situation. This can only be done when a complete data base

exists.

Historical Analysis

The historical analysis consists of a series of graphs depicting

the recent history of retail sales for the town and the surrounding

towns. The following graphs are normally included.

Total Retail Sales-in Current Dollars. Typically total

retail sales for the last 10 years are plotted on a chart

for the subject town and its competing towns. Current

dollar sales are not adjusted for inflation and represent

the format that most merchants are familiar with.

Total Retail Sales-in Constant Dollars. This chart

compares the same towns, but the sales figures have been
adjusted for inflation. Our analyses use the Consumer Price
Index as the deflator, however, others could be used. In

effect this chart portrays "real sales" or the actual volume

of goods and services sold. Many merchants are surprised to

find that even though their town showed increases in

current-dollar sales, sometimes their real sales are
significantly down.
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Per Capita Sales. This chart divides each towns'
total sales by the town population to arrive at
per capita sales. This is a better indicator than
the previous charts for showing the true perform-
ance of a town's retail sector. In other words,
the towns are compared on a more equitable basis.

Pull Factor. This is a proxy measure for the
average size of the trade areas. It is derived by
dividing town per capita sales by average state
per capita retail sales. For example, 7,500
divided by 5,000 -1.5. The interpretation is
that the town's trade area included the equivalent
of 150 percent of the town's population in
full-time customer equivalents. When carried to
two decimal places, the pull factor is a very sen-
sitive indicator of the vitality of the town's
retail sector and is especially useful in showing
the trend of the town's trade area size.

Current Analysis

The current analysis examines the status of the town's retail

sector by merchandise group. Potential sales are calculated for

several merchandise groups such as building materials, general mer-

chandise, apparel, food, services, and others. These potential sales

are then compared to the town's actual sales to determine the areas of

leakage or surplus. Typically these are done for the last two years

to determine if any recent changes occurred. The surpluses and/or

leakages are presented in terms of dollars, percent of potential sales

and full-time customers gained or lost. Another table compares the

subject town's performance by merchandise group to other towns of a

similar size from other parts of the state. The towns are ranked from

first or last according to their performance within each merchandise

group.

Demographic data are also presented. Population is delineated by

age group so that merchants can see both the numbers and percents
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within several categories. Income is also delineated to show the

numbers and percentages of families within several income brackets.

Total retail sales surplus or leakage by county is shown.

Determining Potential Sales

The most difficult task associated with a trade area analysis is

the determination of potential sales. There are probably several ways

of arriving at what a town's potential sales should be. We have

developed a relatively simple method that seems to give satisfactory

results in most cases. Essentially the same procedure can be used for

counties and towns.

County Potential Sales. The equation for determining
potential county sales is:

PS = CP x PE x II

where:

PS = Potential sales for the county
CP = County population
PE = Per capita expenditure (average) for retail

good and services
II = Index of income (the average county income as

a percent of the average state income)

The following example should illustrate the procedure.
Assume the following:

CP = 20,000
PE = $5,000
II = 0.90

Then PS = 20,000 x $5,000 x 0.90 = $90,000,000. The
interpretation of this result is that the residents of the county
are expected to spend approximately $90 million on retail sales
during the year.
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Town Potential Sales. A simple method for determining potential
retail sales for towns is nearly identical to the procedure used
for counties, with one addition to the equation. The addition,
called "pull factor", takes into consideration the trade area
size for the community. The equation is:

PS = TP x PE x II x PF

where:

PS = Potential retail sales for the town
TP = Town Population
PE = Per capita expenditure (average) for retail

goods and services
II = Index of income (the average county income as

a percent of average state income)
PF = Pull factor (a proxy measure for the average

size of trade area)

Another example should demonstrate the use of this
procedure. Assume the following:

TP = 5,000
PE = $5,500
11 = 0.95
P1 = 1.4

Then PS = 5,000 x $5,500 x 0.95 x 1.4 = $36,575,000. The
interpretation of this is that the average town of this size with
this income level would be expected to have total annual retail
sales of approximately $36.6 million.

How is it Presented?

To achieve maximum impact, the results of a trade area analysis

should be presented at a public meeting including a good representa-

tion of merchants, developers, city officials, media people, and any

other interested citizens. Typically, the stage is set by relating

the regional trends for retail trade migration. An overhead projector

is then used to show the historical patterns for the town. By using

the graphic aids a large amount of information can be assimilated in a

relatively short time by most audiences. The presentation is made in

an informal manner so that questions can be answered as they occur.
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The overhead projector is also used to illustrate the current

situation. The potential sales are compared to actual sales for each

of approximately 12 merchandise groups. This is usually the highlight

of the presentation, since this is where surpluses or leakages are

first revealed. The presentation concludes with the comparison with

other towns of a similar size and the ranking of each town within each

merchandise group. A handout including all the presented material is

then given to each interested audience member.

What are the Results?

In most towns, the results of the trade area analysis become the

lead story for that day's news. Quite often this catches the atten-

tion of the community-at-large and of potential developers, especially

if significant leakages are shown. Many community leaders report that

the handout material is carried to various coffee shops, committee

meetings, and other places where townspeople meet, and is one of the

main topics of conversation for several days afterward.

More recently, entrepreneurs and developers both from in-state

and out of state, are requesting this data to assist them in their

evaluations of locations in various towns. Several town officials

have reported that these reports have been the basis for expansions

and new businesses in their towns.

Usually results do not occur overnight. There seems to be a

germination period of one to three years before the information is

acted upon and brought to fruition. However, as word of the results

spreads and as the reliability is accepted, the germination period

seems to be shortening.
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For those communities with genuine desire to attempt to better

their situation, a strategies program has been developed. The program

assists town leaders in developing a long-range plan for strengthening

the retail sector. Assistance is given in more precisely identifying

weaknesses and needs. Programs are developed to help strengthen

customer relations, promotions, financial management, personnel

management, and other areas.

How Does One Create Interest in This?

Initially, it is necessary to thoroughly promote the trade area

analysis programs. Potential audiences need to be completely aware of

the nature of the program and the significance of its future uses.

After a few programs are presented, less and less promotional efforts

are needed. In fact, after awhile the majority of the requests will

come unsolicited from various community leaders. Often they have

heard or read about a program being conducted in a neighboring com-

munity. Some communities prefer to have a analysis conducted annually

as a method of holding interest and in checking progress.

Repeat programs for communities are relatively easy to prepare

since the bulk of the work was done in the initial preparation. Also,

local Extension personnel often feel comfortable in presenting the

follow-up or repeat programs.

Advanced Methodologies

There are some cases where counties and towns are significantly

different from the averages used in computing potential sales.

Because of this, we have conducted studies using regression analysis



564

107

to determine the effects of several variables on retail sales. For

example, we have a county model that shows the impact of income, age,

unemployment, shopping malls, and other variables on county sales.

County Model

Using cross-sectional data, a linear multiple regression model

was developed to estimate county sales for 1980. The 15 most populous

counties in the state were deleted from the data base. Therefore, the

model used observations from the remaining 84 nonmetropolitan

counties. The general form of the model was:

TRi =B BPOPL, + B2MICQ4 + B3MAGE, + B4UEMP +

B5CITYi + B6MALLu + B7MEDOi + B8 MID i i

Where: i = The ith county

TR = Total retail sales for the county in thousands

of dollars)

POPL = County population (in thousands)

MICM = Median income for county (in dollars)

MAGE = Median age for county (in years)

UEMP = Unemployment rate for the county (in percent)

CITY = Population of largest city in county

MALL = Mall space within county (in thousands of square

feet

MEDO Mall space outside county, but within 25 miles
of county seat (in thousands of square feet).

MILO = Mall space outside county, but between 25 to 50
miles distant from county seat (in thousands of

square feet).

E - Disturbance term
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Table I lists the coefficients and statistical measures for the

county model.

table 1. Coefficients for County Retail Sales 1ldel, 1980

Variable Constant EOPL M14 MAE UIMP CINY KAIL MD MIUD

Conty -7.761$ 3,491 1.SZ5 27.43* 4,629 0.07Dt 75.00 -4.86 -0.610 0.897
sales (25.645) (339) (0.642) (529) (718) (0.516) (21.35) (0.87) (0.521)

*tt signifimant at the 80% level

Note: Values in parentheses are standard errors. Mhe F Ratio (F = 8.2) is
si~gjficant at the 992 level.

In lay terms, the interpretation of the regression results in

terms of average annual sales (all other things remaining constant)

is:

- An increase in population of one person, increases retail sales
$3,491.

- When the median income in the county increases by one dollar,
total county sales increase by $1,825.

- When the median age of the county population increases by one
year, total county sales increase by $27,430.

- When county unemployment increases by one percent, county total
sales decrease by $1,629,000.

- When the biggest city in the county increases in population by
one person, total county sales increase by an additional $70.

- When a mall is present in a county, total sales for the county
increase by $75 for each additional square foot of mall space.

- When a mall outside the county is within 25 miles of the county
seat, county total sales decrease by $4.86 for each additional
square foot of mall space.

- When a mall is 25 to 50 miles from the county seat, total
county sales will decrease by 61 cents for each additional
square foot of mall space.
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Town Model

The county model gives some very useful insight into the effect

of exogenous variables on retail sales. However, business people have

a more urgent need for this type of information for specific towns and

cities. In addition, it is sometimes useful to know the effect of

certain other variables such as being located on an interstate

highway, being a county seat town, etc. In response to this a linear

regression model was developed to estimate town retail sales. Cross

sectional data for 90 Iowa towns and cities with populations between

2,500 and 20,000, were collected for the 1981 state fiscal year. The

general form of the model was:

TOTLi =80 + BICITYi + B2MALLi + B3MEDWi + B4UEMPi B 5USHI +

B6RIVRD + B7SEATi + BPMICMi + B9PROXi + B10INTRi + Ei

Where: i = The ith town

TOTL = Total retail sales (in thousands of dollars) for

1981

CITY = The town population (in thousands)

MALL = Total square feet (in thousands) of mall space

within the town

MEDO = Total square feet (in thousands) of mall space

within a twenty-five mile radius of the town

excluding the mall space within the town

UEMP = County unemployment rate (in percent)

USHI = Dummy variable
USHI = 1 for towns located on a U.S. highway

USHI = 0 for towns not located on a U.S. highway
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RIV - Dummy variable
RIVR.- 1 for towns located on a state boundary

river (Missouri or Mississippi river)
RIVR - 0 for towns not located on a river

SEAT - Dummy variable
SEAT - 1 if town is a county seat town
SEAT - 0 if town is not a county seat town

MICH - County median income (in dollars)

PROX - Measure of town proximity to the closest major
town (population of nearest major town divided by
distance squared)

IHTR - Dummy variable
INTl - 1 for towns located on an interstate

highway
INTR - 0 for towns not located on an interstate

highway

E - Disturbance term

Table 2 lists the coefficients and statistical measures for the

city model.

Thble 2. Retail Sales Goeffidents for the bin HMdel, 198.

Variable Constant CITY NUL EED UIMP RII B19R WAM MIDM H0 X DM 1

ain -3,149k 4,710 70.55 -3.12 -354* 4,674 -9,502 3,330t .851 -2.96 -2,952* .744
sales (3,129) (438)(19.82) (.855) (688)(3,209)(7,449)(3,209)(.675)(1.27)(4,36L)

*aNt seifinet at the 8E0 level

Note: h&e in prentheses are stnalard errors. 7he F ao (F - 22.7) is
si gWificnt at the 992 level.

The simplified explanation of the regression results in terms of

average annual sales (all other factors remaining constant) is:

- Each additional person added to the city population increases
total sales by $4,710
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- When a mall is introduced into a community, total retail sales
for the city will increase by $70.55 for each additional square
foot of mall space.

- When a mall outside the town is within 25 miles of the town,
town retail sales decrease by $3.12 for each additional square
foot of mall space.

- Each percentage point increase in unemployment will decrease
total city sales by $354,000.

- If a city is located on a U.S. Highway, total retail sales
should be increased by $4,674,000.

- Cities located on a state boundary river will suffer a
$9,502,000 decrease in retail sales.

- If a city is the home of the county seat, city sales should be
increased by $3,330,000.

- For every dollar increase in county median income, total city
sales will increase by $851.

- The general interpretation of the PROX variable is that large
nearly town will capture sales from the smaller towns.

- When an interstate highway runs near a town of less than 20,000
population, $2,952,000 will be lost from town sales.

Cautions

The results of the linear regression models need to be refined

before actual use. Since the regression equations were for a fairly

wide population range of counties and towns, some of the results need

to be put on a per capita basis before use. Also a few variables are

not highly significant and this should be considered before use.

Above all, it should be kept in mind that these results were for Iowa,

a very homogeneous agricultural state. Results for similar studies in

other states could be considerably different.
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Future Trends

As the general populace becomes more aware of the extent of

retail sales migration, the interest in knowing the status of their

own towns will probably heighten. Community development workers in

states where no retail sales tax reports are published may wish to

take steps to encourage their Departments of Revenue to publish such

data. The marginal costs in publishing this information appears to be

minimal, while the benefits can be great.

It appears that the patterns of retail sales migrating from the

rural areas to the metropolitan areas is likely to continue in the

midwest. With some exceptions, it is probable that towns below 1,000

population face bleak futures with respect to their business dis-

tricts. Most likely they will retain some form of agricultural sales

and service facilities. However, many will lose grocery stores,

apparel stores, hardware stores, automobile dealers, banks, service

stations, etc. Mini general stores or convenience stores will fill

the voids left along main street.

It is likely that county seat towns will retain some degree of

viability, depending on the size of the town. The smaller of these

towns will likely suffer considerable leakage of sales in the

shopper's goods categories to the larger shopping centers in the

area.

One can only guess at the impact that futuristic marketing

devices such as shopping via cable TV and electronic mail order might

have on retailing. However, it could be that even the suburban shop-

ping malls, so popular today, could face a decline if people find sui-

table alternative methods of shopping.
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ENTREPRENEURSHIP

Al Shapero*

Today I will discuss "Why entrepreneurship?" ---"Who starts

business, and under what conditions?" and "Can you do something about

entrepreneurship when you are working at the local level?"

Why entrepreneurship?

First, let's define entrepreneurship. A lot of people are

interested in entrepreneurship, but the definitions wander all over

the map. It is important to ask a speaker, "what do you mean by

entrepreneurship?" before you look at his/her data. There is a man I

have quoted for years who is one of the most quoted on entre-

preneurship, David McClelland. When I finally read him closely, I

found that he would call a Russian steel plant executive an

entrepreneur and would exclude the owner of a business. His defini-

tion excludes all those included by the majority of scholars in the

field. McClelland is talking about managers, but calling them

entrepreneurs.

*Al Shapero holds the William D. Davis Chair of the Free

Enterprise System at Ohio State University, Columbus.
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The word "entrepreneurship" comes from the French, but if you ask

the French what they mean by an entrepreneur, they usually mean a

building contractor. The Germans have the word "unternehmer" which

means undertaker. Of course, many undertakers are entrepreneurs, but

that is not exctly what we mean. Many have defined an entrepreneur as

anyone who talks fast and breathes fast.

Economists were very interested in entrepreneurship until they

got carried away with the idea of the big corporation. They began

trying to find the entrepreneur in the corporation and lost him. Some

defined corporate management as the entrepreneur. Anyone with powers

of observation has got to know that is not true. Then one came to the

conclusion that the corporation is the entrepreneur. The business

historian, Grass, wrote that there are no more entrepreneurs, and that

only corporations and corporate managers exist. Again this is silly.

Drucker pointed out that when Galbraith was published to the effect

that the world is now going to be run by the planners more new com-

panies were formed in the United States than ever before.

Entrepreneurship Defined

It's hard to define entrepreneurship, and I have worked a long

time to come up with a definition that one could use for research. I

think the definition should not concentrate on the person, because

then you start thinking of heroic people with special genes. Rather

you should concentrate on the event, the entrepreneurial event? To

me, something entrepreneurial occurs when you have the following

conditions: (1) an individual or group takes initiative; (2) they

52-112 0 - 85 - 19
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bring together resources and form an organization to accomplish some-

thing; (3) they run it with relative autonomy; and (4) they succeed or

fail with the event.

That definition goes far beyond the clearest example of entrepre-

neurship, company formation. It includes entrepreneurial events in

corporations such as fully owned subsidiaries of corporations. It

includes events in government. We studied what happens when there was

a big cutback at the manned space center, and what happened to the top

managers in the project. Some went into a catatonic state, but some

reorganized their groups and went out to hustle contracts in competi-

tion with consultants. Show me a bureau, center, or institute at a

university, and I will show you an entrepreneur who had to get away

from his department and get an independent budget. Entrepreneurship

happens in civic life. Some of the differences between communities

that have been described at this meeting are proof that some communi-

ties have civic entrepreneurs -- people who put together a group of

banks to do something or people who do something with the downtown

area.

Why should we be interested in entrepreneurship? It will solve

no short-term problems. You will not bring a 24 percent unemployment

rate down to 14 percent by a program of entrepreneurship. Entrepre-

neurship is for the longer term where development has to do with the

future existence and growth of a community.
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Development Goals

As we reassess our economic development policy, it is important

to consider the special vulnerability of highly specialized industrial

cities and regions versus the greater resilience of local and regional

economies that contain large numbers of small firms.

Contrasting Manchester and Birmingham, England in the

mid-nineteenth century, architectural writer and critic, Jane Jacobs,

sought clues to long-term community dynamism. She pointed out that

knowledgeable writers of the period extolled Manchester as a paragon

of efficiency and model of the future. At that time, Britain domi-

nated the world in textiles, and Manchester, located near the great

port of Liverpool, was the heart of Britain's textile industry. The

coal, necessary pure water, and humid climate all made Manchester a

natural hub of textile manufacturing. Supplementary and supporting

industries, such as cotton-textile machinery and dye manufacturing,

clustered nearby.

I At the same time, according to Jacobs, Birmingham was "precisely

the kind of city that seemed to have been outmoded by Manchester ....

Birmingham .... had no specialty of the kind that made Manchester's

economy so comprehensible .... But as it turned out Manchester was not

the city of the future and Birmingham was .... Manchester had acquired

the efficiency of a company town. Birmingham had retained something

different: a high rate of innovation. Indeed, Birmingham and London

are the only two cities in Britain today that retain a significant

capacity to create new work from their existing work...." Jacobs'



576

119

discussion of Manchester and Birmingham strongly suggests that the

goals of economic development must go beyond "increased jobs and

income." More jobs, more income, regional exports, and a substantial

contribution to Britain's gross national product were not enough to

sustain Manchester through time.

What Is Development?

Despite several decades of preoccupation with economic develop-

ment, there is still no commonly accepted definition of what it means

to be "developed." Today, development is determined by comparing one

community to another in terms of gross output.

A more useful approach is to identify the dynamic qualities that

differentiate communities that are self-renewing through time despite

technological and economic change from communities that are not. What

differentiates a Manchester from a Birmingham? What kinds of quali-

ties in a community lead to the continuing formation of the material

opportunities needed as markets and technologies change? These are

important questions as we attempt to rekindle the self-renewing quali-

ties of the U.S. economy and its older industrial "Manchesters."

The qualities that have distinguished Birmingham from Manchester,

and which have characterized communities with long records of adapting

to events, are resilience, creativity, initiative-taking and, above

all, diversity. The ability to absorb abrupt changes in the economic,

social, and political environment and to bounce back. The ability to

generate anew and to experiment. The desire and ability to begin and
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carry through useful projects. A variety of enterprises that assure

that no single event can affect the whole community--all simultane-

ously describe the self-renewing community. And all are characteris-

tic of or generated by entrepreneurship.

Entrepreneurship and Economic Development

Entrepreneurship, as measured by company formations, is a posi-

tive response to the environment, an expression of resilience. Every

company formation is a creative act and bears with it an innovation in

terms of product, service, way of doing business, location, or appear-

ance. Every company formation is the result of initiative-taking.

Every new company adds to the diversity of a community, and the more

widespread the kinds of company formations, the greater the diversity.

A good case can be made that the number of company formations, the

rate of their formation, the survival rate of new companies, and their

diversity provide good measures of a community's capacity to renew

itself.

Economic development policies and programs that measure their

objectives solely in terms of jobs and income do little to achieve

these qualities, often prevent their development, and tend to make a

community hostage to the decisions of only a few firms. Typically, a

city or regional development authority launches an intensive campaign

to attract large industrial plants to generate jobs and income. Many

concessions are offered to the companies being wooed, including tax

breaks, free or cheap land, long-term and low-interest loans, build-

ings, utility development, highway construction, and railroad spurs.
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Yet, the probability of attracting a plant is not realistically

considered and the consequences of attracting a major plant are not

completely understood. One study conducted in the late 1950s-long

before industry attraction efforts became as widespread as they are

today-found some 16,000 development organizations competing for 200

available corporate moves at a cost of well over $250 million.

If the effort to obtain a plant succeeds, the incoming company

will probably bring its own managers and highly skilled workers, while

the community provides the low-cost, unskilled workers. A flow is set

up in which the community's skilled, professionally trained youth

leave for other cities while its unskilled youth are retained. An

in-migrating company, attracted by cheap labor and low costs, can thus

lower the net quality of a community's human resource.

With a large in-migrant company comes an enlarged work force and

increased demand for municipal services'such as policy and fire pro-

tection, education, and waste disposal. Since the incoming company

has typically been'given financial concessions, however, it is freed

from paying its fair share of the tax revenues needed to provide these

additional services.

Finally, the incoming company makes the community vulnerable.

The community adjusts to the dominant source of jobs and income in the

community and becomes hostage to it. This vulnerability becomes

apparent when a distant, "objective' management decides to shift its

production to a region with lower labor costs. In Ireland, for

example, development officials have recruited some 250 foreign-owned
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plants that account for over 50 percent of the country's Gross

National Product. Economic decisions affecting half the Irish economy

are now being made in London, Frankfort, New York, and Tokyo.

Considering the economic and social consequences of dependence on

a single crop, industry, or resource (be it a mineral deposit or cheap

manpower), the extent of local development efforts to attract a single

corporate division to employ "cheap" labor is surprising. A recent

example of the long-term negative effects of importing industrial

plants to a region can be found in the Mexican-American border

program. In 10 years,. the program attracted some 450 American

manufacturers with the bait of low-cost labor. Now that wages are

improving--they are still low by any standard--the companies are

leaving for Central America, the Far East, and Ireland where wages are

even lower. The years 1974-75 witnessed a 30 percent decrease in

employment in the area, as 25 to 40 percent of the in-migrant American

plants closed down, moved to other regions or severely reduced their

operations, leaving serious social and political problems in their

wake.

Instead of trying to attract branch operations of older, estab-

lished firms, economic development policies should be more concerned

with new and developing firms. They should aim at diversity and

reduced dependence in any community or region on one or a few sectors

of economic activity. Rather than concentrating on specific firms,

they should focus on creating the ecological conditions conducive to

new company formations.
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Economic development policies emphasizing new firm formations

rather than relocations provide a relatively lower risk, lower cost,

actuarial approach that is less subject to failure because it is not

project oriented. It is concerned with establishing conditions propi-

tious to company formation rather than with financing and servicing

specific plants or industries.

Who starts businesses, and under what conditions?

This year, in the United States there will be somewhere between

500,000 (as estimated by Dunn & Bradstreet) and 1,000,000 (my esti-

mate) new company formations. These formations occur despite reces-

sion, high interest rates, inflation, uncertain economic prognoses,

and the advice of worried relatives and dear friends. Each of the

company formations is the end result of one very personal human

process and the beginning of another. Though each company formation

is a unique event, examination of the data of company formations in

different countries, different time periods, and different economic

sectors suggests a general pattern to the process and certain common

characteristics no matter where it occurs. Though the pattern is

highly complex and involves many variables, it is recognizable and

describable. Having said the foregoing, however, it is important for

all concerned to understand that the company formation process is what

the psychologists refer to as "overdetermined," no single factor can

account for the outcome of the process; that is, it is describable,

recognizable, but it is not amenable to simple manipulation.
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Each company formation or entrepreneurial event, is the tesult of

two decisions: the decision to change from a given life path and the

decision to start a company. To make a major change in one's life

path is not a trivial affair, and it is seldom done casually. All of

us are held on course by a myriad of forces; family situation, job,

responsibilities, and the simple, powerful force of inertia. It takes

a great deal of force in a new direction (or a summation of a host of

small forces) to change from a given life path. The second decision,

to start a company, is a choice of one from among the thousands of new

life paths one might have chosen. After all, having decided to change

one's life path the question must be asked, "Why this particular path

rather than one of the others?"

The decision to change one's life path comes about as the result

of personal displacement, usually through negative forces. Despite

the fact that a majority of people will tell you that they would like

to be in business for themselves, I have only encountered one person

among the hundreds I have interviewed who had a deliberate,

step-by-step plan for starting a company, and carried it out. There

is nothing like a big kick in the pants to galvanize one into action.

A tremendous number of company formations occur among refugees, people

who've been fired, women experiencing the 'empty nest syndrome,' and

people who are insulted or frustrated on their jobs. Of course, not

all displacements are negative. We have companies started by people

who are between things; men called back to the reserves whose careers

have been disrupted, parolees, individuals who've just completed an
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additional degree. And there are the positive pulls of a friend who

says, 'Let's do itt" the customer who says, I'll give you a con-

tract," an unexpected windfall of an inheritance or a winning lottery

ticket.

Having been displaced, however, why does anyone decide to start a

company! After all, the conventional wisdom is that 90 percent of all

new companies fail in the first year, times are terrible, and everyone

knows that entrepreneurs have to work 100 hours a week. Why do this

peculiar thing? The choice made of a particular life path is the

product of two perceptions: the perception that a particular path is

desirable and the perception that path is feasible. Unless one can

perceive that a particular path is both desirable and feasible there

is little chance that it will be considered at all or chosen if consi-

dered. Of course, the two perceptions are not completely separable.

If something is perceived as very desirable, we may revise our esti-

mates as to its feasibility and vice versa.

Perceptions of desirability-Perceptions of desirability have to

do with values. A value is defined as a concept of the desirable.

Our perceptions of what is desirable are the result of our placement

in a matrix of culture, socio-economic structure, family education,

peers, and influential persons. The broader culture in which we find

ourselves conveys to its members what is considered desirable. Thus,

the immigrant mother wants her son to be a doctor rather than a fac-

tory worker for she perceives the doctor as having a higher value in

our culture.
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The culture that places a high value on being in business, on

entrepreneurship and/or the kinds of behavior associated with such

activities such as initiative-taking, risk-taking, innovation, inde-

pendence, is more likely to spawn company formation than one that

doesn't. In the United States with its frontier tradition, the coun-

try of the second chance, the value system is loaded for entrepreneur-

ship. Being in business for yourself is perceived as being something

to be desired, and all of the associated behaviors are valued highly.

It is not surprising that the annual rate of company formations is

high. In Italy if a man of education starts a company, he drops soci-

ally. People wonder why a man of culture would do such a gross thing

as enter into trade, and as you might surmise the Italian rate of com-

pany formation is very low.

Within a national culture there are many sub-cultures (regional,

ethic, and religious) that add their increments to the individual's

value system. The Smoeland region in Sweden is known for entrepre-

neurship. Similarly, the people from Cork are considered the most

entrepreneurial in Ireland, the people from the Brabant in the Nether-

lands, and my Texas students seemed more likely than my Ohio students

to think seriously about starting a business. There are m'. y familiar

ethnic and religious differences with regard to how entrepreneurship

is valued. We all accept the fact that Jews and Lebanese are entre-

preneurial, but they are only two among a host of ethnic and religious

groups that show a high incidence of entrepreneurship. The list

includes Ibos in Africa, Gujeratis, Jains and Parsis in India, the
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overseas Chinese in Southeast Asia, Antioquenos in Columbia, the peo-

ple from Pyongan in North Korea, and Mennonites and Mormons in the

United States.

The influence of family values in determining whether or not one

perceives entrepreneurship as desirable is a dominant one, and, though

a family exists within a particular culture, there are variations

between families. One way to gauge the effect of family on the value

attributed to entrepreneurship is to examine the data on the parents

of company formers. Studies of company formations in a variety of

industries and locations in the United States place the percentage of

company formers found to have fathers/mothers who were independent

(company owners, free professionals, independent artisans or farmers)

between 50 to 58 percent. This compares with a census count of less

than 12 percent of the U.S. population listed as self-employed. In a

Northern Italian study, the percentage of entrepreneurs with

independent parents was 56 percent. In Carrol's study of Filipino

manufacturing entrepreneurs, the percentage was 74 percent; in Harris

and Somerset's study of Kanyan entrepreneurs, 80 percent; in Harris's

study of Nigerian entrepreneurs, almost 89 percent; Jones and Sakong's

study of korean entrepreneurship, almost 80 percent.

The data follow the same pattern in study after study and in cul-

ture after culture. Of Lipman's Bogotan entrepreneurs, 61 percent had

independent fathers; Roubidoux's Quebecois 68 percent; Sayigh's

Lebanese entrepreneurs, 74 percent; Hammeed's Sudanese industrial

entrepreneurs, 70 percent; and Finney's Gorokans of New Guinea show a
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high incidence of fathers who could be interpreted to be relatively

independent in terms of tribal position. Borland found that the vari-

able most positively associated with a business student's declared

expectation or desire to start a company was whether the student's

father had been an independent businessman, farmer, professional, or

artisan.

Other influences on an individual's value system include peers

and influential others, those with whom the individual identifies. A

rather dramatic example of the latter is the influence of the behavior

and dress of popular rock stars on the values of some teenagers.

Influential others include teachers, mentors, respected public

figures, and writers.

Perceptions of feasibility-Whether or not an individual per-

ceives a particular path of action as feasible is really a question of

credibility. An individual must be able to realistically imagine

him/herself going through the action of starting and operating.a com-

pany for the act to be seen as feasible. Perceptions of feasibility

come about as an amalgam of knowledge, resources, and the assurances

that come from respected individuals or from observing the actions of

others like oneself.

Know-how gained from personal experience in a particular business

or from formal education contributes to an individual's perception of

the feasibility of starting a particular business. Relevant know-how

comes in different forms. Individuals tend to start business in the

fields in which they have worked. People who work in small businesses
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or in small corporate divisions are more likely to start business than

those who work in large ones; because they gain familiarity with the

whole business process which makes the thought of starting a business

much more feasible. Individuals, who have had customer contact, are

found more frequently among those who start businesses than those who

haven't; familiarity with the marketplace adds to perceptions of

feasibility.

Obviously, the availability of resources is a powerful influence

on one's perceptions of the feasibility of starting a company. The

relevant resources included financial resources in the form of

personal savings, credit, and equity capital, but relevant resources

include equipment, tools, materials, and labor. Entrepreneurs work

long hours because they are substituting their own labor for that of

others; this is known as seat equity. The personal labor of the

entrepreneur is a substitute for money.

Perhaps the most powerful influence on perceptions of the feasi-

bility of forming a company comes from the observance of others like

oneself who have formed companies. To see someone like yourself do

something makes it much more likely that you can imagine yourself

doing the same thing. Once Roger Bannister broke the four-minute mile

that apparent barrier was surpassed by others within months. It is no

accident that such a high proportion of entrepreneurs have parents who

are independent, worked for small businesses, had peers who started

businesses, or are members of regional, ethnic or religious groups

indentified with entrepreneurship. This is not a classical
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case of rule modeling. It is rather a case of seeing someone like

yourself who did it who is no better than you are. Hundreds of inter-

views have elicited the statement, "By goshl If he can do it, anybody

can do it." "I did everything the boss did except take home the

profits." "I went to school with him, and you'd have to have a part

of your brain removed to be as dumb as he is. If he can do it.." What

Jewish or Lebanese kid doesn't have at least one stupid relative in

business? If he can do it....

Summarizing the company formation process -The company formation

process is one that begins with a situation in which an individual or

group of individuals is forced from or decides to change to a new life

path. The situations are as varied as life itself, but more people

respond to negative displacements than positive ones. A particular

situation, however, elicits different responses from different

individuals. Among a group of refugees, one person might respond to

the situation by resignation while another undertakes the formation of

a company. The choice of response is a product of an individual's

perceptions of the desirability and feasibility of various

alternatives, and those perceptions are influenced by the individuals'

cultural antecedents, family, peers, education, and experiences.

The company formation process is nicely shown by considering the

fact that many successful entrepreneurs have tried and failed at least

once. Henry Ford failed completely twice. Consider the individual

who has failed in an entrepreneurial venture. That failure is a major

displacement in the failed entrepreneur's life path, but now the
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individual has learned a great deal about the desirability and feasi-

bility of being an entrepreneur. It is common to find three years

after a failure that the entrepreneur is ready for another venture,

and this time there is a higher level of know-how (e.g. "I'm going to

lease everything"). This time there is a different level of percep-

tion of the desirability of being in business for oneself (e.g. 'I

can't really work for anyone else anymore").

Entrepreneurial Psychology

I have said nothing of the psychology of entrepreneurs. It is

not by oversight. The more I study entrepreneurs, the more I am

impressed by the great variety of kinds of people who are entrepre-

neurs, and the more I find it difficult to be satisfied with simple

psychological profiles. Entrepreneurs are not born, they are devel-

oped. The great majority of people are capable of being made more

entrepreneurial.

If I had to pick the dominating motivation of the entrepreneur,

it is independence. Ask a complaining entrepreneur how much money

would make him opt to be a manager, and 50 percent will reject the

thought out-of-hand, while the majority of the remainder will name

some ridiculous figure like five to 100 times current earnings, and

mention, by the way, "And I'm in charge." Entrepreneurs are charac-

terized by a strong internal locus-of-control, that is they see them-

selves as being in control of their own lives (but so do managers).

Entrepreneurs are also characterized by a high tolerance-

for-ambiguity; an entrepreneur can issue checks on Friday and
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spend the weekend scurrying around to find money to cover the checks.

Entrepreneurs are denoted by high energy levels. But many of these

characteristics are learned behaviors.

What Can Be Done About It

There are very direct ways in which a community can enhance

entrepreneurship. Think about the company formation process. More

companies are generated out of small businesses than out of large

ones. By attracting desirable small businesses instead of corporate

divisions to a community you can raise the probability of new com-

panies forming as well as acquire the requisite diversity that makes a

community invulnerable to unexpected events. The more small busi-

nesses in a community, the more likely it is that you will have more

formations. Communities have been missing a golden opportunity to

attract the best of the country's small businesses with the lure of

financial support during this period of cash flow problems by offering

them the kind of financing we offer the Hondas, Chryslers, and

International Harvesters.

Once the company formation process becomes apparent in a com-

munity, the more likely it is that new companies will form. Small

companies beget more companies, and company formations trigger more

company formations. There is often an epidemic quality about the

process. It is no accident that we witness flurries of spinouts from

major corporations. Each spinout becomes a credible example to the

people left behind. Each observed formation serves the same purpose

for others in the community. It is a pervasive feeling of entrepre-
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neurship going on 'all around' which denotes Midland, Texas, and helps

to explain the numbers of company formations found there.

The local economic environment, particularly the way a commu-

nity's financial people respond to new and different companies, has a

critical impact on whether or not new companies will be formed. In

several studies comparing growing and stagnating cities, we found a

distinct difference in the way local bank loan officers and investors

responded to requests for loans and requests for investments in new

and different companies. Lively cities had lively financial people.

In the lively cities (and banks), financial people were far more like-

ly to take an active interest in new and different companies than

those in cities that were not growing. Lively cities were denoted by

an orientation towards success rather than an interest in hedging'

against failure. There was a distinctly greater readiness to lend or

invest in new and different companies coupled with a requirement for

far less security in the lively cities. There was a far greater tend-

ency to take an active part in structuring a new business to succeed

in the lively cities. In the stagnating cities investors were far

more reluctant to lend or invest, and had a tendency to structure

loans and investments for maximum security in case of failure.

A financial environment can be modified, particularly at the

local level. Most local bankers, like most people in any field, tend

to stick to the kinds of things with which they are familiar. How-

ever, local bankers would really like to be more responsive than they

are given credit for, and the attitudes and practices of local finan-
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cial people can be influenced through awareness and education. Where

the local financial community is not amendable to change it may be

possible to invite in others from the outside.

The primary effects of the political-legislative-administrative

environment on entrepreneurship is negative. Political ideologies are

expressed through law and regulation, and they, in turn, act to

prevent entrepreneurship or make it difficult. The clearest examples

are found in totalitarian states, especially those in the Communist

orbit. Where businesses are forbidden by law, entrepreneurship is

drastically reduced and pushed into the underground, and every

Communist country has a large, underground entrepreneurial economy; in

fact they can't function without that second economy. Where

entrepreneurs are considered with suspicion or contempt, and that is

translated into taxes or regulations that severely curtail the

possibility for company formation, formations are very few indeed.

Many Third World countries fall into the latter category, but so do

highly developed countries like those in Scandinavia.

Unfortunately, efforts to positively influence company formations

through modifications of the political-legislative-administrative

environment have not proven to be very effective. The experience of

the past several years with interventions ranging from set-asides to

direct financing has not been very encouraging. For example, despite

extensive efforts there has been no significant enlargement of the

pool of minority business. The political process has been used with

some success to remove legal and administrative barriers to entry
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(e.g. anti-trust legislation) and to structure taxes to make invest-

ment in new businesses more attractive, but the resulting effects on

company formations have yet to be demonstrated. Economists and poli-

ticians are constantly pressing for policies and legislation that

would provide incentives for investment in new businesses, but there

is little evidence that they have affected the rate or volume of new

company formations. To illustrate, we presented an investor with a

set of investment situations and asked what the effect of a tax policy

permitting rollover of capital gains from one investment to another

would have on his decisions? The answer was very revealing. He

stated that he favored the policy in general, however, it would not

change any of his specific investment decisions

There is an area that lies between the economic and political

elements in the environment. Public bodies can make resources avail-

able in the form of various kinds of financing, but public bodies tend

to be incompetent financers of private sector ventures. The record is

replete with the creation of public institutions to finance "risky"

new businesses. Invariably they become more conservative than private

investors because of the necessary requirement to defend their deci-

sions before legislatures with amnesia. Public resources in the form

of abandoned military bases, empty schools or municipal buildings, and

closed down plants can be supplied as incubator facilities to entre-

preneurs or small companies from other areas. Sometimes the pur-

chasing power of public bodies can be used to help desirable new

companies to get established, but, here again, the record is not too

encouraging.
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CASH TRANSFERS AND COMMUNITY ECONOMIC DEVELOPMENT

Gene F. Summers and Thomas A. Hirschl*

Introduction

The practice of deferral of earned income among wage earners was

institutionalized by government-administered retirement progams and

private pension programs in the 1930s. In Europe this movement began

earlier but in the United States it became formalized as part of the

'New Deal." By the 1960s, the deferral of earned income to age 65

involved enough people that it became a significant force in American

society.

Older citizens are guaranteed a right to consumption based on the

deferral of income from earlier years of employment. Moreover, they

are free to exercise that right in any community of their choice.

Many have chosen the warmer climates of the South and Southwest, but

they account for only a small percentage of the growing cohort of
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retired persons." The nonmetropolitan countryside has been the

preferred destination of those leaving major urban centers. The

residential preferences of this growing and reasonably well-financed

segment of American society have contributed to the population

turnaround of many rural communities (Beale, 1975-1976; Biggar, 1979;

Ploch, 1978; Sofranko and Williams, 1980; Williams, 1980; and Voss and

Fuguitt, 1979).

Retirees with their deferred incomes are the equivalent of a

major new basic industry for some communities. Bluestone reports that

between 1968 and 1975 there were 1,010 counties where the leading

source of income growth was net cash transfer payments (Bluestone,

1979), approximately one-third of all U.S. counties. The impact of

this trend is further strengthened by the fact that approximately half

of the retirees have additional income from property, investments,

private pensions and other nonwage sources. For example, Hewitt and

associates found that in two Wisconsin counties, 80 percent of the

retirees had Social Security cash transfer income, 62 percent had

investment income, 46 percent had job pension income and 47 percent

had other forms of nonwage income (Hewit, et al, 1968).

The importance of transfer payments and related nonwage income

receives much of its strength from the demographic processes which are

reshaping population characteristics in developed nations. Life

expectancy is increasing and a larger percentage of people are living

:o retirement age. Moreover, those who reach retirement are living to

.enjoy" more years of their earned leisure, financed by deferred

ncome and property incomes.
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Figures released by the Population Reference Bureau, Inc. (1982)

show quite clearly the aging of populations in developed nations. In

aggregate, the 'more developed" regions and countries of the world

have 11 percent of their population 65 years of age and older. In

"less developed" regions, the figure is 4 percent; and if China is

excluded, it is 3 percent. In North America, the elderly make up 11

percent of the population; in Western Europe, 14 percent; in Northern

Europe, 14 percent; in the USSR, 10 percent. By contrast, those 65

and over constitute only 3 percent of Africa's population, 3 percent

of Middle America, 3 percent of Tropical South America, and 3 percent

of South East Asia.

There is also a fundamental restructing of the economies of

developed nations which can be seen as a shift from goods-producing to

nongoods-producing activities. While it most certainly is true that

developed nations will continue to extract natural resources from the

land and process some of them into consumable commodities, these acti-

vities no longer dominate the economic landscape. Future growth in

developed nations will not come from these traditional sources of

employment. In fact, many traditional goods-producing industries are

already in absolute decline as employers and others are barely holding

their own or even growing at less than the national rate. The United

States is not alone in experiencing this shift.

A recent study by James N. Ypsilantis of the International Labor

Office in Geneva shows that in 12 of 14 industrialized nations there

was a decline in agricultural employment over the decade of
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1972-1982. Japan lost 1,980,000 agricultural Jobs, 729,000 disap-

peared in France, 520,000 in the Federal Republic of Germany, 151,000

in Finland, 79,000 in the United States, 62,000 in the United Kingdom,

47,000 in Sweden, 42,000 in Belgium, 37,000 in Norway, 36,000 in

Switzerland, 28,000 in Australia, and 17,000 in the Netherlands. Only

in Canada and New Zealand was there an increase in agricultural

employment, 43,000 and 12,000 respectively.

Mining was more mixed, perhaps reflecting the thrust toward

greater energy independence following OPEC actions in 1973. In the

United States, Canada, Australia and Norway, there was a rise in

mining employment, ranging from 513,000 in the United States to 4,000

in Norway. New Zealand was unchanged. In the other nine developed

nations mining jobs were lost.

Manufacturing also had a checkered gain-loss pattern over the

decade; five nations gained in manufacting employment and nine lost.

The largest gainer was the United States, 1,874,000 jobs, followed by

Canada with 297,000. Considerably below that were New Zealand with

29,000; Japan gained 20,000 and Finland 14,000. The most severe

decline was in the United Kingdom where 1,747,000 manufacturing jobs

disappeared. Losses in the other nations were quite substantial:

683,000 in the Federal Republic of Germany, 536,000 in France, 275,000

in Belgium, 163,000 in Switzerland, 121,000 in the Netherlands, 73,000

in Australia, and 57,000 in Sweden.

In marked contrast, employment increased in all branches of the

service sector of the 14 nations covered by the ILD study. Community,
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social, and personal services were the most outstanding providers of

new jobs. They created work for 7,236,000 people in the United States

with the smallest gain of 56,000 being recorded in New Zealand.

Retail trade, restaurants, and hotels together ranked second as a

source of new employment. Again, the United States had the largest

growth, 3,951,000 new jobs, and the smallest gain in this service sec-

tor occurred in Switzerland with 7,000 new jobs. Financing, insur-

ance, and business services also contributed in large measure to

increased employment. Over the decade under review, 2,827,000 addi-

tional American workers found employment in this sector, 1,830,0UO

Japanese; 481,000 French; 269,000 British; 210,000 Canadian; 156,000

Australian; 120,000 West German; 100,000 Dutch; 68,000 Swedish; 53,000

Finnish; 51,000 Belgian; 37,000 Norwegian; 28,000 Swiss; and 23,000

New Zealanders.

For the United States, the balance sheet of traditional,

goods-producing versus service-producing sectors overwhelmingly favors

the latter. Service sector employment grew by 14,014,000 from 1972 to

1982 while the combined gain from agriculture, mining and manufac-

turing was 2,308,000.

It is in the context of these major facets of the restructuring

of developed nations that we shall consider cash transfer payments and

community economic development.
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Cash Transfer Payments in the U.S.

Major Income Source

Cash transfer payments are an increasingly important source of

personal income in the United States. These payments include social

security, medicare, military retirement, unemployment insurance, and

public assistance. A recent report by Hoppe and Saupe (1982)

indicates that in 1950, transfer payments accounted for about 7

percent of U.S. personal income, by 1960, the share had risen to 9

percent and by 1977 almost 14 percent. In nonmetropolitan areas the

percentage was even higher, 16.1 percent. When nonmetropolitan areas

are divided by regions, as defined by the U.S. Bureau of the Census,

the portion of personal income from transfer payments is over 20

percent in the mid-Atlantic and East South Central (Briggs and Rees,

1982). Because of their size and growth, it is imperative when

considering community economic development that particular attention

be given to cash transfer payments.

Bear in mind that communities where transfer payments are a large

share of personal income are not "welfare havens." Public assistance

payments do not exceed two percent of personal income in any region of

the nation. Retirement and related programs made up two-thirds of the

transfer payments. Half of all cash transfer payments in 1977 were

made through general retirement programs, i.e., social security and

medicare. Specific employee retirement programs contributed another

16.4 percent.
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The difference in dollar volume between retirement and public

assistance programs is not the only factor distinguishing them. Pub-

lic assistance is an income maintenance instrument and usually pay-

ments are at a minimal level, on the assumption that interruptions in

income earnings are temporary. Therefore, communities with substan-

tial public assistance payments are likely to be experiencing employ-

ment declines. Consequently, public assistance payments are not

properly seen as potential development instruments. By contrast,

transfer payments which come from deferment of income usually involve

larger per capita payments and often recipients also have property

income. When considered in aggregate they constitute a substantial

proportion of total personal income and communities with a high

proportion of income in retirement transfer payments do not suffer

from reduction in per capita income. Consequently, transfer payments

from deferred income funds and linked property income often constitute

a source of money for economic development.

When other sources of unearned income, such as dividends,

interest and rent, are added to cash transfers, a startling reality

results. Unearned income accounted for 31 percent of total personal

income of the nation in 1977 (Briggs and Rees, 1982). "The non-

metropolitan areas of North Dakota, Nebraska, and Massachusetts gained

over 40 percent of their personal income from investment sources and

transfer payments in 1977." (Briggs and Rees, 1982:1661) In the

fringe counties of large Florida SMSAs the percentage was above 50.
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Communities receiving transfer payments can expect that approxi-

mately an equal amount of "investment" income will be added to the

local economy because the recipients of transfer payments generally

have other sources of unearned income. There is regional variation in

the ratio of investment income to transfer payments, of course. In

the old industrial belt, Appalachia and parts of the "old South,"

transfer payments exceeded investment income by 5 to 10 percentage

points. But in most states of the West North Central region invest-

ment income exceeded transfer payments, i.e., Iowa , Kansas,

Minnesota, Nebraska, North Dakota and South Dakota. Even so, transfer

payments accounted for 15.8 percent of personal income in the non-

metropolitan areas of the region as a whole. The point to be noted is

that cash transfer payments are associated with other nonwage incomes

and can make a significant contribution to the income and

job-generating capacity of many local economies. Briggs and Rees

(1982) conclude that "the heretofore unexplored role of unearned

income (including transfer payments) has grown in the 1970s as a

direct stimulus to nonmetropolitan development (p. 1665)."

Jobs Follow People

Jobs follow people, especially people with money. For many years

economic geographers have had the idea that people follow jobs. While

sometimes that is an accurate description of migration patterns, its

obverse is also true and often overlooked. An aging population, which

generates more retirees with reasonable incomes who chose to live in

nonmetropolitan areas, can shift the demand/supply ratio for consumer
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goods and services making rural communities strong markets. Transfer

payments are a significant element shaping the demand. Where the

demand/supply ratio becomes favorable, other sources of capital and

labor often follow, stimulating economic growth and population revita-

lization through net migration of younger adults.

A recent study by Fuguitt and Tordella (1980) provides data which

lend support to the idea that jobs (and younger people to fill them)

follow retirees. In 1950-60 the nonmetropolitan areas of all four

major census regions of the United States had a negative net migration

of persons of all ages. By the decade of the 1960s this net migration

had turned positive for persons 65 and over. Nonmetropolitan areas

were gaining more retirees than they were giving up to metropolitan

areas. But the net migration remained negative for persons less than

65 in nonmetropolitan areas of all four regions. However, from

1970-1975 the net migration of persons less than 65 became positive

and nearly equal to the rate for the 65 and over component. Thus, it

appears the migration of working age families lagged behind the

retirees by several years, which can be interpreted as a typical sup-

ply response lag.

Job Creation Effect

Further evidence of the importance of transfer payments, and

other nonwage income, for community economic growth comes from studies

by Harmston (1979), Doeksen and Lenard (1980), Smith et. al (1981),

Hirschl and Summers (1982), Bain (1982), and McNulty (1977). All

these analyses are concerned with the impact of transfer payments
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on local markets and thereby reveal some of the internal dynamics

linking transfer payments to job creation.

The first two reports are case studies of the impacts of an

elderly population on rural communities. In his study of Vandalia,

Missouri, Harmston (1979) found that retirement cash transfers consti-

tuted a substantial basic industry representing a net money flow into

the local economy and that these transfer payments had a multiplier

effect of 2.22 on the local economy. "For this particular small com-

munity retired people represent the equivalent of a substantial export

industry. Their impact could be enhanced at least a third by appro-

priate local action to cut down on leakeage of their expenditure."

(1979:12)

Doeksen and Lenard (1980) demonstrate that the elderly in a

Central Oklahoma community generated about $10 million income in a

community whose total population was estimated at 8,358 with 1,754

persons 65 and over. Net direct income added to the local economy by

the elderly was calculated to be $5,049,652. By applying a multiplier

of 1.94, the total effect was estimated at $9,947,814.

Three other studies of the impact of transfer payments employed

the regression type economic base multiplier model. Smith and associ-

ates '(1981) developed an estimated a regression economic base model

which included all sources of employment and transfer payments,

"except those profits, interest, and property incomes derived from

external investment, income in kind, private transfers, or gifts"

Smith et. al., 1981:19-20). Data from 110 nonmetropolitan Kentucky
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counties for 1970 were used to estimate coefficients. They report

that 'one job results from each $4,425 of income transfer." (1981:20)

However, this effect may be somewhat overstated because the model does

not isolate associated transfers of in-kind income such as food stamps

and medicaid benefits and excludes some property incomes known to be

associated with transfer payments.

Hirschl and Summers (1982) estimated a model using only four

major employment sectors and found similar results. The basic employ-

ment sectors were agriculture, manufacturing, inter-governmental

transfer payments, and Old Age and Survivor's Insurance (OASI)

revenues (the major component of Social Security payments). The

dependent variable was nonbasic employment change. The model was

estimated using data from 170 randomly selected nonmetropolitan U.S.

counties for the years 1959-1970. The results indicate that $3,984 in

OASI payments are sufficient to create one nonbasic job in the local

economy whereas $91,743 in manufacturing payroll or $64,516 in

agricultural payments would be needed to produce the same job. As

with Smith et. al, the authors caution that the effect may be

overstated because of associated income (transfer and investment) not

explicitly specified in the model.

Bain (1982) made a multiple regression analysis of rural counties

in Wisconsin over a 15-year period to access the associated changes

that retail sales had with changes in transfer payments, earned

income, and property income. The results show that growth in retail

sales are associated with transfer payment changes by a factor three

times greater than either of the other types of income.
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In a time series analysis covering a 19-year period, McNulty

(1977) also reports positive effects of cash transfer payments on

income gains in service sector income changes. However, the regres-

sion coefficient for property income was approximately twice as large.

Since the data used came only from metropolitan areas and Smith et. al

(1981) have shown that multipliers are sensitive to the size of com-

munity, some caution is in order.

In spite of limitations unique to each of these studies, they all

point to a similar conclusion. Cash transfer payments are potential

economic development instruments for local communities. Together with

investment income they are a source of money community development

planners must come to reckon as part of a community's economic base.

Capturing Transfer Payments

Transfer payments, and associated investment income, are nearly

one-third of the total personal income in the United States. Any

serious effort to achieve commmunity economic development must con-

sider these funds. Studies clearly document the potential positive

effects of transfer payments on local employment and induced income

generation. Thus, to incorporate these resources into a comprehensive

community economic development plan, it is important to consider

methods for capturing transfer payments.

There are at least four ways that transfer payments can positive-

ly affect a local economy. They can directly increase the demand for

goods and services in local markets. They can be used directly as a

source of investment funds for local enterprises. Aggregated
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regionally and nationally, they constitute a growing market for expor-

table goods and services. Similarly, in aggregate they are enormous

capital pools, which can provide development funds for local

projects.

Capture Consumer Spending

When considering transfer payments and property incomes as a

money supply for community economic development, the typical mental

path leads immediately to the goods and services demanded by local

residents who are "on social security and pensions." And this is a

proper response given the increased number of retirees in most local

communities. These people do demand housing, health services, retail

items, personal services, and banking services. Studies of consumer

spending behaviors show convincingly that elderly people spend more of

their income on these items than the nonelderly. Moreover, they are

more inclined to make their purchases in the local market whenever the

supply of desired goods and services is available (Doeksen and Lenard,

1980; Harmston, 1979; Bain, 1982, and Le Baron, 1982). By making the

community more livable for elderly persons, more of these dollars

could be captured in the local economy.

The question of how to capture these transfer payments is a

standard market analysis problem. What goods, services, and

investments are purchased by recipients of transfer payments? Where

are these purchases currently being made? Are there unmet needs of

these persons which are sufficient to encourage entrepreneural

activity?

52-112 0 - 85 - 20
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Many communities already are responding to the opportunities with

a variety of creative marketing efforts which meet the needs of the

elderly and at the same time stimulate the job and income generation

processes. Home delivery of all sorts of services is one arena of

innovation (or is it rediscovery of long discarded marketing tech-

niques). For example, retirees in many communities can now obtain

laundry pick-up and delivery, grocery delivery, hot meals, hair

dressing, barbering, house cleaning, reading of newspapers, magazines

and books, and other personal services in their homes. Health

services also are available in many communities on a home delivery

basis. The 'visiting nurse program" has been quite successful in this

regard. But there is much more opportunity for expansion which

requires as a first step, the recognition that home delivery of health

services is not just for "old people on welfare." The vast majority

of retirees are well above the poverty line and many of them need and

would benefit from home delivery of more para-medical services.

Mass communication can be used creatively to enhance retail shop-

ping by elderly who find mobility a constraint. For example, in Sauk

City-Prairie du Sac, Wisconsin, the local radio station has a regular

morning show where listeners can telephone to offer goods and services

or to solicit them. Participants include many elderly persons, as

well as local merchants and other community residents.

Housing developments for the elderly can be much more than the

traditional "old folks home." Many communities have condominium

complexes which incorporate most essential basic services. One such
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development in Cape Girardeau, Missouri is a fine example. One roof

covers the condo-apartments, grocery, barber/beauty shop,

florist-car-sundry shop, pharmacy, cafeteria, chapel,.a hospital wing,

recreation facilities, and a management office providing assistance

with a wider range of personal needs. This is hardly an 'old folks

home," even though the residents are all retirees; neither is it a

high-rise condo-complex with stereotypical impersonal relations. It

is an embryonic community.

The opportunities for creative and imaginative marketing efforts

to provide the goods and services desired by local, retired residents

are expandable. We believe the potential has not been exhausted; no

where near it. However, the income and job-creating capacity of

transfer payments directly in the local consumer market is limited.

But, there are other ways community economic development planning can

capture transfer payments.

Form Local Capital Funds

In 1980 the American Association of Retired Persons (AARP)

created the AARP Honey Market Trust as a service to its members. Two

years later, the trust was the fourth largest of its kind in the

United States with assets of $4.1 billion. There were 650,000

investors with an average holding in exceess of $6,500. These are

investment dollars that are siphoned out of local economies and

because of the portfolio of money market funds, very little of this

capital flows back into local economies and when it does, the cost of

capital has risen several points.
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Capital shortages and insufficient capital formation is fundamen-

tally a myth. The problem is more distributional in character,

spatially and sectorally. To some extent, increased availability of

capital for local enterprise development requires changes in banking

and taxation policies which will make the creation of local capital

funds competitive. Some of these necessary modifications are already

underway. But even with the implementation of favorable banking and

taxation policies, psychological constraints will remain.

Therefore, one of the challenges to community economic developers

is to find techniques of persuasion and cognitive redefinition to

awaken local investors to the possibilities of forming local capital

funds for use in their own community. The local banker and savings

and loan manager would be an early convert, but not necessarily the

first. Local entrepreneurs need to believe their enterprise is a

worthy investment and be prepared to demonstrate the soundness of

their enthusiasm. Hence, the road to capturing transfer payments by

forming local capital funds leads one through a consideration of

business expansion possibilities and new business formation

potentials.

Think Globally, Act Locally

In the aggregate, regionally and nationally, recipients of trans-

fer payments and property incomes are a strong consumer market and a

significant capital funds sources. From the standpoint of any partic-

ular community, economic development planning should go beyond
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thinking only of those transfer payment and property incomes received

by residents of that community. It is when they are viewed collec-

tively, across communities, states, and nationally that their real

potential is revealed. One must think of transfer payments and

nonwage incomes in these global terms in order to take effective local

action.

Transfer recipients are consumers of goods and services and while

there may be too few in any single community to support a locally

oriented enterprise; collectively they are a substantial export

market. Many of the goods and services consumed and used by retirees,

the elderly and other recipients of transfer payments originate from

regional centers. And these need not be large cities. There is no

particular reason why a nationally circulated magazine for the elderly

must be published and produced in New York. It could be done just as

well in Baraboo, Wisconsin. One could make the same argument for vir-

tually all the exportable good and services destined for the transfer

payment recipient market.

The crucial point is to recognize the fact that transfer payments

and linked property incomes are one-third of personal income nation-

wide. Therefore, when thinking about attracting new basic industries

or expanding existing firms, one ought to remember that this market is

enormous and still growing.

Pension funds are gigantic capital funds sources which community

economic developers should identify and study carefully. Even though

the fund office is in New York, Pittsburgh, Houston, or Detroit,
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there is no reason to assume, a priori, that fund managers are disin-

terested in development projects in Potosi, Rhinelander, Council

Bluffs, or Billings. While managers may have been reluctant to con-

sider small-scale community economic development projects in the past,

there are trends toward decentralization of people, political power,

and economic activities and toward encouragement of self-help. The

managers of pension funds have not escaped the pressures of these

trends.

In Wisconsin, the State Employees Retirement Fund is now commit-

ted to dedicating $10 million annually to economic development within

the state. Such projects have a physical reality which means they

will be located in some Wisconsin community or, more probably, several

communities. The message to community developers in Wisconsin is

clear. Communities with informed and assertive leaders have the best

chance of capturing these funds.

Another example comes from Missouri. The Community Mortgage

Trust has recently been formed in St. Louis as a joint venture of the

Homebuilders Association and the Mercantile Trust. The objective is

to bring together pension fund officials and home mortgage lenders.

According to Beth Van Houten of the Federal National Mortgage Associa-

tion, this is "the first time there has been a concerted effort to

bring various lenders together with various pension funds and to try

to mix and match their needs." (AARP News Buletin, January, 1983, P.

9)
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To capture more of the transfer payments and organize them for

community economic development, it is essential that one think global-

ly and act locally. National and regional trends in the size and

structure of transfer payments must be studies to identify potential

markets and capital sources which can be translated into local eco-

nomic development strategy.

Closing Comment

Current attempts by the federal government to reduce transfer

payments are not likely to significantly reduce them as a component of

personal income. Public assistance programs account for only 2

percent of total personal income, roughly 15 percent of all federally

funded transfer payments. Most cash transfers are retirement payments

and default on obligations to pay deferred income would be politically

untenable. Thus, in the currently proposed Reagan budget, these

programs make up 27.1 percent of the national budget, down from 27.6

percent. And it appears Congress may be in a mod to restore some of

the proposed reduction.

Cash transfer payments, property income, and other nonearned

incomes are a significant factor in the American economy. Any compre-

hensive community economic development strategy must take that fact

into account.
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RURAL DEVELOPMENT RESEARCH PRIORITIES FOR THE 1980s

Kenneth L. Deavers*

Discussions at this conference have already made it clear that

the context for research on rural community development is different

in the 80s from what it was for nearly three decades. Since, in my

judgment, that context significantly affects the research agenda

before us, let me summarize some important dimensions.

Rural Growth

I realize we are meeting in a part of the country which has not

shared in a major way in the 'Rural Renaissance' of the 70s. Yet, in

characterizing the future of rural America today, it seems to me that

growth, not decline, is what is likely. When asked whether it is

likely that the 70s are an aberration, and that we should continue

instead to use earlier periods as our guide to internal migration

behavior, and hence to population distribution, Calvin Beale has

(cautiously) answered "no." He bases that on the strength of the

factors that gave rise to the population turnaround, including:

*Kenneth L. Deavers is director of the Economic Development Divi-
sion, Economic Research Service, U.S. Department of Agriculture,
Washington, D.C.
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(a) economic decentralization, (b) preference for rural living, and

(c) modernization of rural life. And, it should be noted that the

surplus labor pool in agriculture, from which many rural to urban

migrants originated, is now largely depleted.

As implied by Calvin, recent rural growth encompasses more than

simply improved population retention and significant net inmigration

from larger urban areas. At least as important are the growth of

nontraditional rural industry and the growth in size and complexity of

rural government.

In recent years, manufacturing has decreased as a source of non-

metro employment, from 29 percent in 1973 to 24 percent in 1981.

During the same period, service-producing industries increased from 40

to 44 percent of all nonmetro wage and salary jobs. In fact, over

half of all new jobs added in the nonmetro sector during 1973-81 were

in service-producing industries.

The size and complexity of rural government has also increased

during recent years. During 1972-77, local government expenditures

and resources increased (on a constant dollar basis) in both metro and

nonmetro areas--with the increase being greater among nonmetro govern-

mental units. In fact, nonmetro government expenditures increased

twice as fact as those of their metro counterparts during the period.

Local government employment also increased in both metro and nonmetro

areas, with the nonmetro rate of growth substantially greater than in

metro governments.
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Rural Diversity

Rural and urban once comprised a useful dichotomy. Distinguish-

ing characteristics involved more than scale. For rural areas, there

was a shared dependence on agriculture and extractive industry. (One

result, of course, was personal income levels much below those enjoyed

by urban residents). But the essence of rural, in my judgment, was

not its economic base. Because rural areas were relatively isolated,

and because movement of people was largely away, they were likely to

be more socially and culturally homogeneous. Thus, they shared impor-

tant views about the amount and kind of government, about limiting its

role in everyday life, and about the predominant role of family and

religion in shaping behavior and beliefs. The shared values and

isolation of rural areas meant that individual independence and

self-reliance were the hallmark of being rural. This meaning of rural

is deeply imbedded in the American conscience, and rural

fundamentalism remains a powerful social and political force. However

powerful this view of rural, its relevance to public policy in the 80s

is questionable.

For example:

* Analysis of rural population change in the 70s shows that

more than 600 counties grew at a compound annual rate of 2.0

percent. Rates of growth this high are more typical of devel-

oping nations, usually resulting from high birth rates. But in

the United States, only in Alaska and some Indian and Hispanic

areas of the Southwest is the population growth significantly
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influenced by high fertility. Elsewhere, it results primarily

from immigration. Often these immigrants bring with them a set

of values and expectations at odds with the local rural

community.

* Rural self-reliance remains an important value, evidenced

in part by the continued importance of individual entrepreneurs

(sole proprietorships) among rural business. But, during the

70s, net transfer payments were the largest source of personal

income growth for rural areas. In fact, by 1979, transfer

payments (principally Social Security) accounted for 12 percent

of total personal income in rural areas. Dependence on

transfer payments as a source of income is particularly great

in the South and Northeast.

* The belief that rural areas are immune from national crime

trends has proven false. As urban crime rates began to rise

during the 1960s so did rural crime rates. By 1973, reported

crime in nonmetropolitan areas exceeded the 1960 metropolitan

rates. It is still true that the more rural an area, the less

crime it has, but in even the most rural counties, property

crimes reported to the police now equal the 1960 national

levels.

Rural Equity

Federal policy designed to assist rural people and areas have

been a response to perceived and actual rural disadvantage. The

picture of rural America, with many of its citizens poor, under-



618

161

nourished, undereducated, ill-housed, denied access to essential pub-

lic facilities and services, was painted vividly by the Poverty Com-

mission in its 1968 report, "The People left Behind." But public

awareness of the plight of rural people, especially farmers, had long

before served to stimulate and shape public policy, e.g., during the

days of the Dust Bowl and Great Depression.

Poverty remains a serious problem for many rural Americans, with

roughly 12.5 million rural poor in 1981, nearly 39 percent of the

nation's total poor. Nevertheless, in most of rural America there has

been enormous social and economic progress.

For example:

* Only 30 years ago substandard housing (housing that is

either overcrowded or lacks some or all plumbing) constituted a

substantial majority (59 percent) of all rural housing. Using

that same measure of housing quality (which allows for no

changes in tastes and preferences for housing), the 1979 Annual

Housing Survey shows that only 5 percent of rural housing is

substandard.

In fact, examining the incidence of substandard housing

from the 1979 Annual Housing Survey shows that only 15 percent

of nonmetro middle income homeowners spent over 30 percent of

their income for housing compared with 49 percent of very low

income owners. Comparable figures for nonmetro renters were 36

percent and 78 percent. It seems to me that we no longer have

a general rural housing problem. Rather, we have a rural
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poverty population whose problems include inadequate affordable

housing, along with other symptoms of poverty.

* For many years, discussion of rural disadvantages has

included credit availability high on the list. While there

were significant institutional innovations and programs adopted

to serve the "unique' credit needs of agriculture, nothing so

sweeping has ever been so successfully pursued on behalf of the

rest of rural business and industry--although various forms of

a rural development bank have surfaced occasionally on the

Hill. In recent years, the concern about a rural credit

shortage" has extended to rural governments, again without

significant new institutions (or mechanisms) being legislated

to solve the problem. Does the failure to create, for other

rural business and rural governments, an analog to the farm

credit system and federal farm lending programs represent an

unresolved rural inequity?

In my view, there is little substantive research evidence

to support an affirmative answer to that question. In fact,

general growth trends of the last decade or so, and piecemeal

research evidence, suggest that there is no aggregate credit

shortage in rural America. That is not to say that some rural

areas and some rural businesses do not have difficulty

obtaining credit on favorable terms, either because of the cost

of information, the perceived riskiness of the venture, or

credit rationing by financial insitutions.
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* Finally, discussions of rural disadvantage usually include

data on expenditures by local governments. Even in constant

dollar terms, increases in per capita local government spending

are impressive. Between 1952 and 1977, real spending increased

from $234 to $349 in urban counties and from $180 to $263 in

rural counties.

Recent research by Tom Stinson has focused on progress

against a minimum acceptable level of government service. He

demonstrated that the proportion of counties spending less than

a minimum acceptable level of local services decreased by about

50 percent between 1969 and 1977. Progress against a "poverty

level" of educational spending was less dramatic-about a 20

percent decrease.

My point is this, the past 15 years have been a period of rapid

growth and development for many of the cities, smaller towns, and open

country areas of rural America. Per capita personal income levels in

rural areas have risen to about 80 percent of those in urban (while

appropriate cost-of-living adjustment would probably narrow the gap

even further), and large numbers of better rural jobs have been

created. Along with this has been enormous improvement in much of the

public and private infrastructure that serves rural people. Given

such a long period in which rates of population and employment growth

for rural areas have been substantially greater than for urban areas,

it is time to abandon the rhetoric of the 50s and 60s as a rationale

for rural policy. Many of the equity arguments for generalized rural

development assistance programs have been mitigated.
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Research Priorities

Rural Typologies

Our ordinary use of the word rural, and the way we divide urban

and rural territory, captures enormous diversity within the rural

category. In fact, much of the research published by the Economic

Development Division in the 709 had documentation of the many dimen-

sions of rural diversity as a major theme. Together with other

researchers, I believe we have been largely successful in making that

theme part of the public knowledge base, from which discussions of

policy and programs for rural development derive. Unfortunately, I

believe we have been too successful. Many of the participants in the

dialogue on rural policy have drawn the inappropriate conclusion that

every rural area is so different from every other rural area that

there is no need for (indeed no real possibility of) national rural

development policy and programming.

It seems to me that what we need is research aimed at providing

new social, economic, and political content to our categorization of

places as rural. My hypothesis is that most rural areas can be aggre-

gated into a handful of 'types," and that this typology will contri-

bute to a better understanding of commonality as well as diversity

among rural areas. The objective of categorizing rural areas is

improved public policy formulation, i.e., increased understanding of

the various kinds of public policy and programs likely to be important

to the future development of rural places.
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I would speculate that there are several somewhat different rural

typologies that may be useful, depending on the policy objectives we

are seeking to meet. That is, the most useful way to organize rural

territory when thinking about future economic development policy may

well be different from how to best organize it to think about more

narrowly conceived policies, e.g., health care or housing assistance.

Alternatively, a single economic development-oriented typology may

suffice, recognizing the pivotal role of economic opportunities in

shaping other rural community choices.

The power of a typology of rural America is its capacity to

capture a substantial amount of social and economic detail about rural

places, relevant to policy formulation. That is, it serves as a

paradigm of rural America for policymakers. If, for example, rural

areas with a continuing dependence on agriculture form one logical

group in such a typology, much more than their economic base will dif-

ferentiate them from other rural areas.

Distributional Studies

In the literature of regional science, spatially oriented

development policies can be justified on two grounds: efficiency and

equity. The efficiency rational involves various kinds of market

failure, which if corrected make it possible to achieve a higher level

of national output from the same level of inputs. Thus, over some

time horizon, policies that achieve an improved distribution of eco-

nomic activity make (or at least have the potential to make) everyone

better off.



623

166

The equity argument, of course, is that whether or not the

observed spatial distribution of development is efficient, the result-

ing distribution of outcomes is unacceptable. Even if correcting

these distributional inequities results in real costs, e.g., a reduc-

tion in national output, regional policies are justified.

In my judgment, most of the spatially oriented programs with

which we have experienced in the U.S. over the past 20 years have been

largely justified in terms of achieving distributional equity. Yet,

our basic understanding of the distributional outcomes of development

remains relatively primitive, except in the most aggregate terms:

average or median levels of urban and rural per capita or family

income, for example. Since those aggregate measures seem to indicate

significant progress in achieving distributional equity among rural

and urban places, it has become increasingly difficult to maintain the

political coalition for general rural development programs--and, in

fact, for any rural development assistance efforts.

We need wide-ranging research on distributional questions

including national/regional analyses across areas and population

groups. This should be a major focus of attention in analyses of the

1980 Census. But, in my view, such studies using large secondary data

sets are not a substitute for more limited, localized research speci-

fically designed to increase our understanding of particular kinds of

distributional consequences of rural development at the community

level.
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The Economic Development Division has undertaken a series of such

studies, designed primarily to increase our understanding of how rural

labor markets distribute jobs in different kinds of growth situations;

manufacturing, service, retirement, and recreation. Preliminary

results from the first of those studies have already been revealing.

For example, our study in Kentucky found that long-term residents were

able to successfully compete with immigrants for jobs. The rate at

which long-term residents were employed was as high as the rate for

immigrants. However, the results confirm the belief that immigrants

have an advantage over long-term residents for better-paying jobs.

Inmigrants, particularly those moving to the areas between 1965 and

1974, a period of rapid expansion in manufacturing and service employ-

ment in the area, held a disproportionate share of the executive, pro-

fessional, and managerial positions.

Condition Monitoring

As a rule, I think too much of our research attention is devoted

to purely descriptive reporting of rural conditions and changes, rela-

tive to efforts to understand the causal forces at work. We have, for

example, done an outstanding job of documenting the dramatic shift in

migration patterns that began in the late 60s. Several researchers,

including Calvin Beale, Peter Morrison, and Glenn Fuguitt, have

advanced reasonable explanations of the new rural direction of migra-

tion. Yet, to the best of my knowledge, we have no behavioral models

of migration which any of these same researchers would be willing to

say explain what happened in the 70s, or to use for even medium-term
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predictions of future migration trends. This represents a serious

shortcoming in the usefulness of. ur understanding of rural develop-

ment.

At the same time, I am convinced that simple, straight-forward

reporting of rural conditions and changes is essential to public

awareness of 'ruralness.' With nearly 73 percent of the nation's

population living in metropolitan areas, and over 40 percent in areas

with a population of 1 million or more, the predominant experience and

perception of our society is urban. If the concerns of the over 60

million people who call rural America their home are to receive atten-

tion and to influence federal policies that affect them, their current

situation must be well known.

Our ability to monitor current rural conditions improved signifi-

cantly during the past decade, but high data collection costs and bud-

get cutting have eroded some of those gains, and threaten still other

sources of rural data. USDA's recently announced rural strategy,

recognizing this problem, takes a particularly strong stand on the

importance of adequate rural data. It says:

'To help insure that statistical gaps do no impede

rural America's access to Federal resources, and

to ensure that policymakers at all levels of

government have an accurate assessment of rural

problems and potentials, the U.S. Bureau of the

Census, Bureau of labor Statistics and Bureau of

Economic Analysis will improve the quality and

specificity of information collected and reported

on rural areas."
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As researchers, we have a major responsibility to see that systematic

efforts are made, not only to protect essential existing rural data

series, but also to move forward with expanded rural data collection

activities to fulfill this policy mandate. I am especially concerned

that the long-awaited arrival of detailed social and economic data

from the 1980 Census, and the opportunities it provides for much

needed research, not consume all of our attention and energy. We need

to be sure we don't spend 3 or 4 years mining the census for

policy-relevant informaton; only to find that the rural world has

shifted on us while we weren't looking.

Rural Development Modeling

Clearly, rural development policy is future oriented, that is, it

is designed to shift the outcome of national development trends to

increase the share of development captured by rural areas and rural

people. Or, if you prefer a more modest characterization, it aims to

improve future development opportunities for some specific set of

rural places and groups of rural people within the rural share. In

either case, appropriate policy intervention requires that we have a

reasonable understanding of what future trends will be in the absence

of intervention, and a clear idea of the consequences of intervention.

We require this knowledge at both the national level and the community

level. Unfortunately, we are very short on both of these counts.

Despite the difficulty of modeling future rural change, it it

essential that we devote significant research resources to this task.

My preference would be to develop our knowledge of causal factors
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influencing key components of rural well-being and change, rather than

to attempt a holistic approach. I believe the risks in developing

partial models and partial solutions are minimal, and I seriously

doubt that we are in a position to be more ambitious.

My high priority list of issues where we need fundamental

research knowledge includes: migration behavior; rural industrializa-

tion; natural resources endowments, ownership, control and social

well-being; labor market structure and change; income and wealth dis-

tribution; rule of public facilities/services in social well-being and

development; and local impact models.
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A COMMUNITY ECONOMIC DEVELOPMENT AGENDA

FOR EXTENSION IN THE 809

Ronald C. Powers*

Introduction

This has been an excellent conference. That is not only my judg-

ment but it seems to be widely shared by those of you who have

attended. I'm very pleased to see nearly all of the participants stay

until the conference is finished. I hope that some of my comments may

be helpful and justify your staying.

My approach this morning is to make some opening remarks and then

involve you in a discussion in which all of us can contribute to iden-

tifying the opportunities for important extension economic development

work in the years ahead. It is my intent to utilize the input from

this discussion session in the final version of this brief paper, which

will be included in the conference proceedings.

A Bit of Reminiscing

On the 17th of February, I celebrated 25 years in Cooperative

Extension work in Iowa. At a surprise party for the occasion which was

*Ronald C. Powers is director of the North Central Regional Center
for Rural Development and associate dean and director of Extension at
Iowa State University.
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thoughtfully arranged by my secretary, one of the state specialists

displayed a poster with some of the newspaper headlines from that date

in 1958. The items were rather interesting and included the following:

1. We were in a recession and had 4.5 million unemployed.

2. A brand new Edsel cost $3,595.

3. It was 19' below zero.

4. Eisenhower was vacationing in Georgia.

My conclusion about those items was that we are in a deeper and

bigger recession; a new Edsel today would cost you considerably more

(in fact a used Edsel would cost you much more); the weather, as

always, is variable; and we have another president who enjoys vaca-

tioning away from the problems of the nation and the world.

In a more thoughtful review, I remembered that 1958 was the begin-

ning of several economic develpment programs to deal with the problems

of that day. Rural Areas Development (RAD) began at about that time.

In the early '60s the Area Redevelopment Act was passed to provide aid

to 'sick and distressed" counties throughout America. In a short time,

an avalanche of legislation was passed as part of the Johnson Adminis-

tration's war on poverty. The perceived solutions were nearly all

designed on a grand scale. The administrative philosophy on the

national level at that time was to virtually write off the role of

state governments to form a fourth branch of government in the country-

side. These were sometimes called Community Action Agencies, Regional

Planning Commissions, and the like. In fact, extension spent a good

deal of time in the early '60s helping to design these organizations

and develop such a system.



630

173

In the early '60s' we were working in extension to help rural peo-

ple make choices. *Many of those choices concerned outmigration from

the ural areat- We performed economic base studies to try to help

communities in areas understand what was happening. As I indicated,

many of us helped bring about substate regionalism and other organiza-

tional mechanisms. Government was getting bigger, more programs were

being developed, and federal dollars increased rapidly. Some of us

used impact models in the early '60s that could have been quite damag-

ing except that people tended to ignore us. I'm talking about the pop-

ulation and agricultural adjustments that led us to suggest to many

communities that their only alternative was to gracefully prepare to

disappear. Not only have virtually no rural places disappeared, but as

we all know many of them have gained strength and others have retained

a remarkable vitality.

Current Situation

Now, in 1983, we have more than 10 million people unemployed and

are at or near the bottom of a recession that has been underway for

more than two years -one of the longest recessions since World War II.

If you believe the current news, then you may feel that the economy is

on the mend and things will get better. Regardless of that conclusion,

we know that federal dollars for state and local projects are shifting

and decreasing. Roles of the federal government have changed in the

last two years. We also know that many people have moved to rural

areas. Entire basic industries in the country are being restructured.

Whole categories of occupations are being eliminated or severely
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curtailed. We are, in short, in a new social, political, and economic

era. This sketchy background is reason enough for us to carefully con-

sider the extension economic development agenda for the rest of this

decade. We must be aware that many of the rules of the game have

changed. I'm not overly confident that we have changed enough to be of

optimum use to the people who have problems.

As an example of our not understanding that the rules have

changed, I would like to suggest that most of us were trained in eco-

nomics to understand that an economy could not grow and prosper if one

tried to create jobs which were essentially comparable to 'taking in

each other's laundry." I believe the rules have changed to the point

that because we are not in a world-wide economy and much of the

extractive industry is located elsewhere in the world, our shift to the

services sector jobs is a step down that path of "taking in each

other's laundry." What all of us will need to cope with is the extent

to which that is, in fact, economic development in the sense of

creating jobs and value added to products as opposed to some

slight-of-hand-juggling of jobs and resources.

Extension and Community Development in the '80s

As we consider possible agenda items for the economic development

work of extension, it is important to take note of some background work

that has just been completed.

Specifically, I would like to call your attention to the CRD in

the '80s Task Force report which shows economic development to be one
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of three high priority and major problem thrusts of extension community

development programs for the remainder of this decade. This document

<' was approved by ECOP in their meeting just two weeks ago in late

February.

To quote from that forthcoming document, the three major chal-

lenges facing communities are expected to be as follows:

1. Achieve or maintain a strong stable economic base.

2. Provide facilities and services to support this economic base
and to meet social needs.

3. Foster a process of community decision making which assures
the opportunity for constructive citizen participation.

Another document that has just been completed speaks to the entire

Extension Service and is entitled "Extension in the '80s: A

Perspective for the Future of the Cooperative Extension Service." The

basic mission of Cooperative Extension Service is noted as follows: To

disseminate and encourage the applicaton of research-generated

knowledge and leadership techniques to individuals, families, and

communities. Community and small business development are highlighted

as being important segments of future extension programs. The report

notes the following about community and small business development,

"This work is increasingly important today since the constituent

economic units in small communities--farmers, processors, and small

manufacturers-are increasingly interrelated in terms of economics.

Living environments, the quality of life, public services, and cultural

and educational opportunities form a single concern." The conclusion

in the report with respect to community and economic development



633

176

highlights the following idea: 'Vigorous communities and community

leadership, profitable businesses, a prosperous agriculture, and vital

organizational leadership are the goals of community development."

In the case of economic development, as noted by George Morse and

his colleagues at the National CRD leaders Training Conference at

Atlanta in 1982, a key problem for us is that we have too few

specialists trying to cover too many specialties. The near future does

not hold well for solving that problem. Consequently, we will have to

look at other options for increasing the amount of economic development

assistance to communities and states.

Cuirent Economic Development Context

A recent article by Timothy Schellhardt, from the Wall Street

Journal, highlights another factor which will challenge us as we

attempt to work in ways to improve the knowledge base upon which econo-

mic development policy decisions are made by local communities and

states. Schellhardt discusses the increase in economic warfare between

states and between regions. We have been observing this phenomenon for

some time, but it is rapidly reaching epidemic proportions. Interstate

economic conflicts are erupting in many areas. It is noted that more

than sixty companies have moved from Minnesota to South Dakota in

recent years. The same kind of migration of firms between states in

this region and between states in the region and the rest of the

country is also well know. The Silicon Valley of California, Route 128

in Massachusetts, the Research Triangle in North Carolina, and the
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computer-based industries in Minneapolis are being invaded by

out-of-state economic development officials attempting to lure away

high technology companies.

High technology has become a by-word of most states. Currently at

least 33 states, including every state in the Midwest, have some form

of high technology commission which is attempting to change policies

and take actions which will bring a higher proportion of high tech jobs

into their states. Whatever else, it is very clear that the total

expected increase in jobs associated with high technology is not going

to be sufficient to realize all of the job-creating goals stated by

governors throughout the country. I hope that we will not become so

focused on high technology that we overlook the many opportunities for

job creation in the rest of the economy.

Another feature of the economic warfare is the tax policy revi-

sions within the states in an effort to gain a comparative advantage in

the war to locate new developments. Some of this. is particularly

worrisome, given the vast literature which suggests that tax abatements

and other credits are not usually the major locational factor for an

industry. Most of them have not demanded such, but because they have

become a standard practice in economic development they are a defacto

requirement and one which may find states and localities mortgaging

their futures in ways which are difficult to overcome. We need to be

more helpful to states and localities in evaluating the possible con-

sequences of various tax abatements before the agreements are actually

made.
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Against this backdrop, then, what are some of the important items

in our economic development agenda during the next three to five

years?

The Economic Development Agenda for Extension

The most important question we have to answer before we implement

further work in the economic development arena is whether or not we

have a sincere intent to help. This is important because we simply do

not have all the answers; we will have to help people muddle through

decision-making processes, and the data base is never going to be to-

tally sufficient to give precise answers. Within that framework, it is

absolutely imperative that we only move ahead in this arena if we have

a sincere willingness and intent to help people that overcome some of

the untidiness of the decision making that must go on in this arena.

Part of my agenda speaks more to extension administrators than it

does to extension specialists. The primary reason for that is because

extension administrators need to grasp the importance of providing

strong support for work in economic development. It is imperative to

the continued vitality of agriculture as well as to the continued

vitality of the total state's economy. That vitality is directly

related to the willingness and the capacity of a state to support an

extension educational system. There is a tendency in times of finan-

cial stress to pull back from those areas of work which are relatively

new or have relatively few people employed in them and to concentrate

on those things in which 'we have always had excellence." I submit
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that in these days as we look ahead that the work in economic develop-

ment is crucial. and should not be disconnected or set aside from the

business of extension.

Some of the agenda that I have identified has an overlap with the

research agenda because I believe that one of the items that we must be

attentive to is the creation of a solid knowledge base under the exten-

sion programs which we initiate in this area.

I believe that one of the things that we must do in this region is

to put together a stronger knowledge base which analyzes the basic eco-

nomic trends which are occurring in the region and their relationship

to the total economy. We need to know what is going to happen with

respect to the basic industries, particularly those with aging physical

plants. We need to have a handle on the number of jobs that will be

terminated because of changes in the technology of basic industry as

well as the relocation of that industry. We also need a hard-headed

analysis of the total potential for jobs in the broad area that comes

under the umbrella of high technolgy and some sense of the most likely

location of these jobs within the region. It seems clear from speakers

at this conference that the impact of high technology may be

overestimated and, furthermore, that there will be relatively small

defined areas within which most of that development will occur.

Associated with that is the need for a thorough look at the occur-

ring manpower changes with implications drawn for retraining potential

as well as the need for shifts in the kinds of basic vocational/

technical training that are being provided in the region.
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It goes without saying that we need substantial understanding of

the relationships between tax policy and the financing of our basic

public infrastructure in the years ahead.

One of the agenda needs is an active, vigorous public policy

program aimed at helping people understand the changing economic 
base

of the Midwest. State policy makers need to have a more complete

understanding of what is going on and what is likely to occur in the

economic base of this region and the effects of some of the policies

which have been implemented or are being strongly considered by their

states.

Beyond the broad public affairs approach, I believe that we need

to move the tools that we have for community economic analysis into

wider use as rapidly as possible. It seems to me that we have several

analytical tools available that are being used here and there in the

region, but we do not make enough final investment in order 
to provide

these tools and make them applicable across the entire region. Perhaps

we should give serious thought to multi-state or regional training for

other organizations or agency personnel who are directly involved in

economic development work so that they might make greater utilization

out of the existing analytic capabilities. I am aware that some of you

do offer basic economic development courses. Perhaps there needs to be

some effort to expand this effort to include participants from more

states.

Let me review some of the priorities generated from discussions

during the conference. Without any necessary ordering of priority, they

include the following:

52-112 0 - 85 - 21
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1. Develop publications which stress "how to" and relate to com-
munity analysis tools as well as tools for helping individual
business firms.

2. Create a series of small business management development
materials.

3. Establish a National Center for Community Economic Development
-much like the Rural Crime Center or some variation which
locates specialists in different institutions around the coun-
try who give leadership to subsets of the economic development
agenda.

4. Form and use a team of experts to do certain kinds of training
for selected audiences in the region.

5. Identify the professionals who are working in economic devel-
opment within the region. Create and assist such a network in
exchanging information.

6. Develop materials on alternatives of financing for public
infrastructure as well as understanding the consequences of
new federal regulations with respect to financing.

7. Inventory and synthesize literature with respect to the poten-
tials of agricultural product processing within the region
which would contribute to increased economic development.

8. Annotate a bibliography of community economic development
tools which would be available to the professionals.

Some Ways of Implementing the Agenda

We have had applied research projects and some extension efforts

related to economic development for several years. This conference is

yet another example and will, I believe, push our thinking forward.

I would invite the people in this room to identify some of the

most important knowledge needs for effective programming in economic

development and to make proposals to the North Central Regional Center

for Rural Development. We can often provide some seed money to allow

groups to work towards their objectives. If desired, we can also take

a more active role in helping to seek additional dollars where needed.
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The center could also, with help from faculty in the region,

engender some additional kinds of public affairs efforts for key

decision makers.

In all of what we do, we need to remember and make use of our

comparative advantages as an extension system. Among those that I see

are the following:

1. Access to the research base.

2. Familiarity with and access to state and local leadership.

3. Advances in analytical models and computer-assisted decision
processes.

4. Credibility which allows us to analyze alternatives and to

communicate the consequences with little or no vested
interest.

Summary

I hope these few remarks have stimulated your thinking about the

kind of agenda which might be most appropriate for economic development

programs for the next several years. Further, I hope you will share

your thoughts and ideas with me so that we might help arrange for

further work in this area.
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some community economic develop- identified to become involved in the officials to consider. A letter with the

ment concepts beyond traditional community effort recommiendatrons was prepared and

approaches. mailed to elected officials of the counts
Since that time, each task force has municipalities. and schoo districts. The

A steenng commitree composed of the met several imes. The Industnal Devel-' county board Chairman has altered the

industnal development corporation opment Task Force was instrumental in letter to the county economic develop-

leader, chamber executne, radio sta- restructunring the city's industnal Coin- ment commiinee for discussion and

tion manager, and the agent was minee to assume a leadership role follow up

organized to plan the program an beyond the former function as a referral

identify community participants. body. The committee prepared an eco- The Transportation Task Force has

nomic development plan, which been the most involved. The group

One of the steenng comminee mem- recommended retaining an industrial identified the need for the improvent

bers contacted each participant in prospecting firm and wrongin with of U.S. Highway 45 between Antigo

person to explain the program and existing firms. A prospecting firm has and Appleton. To achieve a state

solicit their involvement. The personal been retained. and the city commintee commitment for that improvement the

contacts were followed up with leaers is working winh an existing firm to task torce members became invlved

outlining the program and the details d accommodate an expansion. The In- in public hearings held by the Wiscon-

the workshop dustrial Development Task Force also sin Department of Transportation and
played a key role in the communitys the Major Protects Commission. The

The agent also met with the county acquisition of the abandoned railroad group also recruited additional support

economic development committee to nght-ol-way within the city limits. The Irom others in the county and in sther

explain the program and his involve- city council approved the purchase of areas affected by the highway. The

ment. The committee supponed the the railroad property this spring after Highway 45 effort has occupied the

effort and indicated its desire to be- considerable effort by the Industrial task forces activity and the oster

come directly involved. Development Task Force chairman in transponation challenges identified re.

negortiation with the Chicago and main for future efforts.

The workshops were held as evening Northwestrnt and interested property

cesin d; t rh rn two owners. Oconto Falls

consecutive Thursdays in Apnil 1983.
The sessions were divided with a
farmilystyle dinner. paid for by a focal

economc development group

The first workshop with presentations
on national, state, and local economic

In the early loll of 1982 the Ocurto
The Capturing Dollars Task Force orga- County CAD agent approached the
nized a market survey of consumers in rnayor of the City od Oconto Fals to sM
the Antigo trade area and a merchant if there was any interest in a comrirnniy
survey. The regional planning comnnas- ecoriomic analysis program The Mc
sion conducted the surveys and son for contacting the mayor of Oconto
analyzed the data Responses to the Falls was because there had been iets
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opportunity to work extensively with that creation f 163 pernanent jobs. The Sutmmnyq
conmrast The cosmrunity had not mtayor and city council of Oconto tP ags The conmmuni, eronoric analysiS pao-
applied tor any planning assistance, and the developer all expressed appre- grarn provides an opportunity for
funding grants. or other progrants de- ciatbon for the prograrm which they saw conmtnunity leaders and local extension
signed to begin inmpfrrtniing as contnbuting to the niding of their agents to exarine econormic trends
cotaunity developmenr comiruniy deveblopent block grant and conditirns ean their inplicafons

hpplication. The city clerk was told of for the comraunity. Just as important
After rsorne explanation of th pnogrrtrns the irportance d1 the corresity eco- the program Mtares alternative sItrat-

scontenl its process, and the tire nrrnrsc analysis program in the hunding egies for creating tots and incorme in
involved. the mayor felt such a program agency's decision to approve the the comnmnty The identiticatton d1
would benefit his cormunity. During CDBG application. local econorrnc development chat.
the winter and early spring 0 11983 the lenges can translate education into
mayor began soficiting members for the Other activities that grew out of the connrunity action. But for comrsunity
informal Econonic Development Ad- corrmnunity economic analysis program action to occur requires a conmnitmrwt
visory Committee. It was emphasized are perhaps less dramatic but may by the citizens involved in the program
that it was important to have indieduals prove to be as signifcant. Ocorto Falls to translate their goals and brief action
interested in the industrial retail. ser- has contracted with a private consul- agendas into reality.
vices, and governmental aspects of the tant to do some work on irport
City of Oconto Falls. Between 10 and substitution and downtown planning. One result Of the program is an
20 individuals from alt sectors f thm This marks the fiest time that Oconto increased respect for extensionS eco-
-rrmunnyfs economic life agreed to Falls has expended any significant time nomic development role. The program
serve. ; or roney on comrrunirty evelopment provides the local agent with gnrea

I planning. One city alderman recently capacity to provide economic analysis
The intent od the przgratm was to said ties for the first time in the city's for other communities in the county.
acquaint key actors it the City 01 history people reatize the value of a This program is very rnuch a program
Oconto Falls with changes occumng prosperous downtown. that grows.
throughout the nation and Usconsin.
the extent and signiticance o0 these There am now three additional nsew
changes, as well as with rmethods industries planning to locate in Oconto Ldtm Nare: Joe Jope and Gregt
derigned to continue comunitY eco- Falls. ft is difticult to link the comrnunit Lamb are conth unsiq developmente
noric viability in this time 01 change. econorni analysa program d lcVY to agners for the extenosin service d the

these new industries. tNteventhetess Unbverenth d Uisconsin. JWope ha
Ahter examining the iniplicatbons d Ocordo Falts lad have become been the conmgdunity development
national economic sends. the Oconto more and more aware 0 the impor- agent for LangsadelCounqr since Ju
Falls economy was compared with tance o being pnoactive in tems of ag972. He han also woked as an ares
three similar conunibties- Thn the economic development rather than agent in southern lltios arid wth the
consmttesreviewed what Oconto Falls reactis Illinois Bureau of Outdoor Recreation.
had done to maintain its economic He earned his bachelorS degree in
stability and also charted a course of In the falt o0 1982 when tie community agriculture and his masters degree in
action for the future. econornic anaqrgs was first being con- extension education, both from the

sidered. several people from the city of University of Illinois.
These sesssons ended in early May Oconto Falls indicated a great deal 01
1983. The constttee determined that concern about the possibility 01 high Lamb ha been the communit devel-
one prioriy was industrial deveoPrnent., unemployment. These people btat that opnment agent for Oconto County for
Another priority Ws to pnote 'ings decisions by the cornturritys maor three siosers Before oining the eaten-
that bnng outrsde money into the employer were being made by indi- ston serice, he was the coordiator -
communit. in two rndhs the ciy viduals who knew very litle about the thpoeron. Mesas a bachelors degree in
d1 Oconto Fails would accomplish community That no longer is men- philosophy a bahelorS of Min-
those goals. iooned as a concem by crvic leaders in philosophy fnom the Universit 0 Mi-

Fcano lls. It wol prbably be secanda atrdgeei
Oconto Fatis. which had never before iccunte to sy te English literature from the University of
applied for community deveuonent economic analysis program was solely Wiann at Madison
funds, made the decinion to apply tor responsible for this turnaround. lor
Comnunity Development Btock Grant certainly there were other reasons as lopek can be reached at (15)

62746236. while Lamb can be reachedmonies to assist a paper convening well. The city has recently expenenced at (414) 834-5322h
fectory. The community eononomc anal- new political leadership an inlux 0 at (414) t334-5322.
ysis report formed the basis Of tat I investment money. and several inter-
application. The successful applicatidin eared local developers. The rsult is a Persons interested in contributing an
provided for $550.000 1 federal as- healthy economic environnment for the 'In the Reid" column should contact
sistance. which leveraged an additional cormmuniqy R ura Development News editor Brian
$1,310,000 of private monies for tie Holding at (515) 294-1183.
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Instructions

PURPOSE

Wisconsin cities and villages compete with communities across
the nation for new jobs and increased income. The Community
Economic Preparedness Index (see attached) can help Wisconsin
citizens analyze and take action to prepare their communities
to be as competitive as possible.

NEED

Between 30, 000 and 40, 000 new jobs must be provided in Wiscon-
sin each of the next few years if people entering the labor market
are to find adequate employment opportunities. In 1980. just
under one-fifth of all Wisconsin households received less than
$7,500 annual income. To gain enough quality jobs, through both
private and public employment, Wisconsin communities must be
competitive with communities in other states.

Community residents seldom have complete control over their
economic destinies. Industrial leaders make business location
decisions while state and federal governments enact laws affect-
ing business decisions and income distribution. Nonetheless,
nearly all communities can do a number of things to create the
best environment possible (within their resource limits) for
economic growth. Note that economic growth may result in
increased jobs, income,, or both.

The Community Economic Preparedness Index is a list of
activities and conditions that can be controlled by the community
itself. A community wishing to maximize its opportunities for
economic growth can examine its activities and conditions
against the Index and test its preparedness. If the community
feels a need to act, the Index points out things which might be
done.

The Community Economic Preparedness Index includes indicators
of all community opportunities to improve employment and
income, such as:

NOTE: Additional copies of INSTRUCTIONS and AGENCY ASSISTANCE GUIDE
- are available from Prof. Glen C. Pulver, Dept. of Agricultural Economics,

University of Wisconsin-Madison, Madison, WI 53706.
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Instructions 2

I. Attracting new basic employers through industrial
development programs

2. Helping existing businesses grow through business
management courses

3. Improving the ability to capture dollars locally through
tourism and sales promotion activities

4. Encouraging the formation of new businesses through
support of financial institutions

5. Increasing aids received from broader governments
through organized program efforts, and

6. Other activities

The Index contains 20 major items. None is more important than
the others. Consider all items in determining the community's
preparedness.

Three cautions:

1. A high rating on the Index does not assure greater
employment or higher income. Individual businesses
and state and federal government will continue making
decisions critical to local economic conditions. In
addition, the community may simply be short of re-
sources or otherwise geographically disadvantaged.

2. Local citizens may not consider growth their primary
need or interest. Investments aimed at better
community economic preparedness might be undesir-
able from the citizens' standpoint.

3. Community leaders contemplating action as a conse-
quence of this analysis should consider environmental
factors such as air and water quality, noise levels,
population density, solid waste management, and
visual aesthetics.
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3 Instructions

PROCEDURE

Local citizens, county extension agents, or others may initiate
the inquiry regarding use of the Community Economic Prepared-
ness Index.

Community economic development specialists from University
of Wisconsin-Extension and the Wisconsin Department of
Development will meet with community leaders to discuss the
Index. University of Wisconsin-Extension community'develop-
ment agents will be invited to assist in the program whenever
possible.

Key participants include local leaders such as the mayor or
village board president, chamber of commerce or business
association executives, industrial development corporation
executives, and others in critical decision-making roles.
They may meet individually or as a group.

Every Community Economic Preparedness Index item will be
discussed briefly and each community leader will be asked to
check the Index form as he or she feels appropriate. The form
is to help the community with its own analysis of preparedness.
Community leaders should keep their own copies of the form.
If a group meeting is held, a show of hands or some other
mechanism might be used to indicate consensus of those pre-
sent.

If community leaders desire, specialists from UW-Extension
and the Wisconsin Department of Development will meet with
community groups to discuss community preparedness as
indicated by the Index.

On the form itself, the yes or no questions provide some
general guidance as to the adequacy of the community's
preparedness on the specific item. Check the yes, no or ?
boxes for each subcategory before ranking the category as
a whole. Where numbers are called for, fill the blank as
accurately as possible, or insert a "?" in the blank.

If community leaders want further analysis or action on any
specific aspects of community economic preparedness, they
should invite specialists from UW-Extension and the Wisconsin
Dept. of Development to meet with them to help build a plan.
A list of agencies and organizations which can assist with
each aspect of the Index follows.
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Agency Assistance Guide 4

Considerable assistance is available to help community
leaders plan for community economic preparedness.
The following list is keyed to items in the Community
Economic Preparedness Index.

1. Economic Development Planning

* Wisconsin Dept. of Development
123 W. Washington Ave., Madison, WI 53702

Vance'Rayburn - 608/266-2688
Jim Gruentzel - 608/266-0563

* Regional Planning Commissions
Contact the nearest regional planning commission.

* University of Wisconsin-Extension
Contact Glen Pulver or Ron Shaffer (Ag. Econ., Madison)
via your county Extension office.

2. Land Use Planning and Zoning
* Regional Planning Commissions

Contact the nearest regional planning commission.
* County Zoning Administrator
* University of Wisconsin-Extension

Contact Richard Barrows or Douglas Yanggen (Ag. Econ., Madison)
via your county Extension office.

3. Industrial Development Corporations
4. Inventorying Available Commercial Buildings

* Wisconsin Dept. of Development
123 W. Washington Ave., Madison, WI 53702

Fred Pearce - 608/266-0165
Vance Rayburn - 608/266-2688

5. Industrial Development Sites
6. Shell Buildings

* Wisconsin Dept. of Development
See #3, above.

* Public Utilities
Contact the local public utility, either gas or electric.

7. Labor Surveys
* Job Service

Contact the local Job Service office.
* Wisconsin Dept. of Development

See #3, above.
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5 Agency Assistance Guide

8. Promotional Brochures
* Wisconsin Dept. of Development - Division of Tourism

123 W. Washington Ave., Madison, WI 53702
Ann Van Ess - 608/266-9243
Stan Solheim - 608/266-7018
Rae Van Wyhe - 608/266-1238

* University of Wisconsin-Extension Recreation Resources Center
Contact Jack Gray or Ayse Somersan (Madison), via your
county Extension office.

* Public Utilities
Contact the local public utility, either gas or electric.

9. Community Economic Profile
* Wisconsin Dept. of Development

See #3, page 1.
* University of Wisconsin-Extension, local county office
* Public Utilities

Contact the local public utility, either gas or electric.

10. Industrial Revenue Bonding
* Wisconsin Dept. of Development

See #3, page 1.

11. Local Bank Support
C University of Wisconsin-Extension

Contact Ron Shaffer, Sydney Staniforth or Glen Pulver
(Ag. Econ., Madison) via your county Extension office.

* Wisconsin Dept. of Development
See #3, page 1.

* Small Business Administration
210 E. Washington Ave., Rm. 213, Madison, WI 53703

James Bren, Chief, Finance Division - 608/264-5261
* Wisconsin Bankers Association

16 N. Carroll St., Madison, WI 53703 - 608/256-0673
* Wisconsin Business Development Finance Corporation

P.O. Box 7970 [123 W. Washington Ave. 1, Madison, WI 53707
John Giegel, Director - 608/267-9381

12. Encourage Existing Businesses
* Wisconsin Manufacturers and Commerce

111 E. Wisconsin Ave., Milwaukee, WI 53202 - 414/271-9428
University of Wisconsin-Extension

Contact Bob Pricer (Madison) via your
county Extension office.

* Vocational, Technical and Adult Education
Contact the District VTAE office.

* Wisconsin Dept. of Development
See #3, page 1.
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Agency Assistance Guide 6

13. Retail Sales Programs and Commercial Development
* Wisconsin Manufacturers-and Commerce

See 412, page 2.
* University of Wisconsin-Extension Recreation Resources Center

Contact Jack Gray or Ayse Somersan (Madison) via
your county Extension office.

* Wisconsin Dept. of Development
123 W. Washington Ave., Madison, WI 53702

Milt Strauss - 608/266-3750
Bert Stitt - 608/266-5547

Lake Superior Tourism Development
810 Prentice, Ashland, WI 54806

Ruth Goetz - 715/682-6529

14. Trade Area Surveys
* University of Wisconsin-Extension

Contact Fritz Sauer (Eau Claire)
via your county Extension office.

15. Downtown Program
* Wisconsin Manufacturers and Commerce

See #12, page 2.
* University of Wisconsin-Extension

Contact Don Duxbury (Gov't. and Community Development,
Madison) via your county Extension office.

* Wisconsin Dept. of Development
123 W. Washington Ave., Madison, WI 53702

Ann Van Ess - 608/266-9243 Jim Gruentzel - 608/266-0563
Bert Stitt - 608/266-5547

* Billboard and Street Sign Laws, Permits
WI Dept. of Transportation, Permits Unit
Central Highway Maintenance Section, P.O. Box 7916,
Madison, WI 53707 - 608/266-3638

16. Directory of Restaurants, Motel and Recreational Facilities
* Wisconsin Dept. of Development - Division of Tourism

123 W. Washington Ave., Madison, WI 53702
Ann Van Ess - 608/266-9243

* University of Wisconsin-Extension Recreation Resources Center
Contact Don Schink or Ayse Somersan (Madison) via
your county Extension office.
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17. Major Community Events
* Wisconsin Dept. of Development

123 W. Washington Ave., Madison, WI 53702
Ann Van Ess - 608/266-9243
Bert Stitt - 608/266-5547

* University of Wisconsin-Extension Recreation Resources Center
See #16, page 3.

18. Public Services
a. Fire service grades

Insurance Service Office, 615 E. Michigan Ave., Milwaukee
b. Solid waste management

* WI Dept. of Natural Resources. Contact district DNR office.
* University of Wisconsin-Extension. Contact via your county

Extension office.
c. Sewer discharge requirements

WI Dept. of Natural Resources. Contact district DNR office.
d. Water capacity

WI Dept. of Natural Resources. Contact district DNR office.
e. Street improvement plan

WI Dept. of Transportation. Contact district DOT office.
f. Airport facilities

WI Dept. of Transportation, Bureau of Aeronautics
F. Wolf, Bureau Director, P.O. Box 7914, Madison,
WI 53707 - 608/266-3351

19. Acquiring State and Federal Funds
* Wisconsin Dept. of Development

123 W. Washington Ave., Madison, Wl 53702
Jim Gruentzel - 608/266-0563

* Regional Planning Commissions
Contact the nearest regional planning commission.

20. Living Environment
a. Senior citizen transportation

WI Dept. of Health and Social Services
b. Public Housing

WI Dept. of Development
c. Public Parks

WI Dept. of Natural Resources
d. Physicians

WI Dept. of Health and Social Services
e. Low and moderate income housing

WI Dept. of Development
f. Educational systems

WI Dept. of Public Instruction
g. Youth organizations

University of Wisconsin-Extension. Contact county office.
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Community Economic
Preparedness
Index iis i-N..,.,E

Measuring community
efforts to Improve
employment and income

Produced jointly by the Wisconsin Department of Development and University of Wisconsin-Extension

Instructions
The purpose of the community economic preparedness
Index Is to help citizens analyze and plan action to Irn-
prove their community's opportunity to Increase employ-
ment and Income. The Index Is a list of actMtieas and con-
ditions that can be controlled by the community.

To complete the fonm, fill In the 'yes' or "no' blanks for
each Item, then rank the category as a whole. It you do
not know, mark r. Items marked "no" and categories
rated "fair' or 'minimal' Indicate areas In need of Im-
provement. The Index was designed for communities of
between 1,000 and 20,000 people In size.

1. The cnmiaunity has conomic development pla

Yes No 7
jg j z a. Prepared and reviewed by a citi-

zens committee.

o o b. Formally adopted by the village
boardicity council within the last
three years.

o ci c. Includes a complete analysis of
sources of employment.

o o c d. The plan encourages economic
development.

Crcle ona Excellent Good Fair Minimal

2. Tma cmmnfty nas a land usa plan and zoning ordi-
narnc that delnstas l ibustrial and e arasc .
Yes No ?o o j a. It has been written or fonally re-

viewed within the last three years.
rn rn n b. Provision is made for expansion ofo ~ Commercial and Industrtal altes.
Circle ona Excellent Good Fair Minimal

a The communIty has an Industrial dmeepment corpo

Yeas No 7
Cn Cn r a. There Is an organized Industrial

development prospect contact
team.

o o c b. An annual update of Industrial
development Information has been
filed with the Visconsin Dept. of
Business Development.

] j j c. The corporation has financed an
Industrial prospect search outalde
of the community within the past
two years.

d. Budget (amount).

a. Membership (number)
Circle one Excellent Good Fair Minimal

4. The community has a contact ayatm for Inventorying
vacant and available commercial buildinga
Yes No ?
o o o a. A list of current vacancies can be

provided within two days.

o r rn b. The list Includes square footage,
photographs, property description
and ownership.

Circle one: Excellent Good Fair Minimal
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I* NVt i~ , b _
Yes NO ?o 3 a. It owns or hs tm opicon on a sItS

o b. There Is an adequate watr line
(1tt or more) to the property line.

o 0 0 c. There rhevydutystreetsnot
through a residential rea to the
boudry.

o 0 0 0. Thre la an arequtet swsr line
(t2 or more) to the prope3rty llnc

o o 0 e..A flnm site pce has been set.
o b f I. A soil teat boring has been made

o 0 g. A copy of ste cenants snd
restrictions Is readily avallable.

o h. Atopographlcalmap areasdly
available. Including sete layout.

Circle one Excellent Good Fair Minimal

The cenmlt has ai a _ W bdh On en

Yes No ?
O o O a. Minimum of 1t,O sq. ft.

o o c b. Floor to ceillIng clearance, 18 ft.
o o c. It ls expndable.

o C 4 d. Layout and photo are aalable.

o 0 0 a. An annual update has been flled
with the Wisconsin Dept. of Devel-
opmentL

Circle one: Excellant Good Fair Minimal

7. Th11e eemunity las de a labor _WSJ the
PONt flum Yeases
Yes No 7
O 1 L I| I*nclue the numibr dof p by

o l b. It Includes a wage rate end hinge
benefit analyals.

o o C. It Identifies which labor unions are
present In the community.

o o o d. Itdescribes bsentelsnrates.

o o a a. It Identifles work force pwuitcps-
tion raes.

o O O f. It Indioates the distance people
will travel to work.

o ci c g. The community Is organized to do
a special labor survey on request.

Circle one: Excellent Good Fair Mtinimal

6 TM _nio dty h a pramollenal bnrxbW
Yes No ?
o o a. It describes the recreatlonsl oppor-

tunItles.

o ] b. It provkdsadescriptlonOf seces
(e.g. retail, restaurants)

O O Oc. It describes the quality of publIc
services (e g. schools, hospitals.

o j o d. Idescribesprivats housing qusllty.

o z e. Itdescribemsmremployers
(Industry, commerce, government).

o [j o f. I has been revised irlthin the last
two years.

circle one Excellent Good Falr Minimal

OPPORTUNITIES
FOR
DEVELOPMENT:

Help Businesses Grow

L

Help Businesses Start
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9. The community has completed and distributed a
Community Economic ProfiLe within the past year.

(Example: those done by the Wisconsin Dept. of
Development, public utilities, etc.)
Yes No ?

[l O
Circle one: Excellent Good Fair Minimal

10. The local government helps business acquire
financing.

Yes No ?
] C s a. Has passed an industrial revenue

bond Interest resolution.

a o D b. Has created a lax Incremental
financing (TIF) district.

I] E] D] c. Has encouraged the formation of a
small business development
organization.

Circle one: Excellent Good Fair Minimal

11. Local banks support community economic develop-
ment.

Yes No ?
E cl o a. Local banks have utilized a corre-

spondent bank relationship in
financing a local project within the
past two years.

oCi c b. Local banks have actively solicited
commercial and industrial loans
within the past year.

O o C] c. LocalbankshavemadeSmallBusi-
ness Administration guaranteed
loans within the past two years.

o E D d. Bank officials are active In commu-
nity economic development organi-
zations.

Circle one: Excellent Good Fair Minimal

12. The community has a program to encourage exist-
lng businesses (commercial and Industrtal)

Yes No ?
El C) ra a. At least three adult courses in

business management were taught
last year.

j Ei o b. The Chamber of Commerce. busi-
ness organization, or industrial
group makes regular visits to busi-
ness managers.

o o D c. An annual industrial and commer-
cial recognition event (exhibit, field
day) is held.

Circle one: Excellent Good Fair Minimal

13. The community has a chamber of commerce or busi-
ness organiatilon working on retail sales programs
and commercial development.

Yes No ?
Ei n a. Has a paid (chamber of commerce,

business organization) executive at
least on a part-time basis.

o o E b. Hasatouristpromotioncommittee.

c. Number of members (number).

d. Budget (figure).

Circle one: Excellent Good Fair Minimal

14. The community has completed a trade ama survey/
analysis within the last three years.

Yes No ?
o1 D n a. The findings have been reported to

local businesses.

o C g b. The findings have been communi-
cated to business prospects out-
side of the community.

Circle one: Excellent Good Fair Minimal

'ti:le
|Ala LItt tE 11201110a

Capture Dollars Locally Attract New Industry Increase Aids Received
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15. The community has an active downtown program.
Yes No ?
E t t a. It has a regular calendar of main

street promotion activity (e.g.
monthly trade days).

E z g b. Has completed a downtown physi-
cal renovation within the past 10
years.

E c. Merchants are following the plan
when renovating.

n E d. Has a uniform billboard and street
sign ordinance.

E] n a. Has improved main street lighting,
seating, and traffic flow within
past 10 years.

I. Numberofdowntownbusinessarea
public parking spaces (number).

Circle one: Excellent Good Fair Minimal

16. The community has a published directory of:
Yes No ?
a] D] E] a. Restaurants

i IIE o b. Motels and hotels

n [:] n c. Recreational facilities

Circle one: Excellent Good Fair Minimal

17. The community has at least one major community
event each year (one which has an impact broader
than the community, attracting at minimum people
from neighboring communities, e.g. pageants, festi-

vals, contests, derbies, fairs).

List the events:

Circle one: Excellent Good Fair Minimal

E c. MeetsallDept.ofNaturalResources
sewer discharge requirements or
has initiated the facilities planning
process.

o d. Has excess water capacity equiva-
lent to 5% of its current population.

F, Fj g e. Has an organized plan for next live
years for capital improvements on
streets.

a E] E I. Has an airport with a 3,900-loot
paved runway or better.

Circle one: Excellent Good Fair Minimal

19. The community has submitted proposals for state

and/or federal funding for development programs.
Yes No ?

l n E a. For housing.

b. For two of the following: sewer,
E l " water, streets, tire protection,

waste management.

F , c. For one of the following: airport,
health protection, public parks,
community building.

Circle one: Excellent Good Fair Minimal

20. The community presents a positive Itving environment.

Yes No ?

El El El

LDEl

rEl0F

a. There is an organized senior citizen
transportation system.

b. There is a senior citizen public
housing development.

c. There are 10 acres or more of pub-
lic parks per 1,000 people.

d. There are fewer than 1,000 people
per physician.

e. The percentage of low and moder-

18. The pubiic services of the community are adequate. - ate i ncna,, ..

Yes No ? ingassistanceneedsisbelowl3%.
E] a. The municipal lire seevice is Grade

0 6, 7 orbor better (rated in past 5 E 0 'I. Alt educational systems are

years). adequate.
environmentally- g. How many youth organizations are

E g g b. Has capacity for environmentally there functioning in the commu-

sound solid waste management in nity? (number)
landfill sites for at least tive years.

(continued to next columnl Circle one: Excellent Good Fair Minimal
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JOBS'
and
INCOME
What you can do
about community
economic development

I -t

University of Wisconsin-Extension can help
you and your community identify specific
actions you can take to improve local
employment and income.

University of Wisconsin, United States
Department of Agriculture and Wisconsin
Counties Cooperating.

UW-Extension provides equal opportunities
in employment and programming, including
Title IX requirements.

. - 4. -
I _ 1
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JOBS and INCOME:
What you can do
about Community
Economic Development

University of Wisconsin-Extension's
community economic analysis program
can help you develop a plan of action to

create jobs and income in your community.

To help you think through what can be

done, your County Extension Agent and

University specialists can explain:

* Your community's economic situation
* Specific opportunities available to

improve jobs and income

Actions that can be taken locally and that

are likely to improve local employment and

income include:

* Improve efficiency of existing firms

* Improve ability to capture dollars
* Attract new basic employers
* Encourage new business formation
* Increase aids received from broader

government levels

UW-Extension can help you choose
specific activities to undertake.
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Participants in the Community Economic
Analysis Program include 15-20 com-
munity leaders representing local govern-
ment, the Chamber of Commerce, indus-
trial developers, bankers, business people,
and other concerned citizens.

For more details, contact your County
Extension Community Development Agent,
or:

Glen Pulver (608/262-4963)
Ron Shaffer (608/262-9485)

Department of Agricultural Economics
University of Wisconsin-Madison
427 Lorch Street
Madison, Wisconsin 53706

E d University Knowledge at IlFrk
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Community Economic
Analysis Program
Sessions held in your
community

Session 1-Review recent changes,
trends in Wisconsin and U.S. economies
and implications for your community.
Explore shift from goods to service
economy, aging of labor force, future
sources of new job growth, changes in
income sources. Review economic
conditions in your community.

Session 2-Analyze in detail characteristics
of trade area, level of current trade activity
and possible new trade activities in your -
community. Segment makes extensive use
of community employment and income
data. Emphasizes economic conditions in
your community compared with similar
communities as well as changes over time.

Session 3-Complete self-evaluation using
"Community Economic Preparedness
Index" that examines types of economic
development activities your community has
already undertaken.

Session 4-Develop a specific overall plan
of action to positively affect your com-
munity's economic future. The top 8-10
items will be developed further, including
what needs to be done and who will do it.
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SOME economic forces are
beyond community control...

OTHER economic factors
can be influenced at the local level.

IF YOU WANT...
* More JOBS for local residents
* Improved local INCOME
* Increased SALES at local stores
* NEW BUSINESSES in your community
* Increased PROFITS for local firms
* Tax dollars WORKING for your

community

UW-EXTENSION
can help you understand, analyze, and
evaluate your community's economic
situation, so

YOU can develop a plan of action
for your community's future economic
development.



RURAL ECONOMIC DEVELOPMENT

WEDNESDAY, MAY 15, 1985

CONGRESS OF THE UNrITED STATES,
SuBcommITTEE ON AGRICULTURE AND TRANSPORTATION

OF THE JOINT ECONOMIC COMMUrNE,
Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in room
SD-562, Dirksen Senate Office Building, Hon. James Abdnor (chair-
man of the subcommittee) presiding.

Present: Senators Abdnor and D'Amato.
Also present: Robert J. Tosterud, deputy director; and Dale Jahr

and Kenneth Brown, professional staff members.

OPENING STATEMENT OF SENATOR ABDNOR, CHAIRMAN
Senator ABDNOR. The subcommittee will come to order.
Welcome all of you gentlemen to our Joint Economic Committee

panel this morning.
This is the second hearing in a series on the rural economy and

as we all know, rural America is not participating fully in the cur-
rent U.S. economic recovery and today's topic is especially perti-
nent in light of that fact.

Last week, we held a hearing on the condition of, and prospects
for, Main Street. The prognosis was not good. The rural population
is dwindling and growing older; -rural income is sagging; agricul-
tural and natural resource industries are in the throes of recession;
and small communities are losing their economic identity. The
foundation of our rural economy is crumbling.

Today's hearing on economic development is the keystone to the
revitalization of rural America. If rural towns and cities are to
exist, they must have an economic foundation. Rural America's
traditional reliance on agriculture has resulted in a decades-long
decline in growth relative to the overall U.S. economy. The only
thing that can reverse that trend permanently is to diversify the
economic base and create new value-added employment opportuni-
ties.

Having said that, let us not forget that agriculture also offers a
great future for not only rural America, but urban America as
well. I'm bullish on U.S. agriculture, and if we can enact an effec-
tive farm program and reduce the Federal deficit and lower inter-
est rates and exchange rates, I'm convinced that the farm sector
will go gangbusters. And rural America will bloom and prosper
right along with it.

Rural America has all the necessary ingredients for economic
growth. We have all, the natural resources at our fingertips. We

(665)
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have a labor force unrivaled in skills, trainability, resourcefulness,
reliability, and productivity. We have superior business climates,
very suitable governments, and a quality of life unavailable to most
Americans.

Regretably, the general public suffers from a misconception of
what rural America is like and has to offer. Too many Americans
and companies think that small, rural towns, are a step back into
the stone age. But in fact, these towns are the best kept economic
secrets around.

What rural America perhaps may lack is the capital resources to
harness its natural attributes to the fullest advantage of rural resi-
dents. In this era of modern transportation, telecommunications,
and high technology, geographic remoteness no longer is the obsta-
cle it presented 100 years or even just one generation ago.

It is my hope today that we can outline strategies for successful
economic development for nonmetro communities throughout the
United States. Again, it is an honor to have this panel of distinguished
witnesses before the Joint Economic Committee. I look forward to
hearing from you.

I want to start out this morning with our first witness, Mr. John
Howard, who is another active and civic-minded South Dakotan.
His experience, both as the head of Black Hills Packing Co. and as
former president of the Rapid City Economic Development Founda-
tion will give us tremendous insight into the nuts and bolts of eco-
nomic planning. He also is a member of the South Dakota Manu-
facturers and Processors Association.

Last year, under Mr. Howard's able leadership, his company re-
ceived the U.S. Senate Productivity Award.

John, it's a real pleasure to have you. I just knew you were one
gentleman who could make a great contribution to what we are
trying to do, and provide some answers that we're trying to come
up with, so I welcome you to the panel.

STATEMENT OF JOHN R. HOWARD, PRESIDENT AND CHIEF EXEC-
UTIVE OFFICER, BLACK HILLS PACKING CO. AND BLACK HILLS
TRUCKING CO., RAPID CITY, SD
Mr. HOWARD. Good morning. I'm John Howard, president and

chief executive officer of Black Hills Packing Co. and Black Hills
Trucking Co., located in Rapid City, SD. I'm involved in several
other activities including being the immediate past president of the
Rapid City Economic Development Foundation. Our company is a
member of the South Dakota Manufacturers and Processors Asso-
ciation and was awarded the U.S. Senate Productivity Award in
1984. I consider myself to be wearing several hats today.

Your timing on addressing rural economic development is most
appropriate. It has been many years since the agricultural econo-
my has been as distraught as it is today. We are seeing cow-calf
operators in serious trouble. Not just the marginal ones but even
some of the old-time efficient operators, on up the chain through
the feeders, the packers and processors, difficult times are being
had by almost all. Many meat packers and processors have closed.
Grain mills and farm machinery manufacturers are closing.
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The bleak outlook for the food prices has caused many large U.S.
companies to feel they were in error to have acquired food compa-
nies in the 1960's and 1970's. Food companies are selling off proc-
essing divisions. Predominantly nonfood companies are selling
their food divisions. The allied industries are also hard hit, the
small town elevators, repair shops, tire dealers, fuel suppliers all
feel the negative impact of a nation with a cheap food policy.

Yes, rural America is efficient. We are so efficient that we
produce far more than the United States and our present level of
exports can consume. Don't be fooled by the lack of food in Ethio-
pia. We have more than enough in this country and are capable of
producing much more.

Additional pressure is brought by our strong dollar hurting
export sales and increased production by other countries not only
competing against us abroad but also through imports into this
country.

With about 23 percent of American workers employed in the food
producing, processing, shipping, and marketing industries thou-
sands of rural jobs could be lost.

Yes, rural economic development is a timely but difficult and
complicated problem to address. This is of utmost importance to us
in South Dakota as we are about as rural as you can get. We have
almost 700,000 people living on just under 76,000 square miles. It's
not very crowded. Our principal industry is agriculture followed by
tourism. The Black Hills, Mt. Rushmore, and the Badlands attract
millions annually.

Rural economic development has been addressed by our commu-
nity in a variety of ways. Several different approaches have been
tried-times change, methods to develop must also change. Private
industry has frequently been the impetus to further development
and in the last several years city and county governments have as-
sisted greatly.

Our community or any community, urban or rural, yesterday or
today, is faced with some of the same basic questions: Do you want
further economic development-if so, what type? Also, how do you
plan on keeping what you already have?

I feel our community needs to keep and expand existing business
and industry and grow at a reasonable rate through new identities.

Some of the first questions to be answered are:
Why would someone want to start or move a new business here?

We must be honest in our answers. What do we have to offer? This
brings me to three basic questions I often think of in respect to
this:

First. Raw materials: Almost all types of manufacturing require
some form of raw materials. They may be light, heavy, small,
large, expensive or not, but usually raw materials are a require-
ment. Are they locally obtainable?

Second. Consuming public: Who wants the finished product? Are
they local? Are the products produced going to be shipped a long
distance?

Third. Available labor force: Are there enough people with the
right education and experience available at the right price?

These three basic elements normally come into play in the con-
sideration for a business move, expansion, or new startup. Further
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dissection of these three brings more answers and also more ques-
tions.

If we as an area do not have the raw materials, are they of the
type that can be transported at a reasonable cost?

If the consuming public isn't here, can the finished product be
reasonably transported to the consumer?

If the right type or quantity of labor isn't available now, would it
be if the opportunity were there?

Ideally, a community would like to answer yes to all three ques-
tions. Rural America usually cannot. Will two yes answers be suffi-
cient or even one? If the answer is no to all three, economic devel-
opment with that particular identity becomes very difficult.

In addition to the three basics many other elements are of course
necessary in economic growth. Such things as capital either public
or private must be available and at the right price. Quality of life
can be rated many ways-air quality, student-teacher ratios, and
many many more including the individual's opportunity to control
his own destiny.

Using these basics, we promote our two main raw materials. Ag-
riculture-Black Hills Packing Co. is a good example of expansion
of existing raw material, cattle and labor, to be consumed else-
where; 70 percent of our business is done out of the State of South
Dakota. We are further processing our product on a local level. We
employ local people to increase the value of our finished product
transforming it into a more consumer-ready size, we also retain
some of the byproducts to be used in the Midwestern market.

Our community's most recent sizable new industry, also ag-relat-
ed, is the Merillat Corp., a particle board manufacturer. They
found two of the three basics locally available. Raw materials-
wood chips, a byproduct of the timber industry in the Black Hills.
The second item-the right type, quantity, and quality of labor was
readily available. The consumers for their finished product are
their own plants in other parts of the country. The final decision to
build in Rapid City or not, necessitated a monetary commitment on
the part of the business community. Sort of a show of faith, one
quarter million dollars underwritten by pledges.

Selling tourism is like selling quality of life. You still have it to
sell over and over. The natural beauty of the Black Hills attracts
visitors. These people need services, promoting more businesses.
One feeds on the other.

Being a long distance from a major city we, as a community,
have also established ourselves as a regional shopping, medical,
wholesale, convention, and entertainment center.

We also maintain an excellent rapport with Ellsworth Air Force
Base located adjacent to Rapid City.

In conclusion, I'm not convinced that the rest of the Nation is
experiencing a long-term robust economy. I am convinced though
that the rural element, the ones providing the reasonably priced
food for this country and others, is not.

Rural America is facing some dramatic changes. Many jobs will
no longer be available. New types of jobs will have to be found or
the rural people will have to go where the jobs are.
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Some small communities will not survive. Some will consolidate.
To entice business or the industry from State to State or from city
to city does not solve the long-term problem.

Each rural community must assess its strengths and weaknesses
and use the strengths to create economic growth.

Senator ABDNOR. You're certainly correct when you say one
thing we do know is that rural America is not experiencing any
great recovery in the so-called economic recovery that is taking
place and we are looking forward to asking you some questions and
maybe you can come up with some proposals or thoughts that
would be beneficial to rural America.

Now, going from the western border of South Dakota out of
Rapid City, we're going to stretch clear over to the southeast
corner of South Dakota and to the more rural areas of the country,
where a lot of the problems that we're talking about are quite
common with other areas of rural America.

Our next witness comes from Yankton, SD, where he is president
of Morgen Manufacturing Co. Under his able management this fine
company earned the prestigious "E" award from the U.S. Depart-
ment of Congress. This award is presented to firms with outstand-
ing export achievements. He comes to us wearing two hats.

Mr. Cope is a member in good standing of the South Dakota
Manufacturers and Processors Association and the National Asso-
ciation of Manufacturers and we are really looking forward to
hearing from you, Jim, because some of the problems which you ex-
perience in a small city like yours are quite common with the
larger ones and probably even more so in South Dakota, so we're
looking forward to hearing from you.

STATEMENT OF JIM COPE, PRESIDENT, MORGEN
MANUFACTURING CO., YANKTON, SD

Mr. COPE. Thank you, Mr. Chairman.
I'm here today speaking as a representative of existing business-

es in South Dakota. As you have explained, I am president of the
Morgen Manufacturing Co.

Businesses and communities are built where men work to build
them. This is a fundamental truth which applies to rural America
and everywhere else. However, it's necessary that we qualify this
fundamental truth by recognizing that there are more men in some
areas than there are in others and that conditions for economic de-
velopment are more favorable in some areas than in others.

I am speaking as a manufacturer located in Yankton, SD. There
is no doubt in my mind that Yankton qualifies as being typical in
rural America. Some testimony supporting this is the article ap-
pearing in this week's Forbes magazine about the community of
Yankton which I want to call to your attention. And I'd like to ask
possibly if that could be included in the record.

Senator ABDNOR. Without objection.
Mr. COPE. I believe people in my community are basically con-

servative. They favor the new federalism and the basic concepts of
deregulation.

However, implementing these policies at a time when the long-
term-economic progression from small farms to large farms is ac-

52-112 0 - 85 - 22
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celerated and made extremely pervasive by high-real-interest rates
and the present extremely high value of the U.S. dollar in world-
wide markets has been disastrous for rural America. The net affect
of all these forces focused in a relatively narrow time period has
resulted in concentrating almost all new economic activity and
growth in a few major metropolitan areas in the East, the South,
and the West while the economy of rural America stagnates and
deteriorates.

The economic development people in South Dakota fight to get
any industry into our State that would bring in jobs. In contrast,
Scottsdale, AZ, recently hired staff to discourage new industry
from locating in that area.

South Dakota has not recovered from the recession of 1981-82.
We do not share in the current robust expansion of the U.S. econo-
my mentioned in the letter inviting me to make this presentation.
A recent survey done in Yankton, SD, comparing essential meas-
ures of economic health on the basis of constant dollars for the
period of 1978 to 1983 shows absolutely no growth in the important
areas of effective buying income and retail sales; no growth in pop-
ulation and employment. I have attached a schedule to show that
in some detail.

While these declines reduce available resources, the cities in
rural America do not experience a corresponding decline in the
demand and need for services such as streets, sewers, water, and
police. At the same time, essential services like highways, rail-
roads, and airline service become more, rather than less, critical.

A factor contributing to the problems of small town rural Amer-
ica is the fundamental policy of fairness that even the poor part of
town is entitled to a minimum level of services. The same principle
should apply at a national level and rural America is entitled to
minimum levels of highway, airline, and railroad services even
though the lack of population and today's depressed conditions re-
quire some level of subsidy for these services.

All the problems of rural America are currently exaggerated by
the dual problems of high interest rates and the high value of the
U.S. dollar. I believe almost everyone agrees that the root cause of
these two problems is the continuing deficit of the U.S. Govern-
ment which must be curbed. However, I urge strongly that rural
America which is bearing a disproportionate share of the impact of
the high interest rates and loss of markets because of the high
value of the U.S. dollar is not in position to make a disproportion-
ate contribution to reducing the deficit by suffering reduction of es-
sential programs.

Almost by definition rural America is capital deficient. We need
to continue those programs which aid in capital formation and in
financing business. Last week the South Dakota Manufacturers
and Processors held their annual meeting in Sioux Falls. At that
time I conducted an informal survey of those present with regard
to Federal loan programs. I found little or no support for direct
Government loans from the Small Business Administration, Farm-
ers Home Administration, or other Government agencies. On the
other hand, there was overwhelming support for guaranteed loan
programs which would enable responsible banks and financial
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agencies to expand the amount of loans available to deserving busi-
nesses.

As I said, I am representing existing business.
My company, Morgen Manufacturing Co., was started in 1950.

We were the second manufacturing plant to be located in Yankton.
The company was started to market a new type of scaffolding for
masonry construction. By 1981 we had expanded our product line
to include conveyors for placing concrete and handling roofing ma-
terials and pumps to place concrete. We had 108 employees, did 25
percent of our business overseas and that year we were awarded
the President's "E" for outstanding contribution to the export ex-
pansion program of the United States. We were generally regarded
as a successful company. I had been recognized as the Small Busi-
nessman of the Year by the SBA, as the South Dakotan of the Year
of the School of Business of the University of South Dakota and
had received the Alumni Achievement Award from Yankton Col-
lege. Our level of sales was about $7 million. We never got back to
that level.

The recession of 1982 cut our sales in both the domestic and
overseas market-but the ratio between them stayed about the
same; 1982 was a normal recession for us.

But 1983 and 1984 were not normal. The value of the U.S. dollar
rose so high that we were no longer competitive in the oversea
market even though we did not increase our prices. Our oversea
sales went down, not up, and today our oversea business is less
than 5 percent of our total volume.

The same over-valued dollar let European manufacturers ship
concrete pumps into the United States to undersell American made
equipment. This price advantage favoring pumps almost wiped out
our concrete conveyor market. German competitors openly took ad-
vantage of the ratio of the dollar to the mark to buy market share.

Let me give you a brief example of what the change in the ex-
change rate between the mark and the dollar has meant to
German manufacturers and their competitors in America. Let's
assume that the operating cost to produce the equipment remained
constant for both the German and the American manufacturer. If
the German manufacturer needed 100,000 deutsche marks to sell
his equipment and make his normal profit when the mark traded
at 2½/2 to 1, he would price his equipment in the United States at
40,000 U.S. dollars. When the mark went to 3 to 1, he could receive
the same 100,000 DM's by selling for only 33,333 U.S. dollars. Even
the 5 percent duty on imported pumps went down $333 because the
duty is figured on the value in U.S. dollars so the German manu-
facturer benefited from the $7,000 selling advantage over American
companies in the United States market.

In the last 2 years we at Morgen have not suddenly become poor
businessmen. I and my associates have worked harder and I believe
smarter than at any previous time in our history. We have
changed our product line to be competitive, over 50 percent of our
sales volume comes from products we did not have 3 years ago. We
have increased our volume in the domestic market against strong
competition by over 25 percent to offset the loss in export business;
after losing a lot of money in 1982, 1983, and 1984 we have re-
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turned to profitability. Total profits are still held down by unfair
foreign competition.

This effort has had a price, today we have only 84 employees (we
had 28 percent more in 1981). Our present employees have not had
a pay raise in 2½/2 years, management personnel took a pay cut. We
have a pressing need to arrange long term financing to stay in
business after 3 loss years. We have applied to the Farmers Home
Administration for a guaranteed bank loan. We started the proc-
essing of the loan application 8 months ago and are still waiting for
approval.

I know from personal contacts that many other small manufac-
turers in South Dakota have had similar or even worse problems.
A number of them are no longer in business. Industrial employ-
ment opportunities in South Dakota are decreasing while farmers
who cannot sell their crops in the export market for as much as it
costs to produce them are forced to seek other employment.

I started my remarks by commenting that there is a long term
trend of farms becoming larger and therefore the number of farm-
ers becoming smaller. This has been going on since the 1930's and
undoubtedly has a while longer to go until the average farm size
more nearly matches the productive capability of modern farm
equipment. The reason that our current problems of high interest
rates and the high value of the dollar are so debilitating in South
Dakota is that we are the most agrarian State in the United
States. We are twice as dependent on agricultural production as
the next most agrarian State, North Dakota. It is absolutely essen-
tial that we develop economic alternatives for people displaced
from farming so that they can remain in and contribute to the
economy of South Dakota. I believe the help we need consists of re-
ducing the deficit which will reduce interest rates and bring about
a more reasonable value of the U.S. dollar in international trade.
All of the U.S. economy will benefit from this. In addition, rural
America requires a little extra consideration. We need programs to
make more money available for existing industry and expanding
industry and we need the minimum levels of services, particularly
airlines and highways, to make it possible for industry to provide
jobs and economic development in rural America.

Thank you.
[The table attached to Mr. Cope's statement, together with the

article referred to, follows:]



Population Trends
1970-1990

1970
Census

Yankton lM
Yankton County 19,039
Yankton Retail
Trade Area 105,978
South Dakota 666,257

Yankton County:
Employment
Unemployment

Yankton Retail Trade Area:
Employment
Unemployment

South Dakota:
Employment
Unemployment

1979

9,456
3.3%

1980 1990
Census Projections
12,011 NA
.18,952 19,900

102,013 103,571
690,178* 732,282

Employment Statistics
. 1979-1984

1980 1981

9,565 9,398 9
4.0% 4.8%

4344,969 44,139. 43,933
3.0% 4.0% 4.5%

compound Annual
Percent Change

1970-1980 1980-1990
0 NA

(0.1) 0.5%

(0.4) 0.2
0.4 0.6

.982

9, 026
4.5S

1,090
4.9%

1983

8,920
4.6%.

Compound Annual
Percent Change

1984 1979-1984

9,097 (0.8)%
4.2%

43,041 43,169
5.1i 4.5%

324,000 318,000 319,000 312,000 314,000 331,000
3.6% 4.8% 5.1% 5.5% 5.4% 4.3%

Yankton County
South Dakota

Yankton
Yankton County
Yankton Retail
Trade Area
South Dakota

1978

$22, 187
$19, 790

1978

$ 290
$ 312

$ 974
$10, 932

1979

$23,633
$21, 533

1979

$ 313
$ 311

$ 1,039
$10, 557

191

$21,A
$19,9

19i

$11$s S

Sio,:2

Median Household
Effective Buying Income

1983 Dollars

10 1981 1982

165 $22,107 $20,7
921 $18,687 S19,1

Retail Sales
1983 Dollars
(in millions)

80 1981 198

285 $ 275 $ 2
295 $ 295 $ 2

948 $ 915 $ 0
384 $10,384 $ 9,8

1983

$21, 668
$19, 824

108
.83

82

255
276

164
123

1983

$ 245
$ 269

$ 849
$10, 005

.Compound Annual
Percent Change

1978-1983

(0.S)%
0.0 ,,

Compound Annual
Percent Change

1978-193

(3.3)%
(2.9)

(2.7)
(1.8)

SCHEDULE A

(0.8)%

0.4% l CO3
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[From Forbes Magazine, May 20,1985]

Towns like Yankton, S.D. are quietly fight-
ingfor their very existence. Their implaca-
ble enemies are time .. . and change.

Our town

can hang on to enough people, busi-
By John _ _r__ n _ness and critical mass to keep theirB OOSTERS WILL SAY that Yank- role. The problem rests with Yank-

ton, S.D. (pop. 12,000) glows ton's orbit of satellite communities,
l with the goodness of Grover's extending, mostly westward, for more

Comers, Thomton Wilder's friendly than 100 miles. Nearby towns like
hamlet in Our Town. Others, not so Tyndall, Crofton and Centerville are
charitable, say Yankton more closely in decline, paralyzed by aged popula-
resembles Gopher Prairie, the smoth- tions and failing farmers. That, in turn
ering Minnesota town of Sinclair saps Yankton, which has made a good
Lewis' Main Street. But Our Town or living through the years nursing its
Main Street, towns like this have been orbit of little outposts.
fundamental in the American experi- Consider the case of Centerville,
ence, and today their very existence is S.D., a town of 800, well within Yank-
in question. ton's trade area. Bryan Hisel, regional

Yankton has not yet passed the planner for Yankton and 11 other
point of no retum, but the people counties, grew up in Centerville. "My
there can see the brink in the dis- father owns a shoe store there," Hisel
tance. It still has the usual lively con- says. "He's made a good living at it,
tingent of car salesmen, implement putting two of us kids through col-
dealers, insurance agents, bankers, lege, the first in our family to go. But
doctors, lawyers, politicians. In the Centerville's population is declining.
late afternoon a few old cranks hang It's getting to be an old population,
out at Boomer's, the bar downtown. too, and that's not good for business-
And the town has managed to keep es. But even so, my father can still
two livestock auctions, a slaughter- operate the store at a profit, because
house, a K mart, J.C. Penney, McDon- he has no debt. He operates on equity
ald's Hardee's, Pizza Hut, Kentucky he's built up through the years."
Fred Chicken and, best of all, three But Hisel won't take his father's
beef emponums place when he retires
where, for under $1 0,, in a year or two, and

you an losenyourOutlying twslotoYn-that means nobody
belt and launch int a caa of cs distan l "The volume of
smoldering, shoe-iz corner of the uPPer Midwest. business necessary to
steak, buried deep in a SOUTH DAKOTA justify a loan to buy the
plate of home fries. store simply isn't there

This doesn't guaran- anymore," he says. So
tee that Yankton, or TydalU . the shoe store will like-
towns Yankton's size- *mly close, and there will
urban stepping-stones LI be no budding young
between little agricul- Cpst= merchant, one who
eural hamlets and full- - might raise a family in
blown cities like Sioux Centerville.
Falls or Des Moines- . That passdown from
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father to sOn had been the continuity
in this part of the land. That is how
Jim Means, the 38-year-old son of
Yankton men's clothier George
Means, found a way to return home
and buy a business. The younger
Means, a Yankton College graduate,
went to work for Hart Schaffner &
Marx in Des Moines, even though he

Downtown theater, for sale

preferred the Yankton life. When his
father, a tailor's son who had built a
nice clothing business during Yank-
ton's growth period of the Fifties and
Sixties, thought about retiring, he
sold out to son Jim, but he still helps
out in the store. "With today's inter-
est rates, I doubt my son could have
started out in business on his own,"
George says. Again, if there were
healthy sales growth, interest rates
wouldn't be much of a problem.

Yankton is caught in national
trends far beyond the farm recession.
There aren't many young people, for
example. Yankton College, the
town's small, liberal arts college with
a respected music conservatory, went
bankrupt last fall, throwing 100 facul-
ty members out of work and 250 stu-
dents out of school. Thirty miles west
of Yankton a public vocational col-
lege, with 160 employees and 800 stu-
dents, was recently closed by the gov-

V ` TV

Bankrupt raneton cotwgte

Thomas Scbramm,farmer turneajactorV uvrker
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ernor, who cited declining secondary
school enrollment. Now, instead of
training farm youngsters for manufac-
turing work, it's a prison for sex of-
fenders. Just north of town South Da-
kota's mental health facility {now
called the Human Services Center)
has teen shrinking as hundreds of pa-
tients have been "deinstitutiona-
lized"-let loose-another national
trend. With deinstitutionalization
have gone 500 medical and staff jobs.

In consequence, Yankton County's
age profile is changing dramatically
for the worse. Decades ago Yankton's
age distribution was pyramid-shaped,
narrow at the top with a few elderly
people, then sharply wider through
the middle-the 30-to-60-year-old,
higher-wage-earner: categories-and
finally splayed wide to a broad base of
young people. But now what once was
a pyramid looks more like a Greek
column. At the top is a growing flare
of aged. In the middle is a narrower
column of wage eamers. Toward the
bottom is a modest base of young peo-
ple. Soon there may be too few tax-
payers in the middle-age years to sup-
port comfortably the growing propor-
tion of elderly. It's also obvious that
young people, the ones in line to re-
place middle-age taxpayers, are leav-
ing Yankton and outlying towns to
seek their fortunes in Omaha, Kansas
City, Minneapolis or Denver.

You can't blame them,-with so lit-
tle hope for improvement in the farm
economy, which, despite its dimin-
ishing importance, still is Yankton's
reason for being. Ken Jones, a promi-
nent Yankton businessman and phar-
macist who owns three Yankton busi-
nesses, tracks his sales by addresses
on checks. "Several years ago nearly
50% of my business came from across
the river, in Nebraska, which is pure
farm territory. Now only 30% comes
from over there," says Jones.

Yankton will survive if those bread-
winners dropping out of farming can
find work in the area, so they will
continue to buy sweaters from Jim
Means and fill their prescriptions
with Ken Jones. Some do, like Thom-
as Schramm, a third-generation Yank-
ton sodbuster, who, with the aid of his
father's equipment and land, began
raising grain and livestock in the mid-
Sixties. "By 1981 I was losing ground
and decided to get out while we still
had lane and equipment left to sell,"
Schramm explains. He hired on as a
saw helper at Alumax Extrusion Inc.'s
aluminum products plant, which
started up in 1980, one of a handful of
manufacturing operations Yankton
has landed.

Buoyed by a loyal, hardworking, ru-

ral labor force, Alumax' Yankton
plant has quickly turned a small eco-
nomic miracle, with aluminum ship-
ments rising from 6 million tons to 40
million in the plant's first four years,
affording Schramm the chance to rise
to supervisor. "If it hadn't been for
Alumax, I imagine my wife, four kids
and I probably would have left," says
Schramm, now 40. As it is, Alumax'
270 employees in Yankton, laboring
three shifts, are among the most pro-
ductive in the company, nationwide.
In fact, they are so productive that
general manager lack Earp is lobbying
headquarters for more Yankton plant,
equipment and opportunity.

To hang on to what surely will be a
continuing stream of farm refugees,
Yankton must continue beating the
bushes for small manufactunng
plants and some service businesses.
What's plain is that the city's last
decade, one of no population growth,
is slow poison.

Says City Manager William Ross,
"Twelve thousand people is too small
to be viable long term today. That
isn't enough to support the retail ser-
vices we need." Ross wants the city to
grow to 18,000. "That's enough to
attract another leading discounter
like Wal-Mart, which we need to pro-
tect our retail trade area."

Striving to achieve Wal-Mart status
may not sound like much to big-city
folk. But to Yankton it means holding
its own against Norfolk, Nebr., popu-
lation 20,000, a rival community 57
miles away, which already has a Wal-
Mart. Adds planner Bryan Hisel, "If
we don't get first-rate stores, we'll
lose market penetration. In what al-
ready is an area of declining popula-
tion, that's a double disaster."

Yankton has a considerable asset in
the Missouri River, flowing half a
mile wide past the town. "Enough
water flows past here in less than a
minute to supply the entire town for a
day," says Ross. Were Yankton much
larger or better situated, it might have
water-starved manufacturers lined
up, begging to tap the river. As it is,
the Missouri is a scenic attraction for
campers and fishermen. That's also
true for the abandoned 31-acre Yank-
ton College campus, dotted with his-
toric buildings. Ross reckons that if
the campus were in Dallas or Atlanta,
the grounds would be snapped up by a
major company for a training center
or headquarters.

Yet the town has a history of re-
sourcefulness. In the 1860s Yankton
muscled its way into an appointment
as the Dakota Territory's capital by
using the influence of a local land
promoter, who happened to be a cous-
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in of President Lincoln's wife. Then,
in the Twenties, Yankton's citizens
pnvately financed the only bridge
spanning the Missoun River for 200
miles, so they could draw laborers and
shoppers from Nebraska.

Yankton's people still show a good
deal of that mettle. Already the town
has developed a sizable medical
center, it supports four banks and it's
after new industry to employ people
like Tom Schramm. City Manager
Ross and newspaper publisher Noel
Hamiel are stumping hard for a com-
mercial development down along the
nver, which might lure more out-of-
town dollars. Nonetheless, the jury
on Yankton, and places like it, is still
out. Says Jim Cope, who manufac-
tures construction scaffolding, con-
veyors and concrete pumps: "We're at
the point where if we don't go up, we
are going down."

Jim Cope at bome

Is Yankton really entitled to sur-
vive and prosper? Cope, who still
sports a crew cut, ponders the ques-
tion for a moment, and his answer
seems almost an echo of Thomton
Wilder. "We all have to be some-
place," he says slowly. "I think Yank-
ton is a good place to be. I guess that's
about what it boils down to." U

('�. d- �- V_ I- (I.AN __� �_� __ -
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Senator ABDNOR. Thank you, Mr. Cope, for a very excellent state-
ment. I think both you and Mr. Howard have placed rural America
in the right perspective.

Our next two witnesses are from the academic community and I
am glad to have an opportunity to hear what that side has to pro-
vide.

As I said, the prognosis with respect to the perception we have
for rural America has not been good in any way from the rural re-
ports you look at and the things you talk about.

On the other hand, I still hope to come up with some of the an-
swers and confront some of the problems we have to confront out
in rural America.

But part of what we're trying to do is to bring this to the atten-
tion of not only the members of Congress but members of the
whole Nation.

Sometimes the food products that people eat, they just don't real-
ize what it's all about. Some of them think it's made in the super-
markets and I think many of our Members of Congress-75 percent
of the people living on 2 percent of the land don't recognize that
maybe the other 25 percent of the people, the rest of the country,
are pretty important, too, and they really don't realize how serious
the situation is.

And hopefully coming out of this committee and our hearings we
will begin to be able to build material together to cover this in
more detail and bring to the attention of the members a little more
emphasis on it. And maybe we can start to improve the situation
and certainly I'm looking forward to hearing from our next wit-
nesses.

He's not new to this committee. Mr. Luther Tweeten today is
making his third appearance before our committee. He is regents
professor in the Department of Agricultural Economics at Oklaho-
ma State University.

His expertise is widely known throughout the public and educa-
tional circles and equally as well among our Joint Economic Com-
mittee members and staff. We are extremely pleased that you were
able to come back and testify today.

STATEMENT OF LUTHER TWEETEN, REGENTS PROFESSOR, DE-
PARTMENT OF AGRICULTURAL ECONOMICS, OKLAHOMA STATE
UNIVERSITY
Mr. TWEETEN. Thank you, Senator Abdnor. It is indeed a pleas-

ure to be back. I want to add that I lived in Rapid City, SD, for a
year back in the 1950's. I still have very fond memories for Rapid
City and for the State of South Dakota. It's a great State, Senator.

Senator ABDNOR. We thank you. Were you with the college?
Mr. TWEETEN. I was with the Army.
Senator ABDNOR. Oh, I should have known that. Well, good. That

gives you a good perspective.
Mr. TWEETEN. Before suggesting elements of a desirable rural de-

velopment policy, I list four premises or judgments upon which this
rural development policy is based.
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No. 1 is that it's important for the Federal Government to help
maintain a safety net for those who are unable to provide for their
own basic needs out of their own resources.

No. 2, where markets are not distorted the private sector is more
efficient than the public sector in turning resources into goods and
services desired by people and therefore we should rely, to the
extent possible, on the private sector.

No. 3, the chief role of the Government is to correct market fail-
ures.

The fourth point is that the unit of Government closest to the
people can best make decisions regarding funding and provision of
rural services-given that cost and benefits are realized within the
funding jurisdiction. In the case of national defense, where the
services are for the Nation as a whole and cannot be confined to
any one area, it is appropriate that the funding jurisdiction is the
Nation as a whole. In the case of rural services, a local community
realizes the benefits and is in the best position to make decisions
regarding funding and provision of that service.

With this background, I will list the four principal economic
problems of rural areas and an appropriate public response for
each.

The first reiterates a theme that I have heard from the previous
two speakers and that is the problem of an unfavorable macroeco-
nomic environment in rural areas. High real interest and exchange
rates, caused mainly by huge structural Federal deficits as far as
the computer eye can see, have taken .a heavy toll on employment
and firms in rural areas.

Agriculture is hardest hit for three reasons: One is because cap-
ital for workers in agriculture is double that of other industries on
the average, and the major cost of capital is the interest rate.

The second element is that agriculture is a net debtor. Creditors
gain from high real interest rates but debtors lose and the farmers
as a whole are major net debtors.

A third point is that agriculture is a major exporter. Approxi-
mately one-fourth of agricultural earnings are from exports. A few
years ago it was one-third. This is a much higher dependence on
exports than other industries on the average. So with the high
value of the dollar, agriculture is especially disadvantaged.

Other industries, as we have heard from the previo. s two speak-
ers, are also disadvantaged. They didn't but could have listed the
textile industry and the mining industry as other industries that
either compete with imports or that export. Many of those indus-
tries went to rural areas looking for lower cost labor, and are now
competing with imports from other countries where labor costs are
low and where their export situation is helped by the high value of
the dollar.

The solution to this problem lies in many areas, but the most im-
portant is for the Federal Government to regain control of the
budget. I would suggest that a reasonable rate of dealing with that
problem is to reduce the budget by an additional $50 billion a year
over each of the next 4 years.

A second problem in rural areas is inadequate human resource
maintenance and development. Poverty rates are higher in rural
areas than in metropolitan areas. In the case of farm families, the
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poverty rate is over 20 percent. Schooling resources are often inad-
equate in rural areas and so we see rural people lagging behind
their urban counterparts in schooling attainment. Part of the prob-
lem is inadequate resources.

Another part of the problem is the spillout of schooling benefits
from local funding jurisdictions. On the average, the local district
pays about half of the public schooling costs. In many rural areas
that we have surveyed, 75 percent or more of the persons schooled
in those systems leave for other areas, frequently to high-income
urban areas.

So the transfer of funds-and it's usually uncompensated by
spillings of other people-is frequently from low-income rural areas
to higher income urban areas. To promote equity I call for the Fed-
eral Government to at least maintain its support for public educa-
tion and if possible to increase it to compensate for spillover of
benefits.

A similar situation exists for poverty. New York and Chicago
have a stake in welfare problems in Mississippi and West Virginia
because inadequate welfare programs in Mississippi tend to result
in people leaving Mississippi to go to Chicago or elsewhere where
they can get more generous benefits. A Federal role is necessary to
assist especially the poorer rural States so that they can provide
minimum adequate welfare services for their residents.

A third major problem in rural areas is underemployment. Bil-
lions of dollars of work force programs in this country are allocated
according to unemployment, but unemployment is a poor measure
of need for work force services in rural areas.

There are several reasons for this. One is the fact that the pro-
portion of self-employed workers in rural areas is very high com-
pared to that in urban areas. Farmers, for example, don't get re-
corded as unemployed, even though their work is providing a nega-
tive return and they're not being rewarded for the human resource
they put into their business.

A second reason why unemployment is a poor measure in rural
areas is because of a lack of employment offices and unemployment
insurance coverage in rural areas. An individual not reporting to
an employment office and not covered by unemployment insurance
is unlikely to get picked up on unemployment rolls.

A third difficulty is that the current population survey which
measures unemployment is unreliable for rural areas. The U.S. De-
partment of Labor uses the "handbook method," an unreliable pro-
cedure, to estimate unemployment in rural areas.

Two basic approaches to rural development are used: One is to
bring people to jobs. Here I'm talking about outmigration. It's
largely unplanned and uncoordinated except by the individuals
who are making separate decisions as to what to do.

A second development approach is to bring jobs to people. A
number of Federal agencies are involved in this program. One of
them is the Economic Development Administration; another is
business and industrial loans of the Farmers Home Administra-
tion. These programs have been poorly funded and poorly focused.

Initially, the Economic Development Administration focused on
rural areas that had high unemployment. But because of political



681

pressures, its focus has shifted to a great extent to urban areas,
many of them wealthy.

I despair of reforming these agencies and these programs and I
think it's time to phase them out. Although I have no great opposi-
tion to guaranteed loans that provide minimal Federal subsidies, I
propose instead a wage earnings supplement that is self-targeting.

Basically, this program provides a Federal subsidy equal to, say,
half the difference between a target wage and whatever the best
wage worker can get from an employer. The advantage of this pro-
gram is that it makes it possible for the employer to hire disadvan-
taged people who otherwise would not be employable. Those same
people get a socially acceptable wage, the program expands employ-
ment and it keeps us competitive in industries where foreign com-
petition is intense.

A further problem in rural communities is providing community
services. A unique characteristic of rural areas is low density of
population. Population sparsity raises cost of providing community
services. The question is what is the appropriate Federal response?
Subsidies to electricity, water, telephone, and other rural services
encourage urban sprawl into the countryside and encourage people
to locate in high cost places when lower cost locations are avail-
able. So I suggest phasing out those community service subsidies
and using the funds saved for other programs such as the wage
earning supplement.

I also suggest upgrading the capabilities of the cooperative Feder-
al State extension service to help rural communities plan for and
administer community services. With this help communities can
pay for and build the level of community services that they want
and can afford to pay for.

Data systems need to be improved for rural areas. We have a
vast amount of information on the cost of living in metropolitan
areas but essentially no information on the cost of living in rural
areas. We have a substantial amount of information on unemploy-
ment, but we only have crude measures of underemployment. As I
indicated earlier, underemployment rather than unemployment is
the appropriate measure of need for labor force services in rural
areas.

We have metropolitan statistical areas on which vast amounts of
data are recorded, but we don't have a rural counterpart. I propose
publishing data on the basis of rural statistical areas established to
provide a framework for reporting data that would save on the cost
of gathering that data and would provide a counterpart to the met-
ropolitan statistical areas data. Underemployment as well as other
statistics would be reported for rural statistical areas, providing in-
formation on the socioeconomic position of rural areas by which to
improve design and operation of public policies. Thank you.

[The prepared statement of Mr. Tweeten follows:]
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PREPARED STATEMENT OF LuTHER TiwErrEN

Formulating a Rural Development Policy

Introduction

The migration turnaround in the 1970s apparent in higher rates of

growth in employment and population in rural than in urban

(metropolitan) counties diverted attention from persistent rural

economic problems. Migration patterns in the 1980s have reverted to

the traditional pattern: From 1980 to 1982, population and employment

grew faster in metropolitan than in nonmetropolitan counties. With the

focus back on rural areas, it is well to reexamine problems of rural

underemployment, poverty, and difficulties of delivering services to

sparsely populated areas. Of special concern is the role of federal

policy in addressing these problems.

Premises and Judgments

Before presenting specific federal measures appropriate to address

rural problems, I list premises which constitute the rationale. for the

policy auggested later.

-- The first premise is that a chief role of government

policy is to correct market failures. Such correction must

be done with great cate and only with some confidence that

gains' from government interventions will be greater than the

cost of the market failures the interventions are designed to

correct.

-- A second premise is that if incentives are not distorted,

private markets are more efficient than government in

converting resources into products desired by people.

-- The third premise is that the unit of government closest

to the people can best make decisions regarding funding and
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provision of public services - given that costs and benefits

are realized within the funding jurisdiction. Hence national

defense must be a responsibility of the federal government

because benefits are not confined to county, city, or state

borders. But benefits of a rural wattr system are local and

local people can decide how much resources to devote to it.

Separation of costs from benefits invites mismanagement and

waste.

Rural Problems and Appropriate

Public Policy Response

With the above background, I now enumerate major economic problems

confronting rural areas.-

Unfavorable Business Environment and Macroeconomic Policy

U.S. macroeconomic policies of the past decade have been a major

source of economic difficulty to rural areas. Uncontrolled federal

deficits have raised real interest and exchange rates. High real

interest rates are hardship enough in themselves, but some of the most

insidious impact comes through international linkages. High real

interest rates raise exchange rates which in turn price American

products out of international markets and out of domestic markets

confronted by low-cost foreign imports. Agriculture has bpen

particularly devastated. The farming industry is under severe

financial stress because it has double the capital per worker of other

industries (interest is the major cost of capital), is a major net

debtor (farmers owe others $100 for each $23 that others owe them), and

depends heavily on exports (with less than 3 percent of the nation's

population and income, farmers account for one-fifth of U.S. exports).
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High interest and exchange rates have also created hardship in the

mining and textile industries, both prominent in rural areas and facing

stiff competition from imports.

The most important thing that public policy could do today to help

rural areas would be to regain control of the federal budget. The

appropriate policy is for the federal government to incur deficits

during recession and a balanced or surplus budget during full

employment where "full employment" today is approximately 7 percent

unemployment. That "full-employment" rate needs to be reduced but

macroeconomic policy alone will not suffice. Demographic changes

slowly occurring in the work force, notably fewer young persons

reaching the age of employment, will reduce the unemployment rate. But

the process can be speeded through structural policies discussed later

to reduce the natural rate of unemployment.

Human Resource Maintenance and Development

Rural people have utilized general and vocational-technical

schooling to improve their human resources and to increase earning

power. Given their socio-economic background and opportunities to use

skills, they have nearly caught up with schooling of their urban

counterparts after lagging for decades. But spillover of schooling

benefits across boundaries creates inequities in funding. In many

rural communities, 90 percent or more of school graduates leave the

school funding jurisdiction. These migrants leave with millions of

dollars of schooling invested, mainly through local property taxes, at

great sacrifice. The transfer is often from low-income rural

communities to more wealthy cities where migrants settle. The federal

government currently funds less than one-tenth of common schooling.
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That percentage- could be doubled to compensate for spillover of

benefits.

The second problem is deprivation among those who lack potential

for developing earning capability. Examples are the poor who are the

severely handicapped and the aged. These and other disadvantaged

persons need welfare assistance. Again, as in schooling, spillovers

are prominent. The poor in places where welfare is inadequate move to

areas providing more generous assistance. Thus, Chicago and New York

for example have a stake in welfare programs in West Virginia and

Mississippi. States least able to provide a minimum safety net

frequently have the heaviest burden. The federal government could do

more to ease the burden and reduce wide disparities in welfare payments

among states. Rural states often have greatest difficiencies.

Underemployment

Lack of local, opportunities to utilize inherent and acquired human

resource skill causes high underemployment in many rural areas.

Outmigration has helped to ease problems but difficulties remain.

Underemployment is defined as earnings below what would be a reasonable

level of earnings based on national standards for persons of a given

age, education, and experience level. Billions of dollars of federal

funds are allocated to work force programs based on the criterion of

unemployment. Unemployment is an inadequate indicator of need for

human resource development and employment services in rural areas.

Rural persons seeking work are often far from public employment

services or are not covered by unemployment insurance, hence do not get

picked up on unemployment roles. Many underemployed people in rural

areas are not reached by federal surveys of unemployment or are
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self-employed persons never designated as unemployed. Consequently,

rural people are undercounted and underserved by federal work force and

development agencies. Underemployment would be a better measure than

unemployment of the need for job development opportunities in rural

areas but the federal government has never invested sufficient

resources to develop proper measures of underemployment (see Gilford,

et al.).

The two principal ways to alleviate underemployment are to bring

people to jobs and to bring jobs to people. The greatest source of

improvement in economic well-being of rural people has been to bring

people to jobs. Millions of past rural to urban migrants were little

helped by public employment service, job information, work force

training, counseling, or other assistance. Some pilot programs to

publicly assist migration to areas with jobs were attempted but later

-terminated. Valiant efforts have been made to overcome the urban bias

of the U.S. Department of Labor. I despair of success for any effort

to overcome that bias. Rural advocates might as well turn their

attention from efforts to improve federal work force services in rural

areas.

An alternative is to bring jobs to people. Programs under the

Economic Development Administration (EDA), the Farmers Home

Administration (FmHA operating under the Rural Development Act of

1972), and several other agencies have attempted to promote place

prosperity by bringing industry within reach of rural people.

Approximately two decades of such activity provide no basis for

optimism. The EDA early relied mainly on the criterion of unemployment

to direct program benefits. Rural areas ranking high in



687

underemployment. but not in unemployment bypassed. Urban areas

disproportionately captured the benefits of EDA and farmers

disproportionately captured the benefits of FmHA. I despair of trying

to revive past programs or meaningful future programs along the lines

of EDA and FmHA but specifically targeted on the basis of

underemployment. Urban enterprise zones extended to depressed rural

areas would undoubtedly fail as badly as EDA and FmHA job development

efforts.

An appropriate response is for the federal government is to

terminate the EDA and FmHA efforts to create jobs in rural communities

and replace such efforts with a wage-earning supplement that would

automatically target marginal-workers while relying on the market to

induce industry to locate jobs where costs are lowest. A wage-earnings

supplement is proposed to reduce labor costs to employers and raise

'earnings to workers -- particularly marginal workers most likely to

experience chronic unemployment. The wage supplement would be provided

to employees by the federal government equal to say 50 percent of the

difference between what they can earn from an employer under a

competitive wage system and a target wage of say $6.00 per hour.

Ideally, the minimum wage law would be terminated and the supplement

paid to the worker. (If the minimum wage law is not terminated, the

supplement would need to be paid to employers.) Workers receiving a

higher wage would receive greatest total income including the

supplement, hence workers would be encouraged to compete for the

highest paying jobs. The employer would have incentives to obtain the

greatest productivity possible from workers, including those receiving

the wage'supplement. A marginal worker only able to receive $1.00 wage
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per hour would receive a .5 ($6.00 - $1.00) = $2.50 wage supplement per

hour to bring total pay to $3.50 per hour for an annual income of

$7,000 if employed 2,000 hours. The target wage could be increased for

age. Persons of high school or younger age might not be eligible for

the supplement until completing high school or until showing proper

certification that they are incapable of completing high school.

An earnings supplement would be used for those who do not work for

wages. Under the earnings supplement, the federal government would

match $1 of earnings with a $1 of supplement up to annual earnings of

say $2,000, after which each additional $1 of earnings would subtract

$.50 of supplement. Thus a worker earning $2,000 would receive a

supplement of $2,000 for a total income of $4,000. An additional

$4,000 of earnings would eliminate the supplement but total income

would be $6,000.

The self-targeting supplement programs would decrease unemployment

among marginal workers, would increase output in labor-intensive

industries, and would transfer income to those who have low earnings.

The program would especially benefit rural areas characterized by low

income and underemployment. Compared to current welfare programs,

which would be retained, the supplement program would better serve the

poor who are working and in households with an able-bodied male present

- characteristics found disproportionaly in rural areas.

Meeting Community Service Needs in Sparsely Populated Rural Areas

The unique characteristic common to rural areas is low density of

population. Because there are economies of size in provision of most

community services, low population density means high costs per capita

of providing community services such as water, electricity, roads, and
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schools. Many rural communities cannot afford the planning staffs to

determine appropriate and economically efficient service delivery

systems. The Cooperative (federal-state) Extension Service can perform

an important role in providing technical assistance to plan community

services and development. The Extension Service can also help

communities to utilize local talent resources by identifying

leadership, organizing committees, and in general helping to improve

the processes for communities to organize for economic development.

The U.S. Department of Agriculture sometimes has overemphasized

the role of the Cooperative Extension Service in promoting economic

development. It is naive to believe that an economically depressed,

low-income community can pull itself up by its bootstraps. Outside

assistance in the form of aid to education and welfare services along

with a wage/earnings supplement as outlined above are essential for

severely depressed communities to make much headway against poverty and

underemployment. Facelifting main street is useful but alone does

little to raise incomes and create jobs.

On the other hand, it is difficult to build an economic rationale

for federal subsidies to provide rural community services such as

electricity, telephone, water, and the like. The major justification

for provision of such services would be if communities are uniformly

poor. Only rarely are rural communities poor; rather it is selected

individuals and families who are poor and they are helped best by

targeted poverty alleviation programs. Some rural communities want low

taxes and minimal community services. It is presumptuous for the

federal government to force community services and housing on rural

communities that the local people would not choose if they were free to

make the decision.
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Data Requirements

As noted earlier, federal agencies outside of the U.S. Department

of Agriculture have tended to have an urban bias. That bias is

apparent in statistical data systems. Three suggestions for

improvements in data systems are listed below.

Cost of Living

Estimates of real earnings and income are necessary to determine

buying power and comparability of earnings in rural and urban areas.

It is difficult for economists to evaluate well-being of rural people

and economic efficiency without measures of cost of living in rural

areas. Cost of living data are available only for metropolitan areas.

Data for rural areas are long overdue.

Underemployment

As noted earlier, billions of dollars of federal funds are

allocated by the criterion of unemployment. Even if unemployment were

measured correctly, it is simply the wrong concept. In contrast to

people in urban areas, rural people are frequently employment but not

up to their earning capacity as measured by age, education, and

experience. Underemployment measures this need for work force and

other services. Federal statistical agencies need to begin work on

measures of underemployment not only for rural areas but for the nation

as a whole.

Rural Statistical Areas

A vast amount of census, labor force, cost of living, and other

data are made available for Metropolitan Statistical Areas (MSAs) but

not for rural areas. To reduce costs of providing data for rural
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areas, it is proposed that Rural Statistical Areas (RSAs) be designated

and data reported on that basis. The RSA concept would reduce costs of

collecting and reporting data. Areas designed would be relatively

homogenous with regard to measures 'such as cost of living and

underemployment. An RSA would sometimes but not always follow state

boundaries.

Summary and Conclusions

Disarray in rural development programs is no recent phenomenon.

But programs have fallen on particularly hard times since the

demographic turnaround in the 1970s when rural areas began to gain

population and employment more rapidly than did urban areas. The

pattern prior to the 1970s reasserted itself in the 1980s. Critical

needs in rural areas remain, particularly to address problems of

poverty and underemployment which have persisted in a number of parts

of the country. These problems can be addressed as part of a

nationwide effort to relieve poverty and underemployment in rural and

urban areas alike.

The market has been by far the most important vehicle for regional

development and considerable progress has been made in reducing

regional income disparities. Many pockets of poverty and

underemployment remain and it is well not to repeat the mistakes of the

past in which programs, were frequently too modest in size and poorly

focused to form the critical mass that could make a difference.

Proposed initiatives such as Urban Enterprise Zones featuring tax

incentives to locating industries will not do even if rural areas are

included because the program would not target on poverty and

underemployment. Programs such as EDA have failed because the criteria
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for providing incentives have been misguided or obscure - there is no

reason to expect more from enterprise zones.

Accordingly, the programs proposed herein are deliberately kept

few and simple. These programs are to:

(1) Provide a macroeconomic policy promoting sustainable'economic

progress with a reasonably stable general price level. The major

current need is to move towards a balanced federal budget as a means to

reduce real interest and exchange rates.

(2) Increase federal funding for education and poverty (welfare)

programs.

(3) Begin a major new program of wage/earnings supplements to

employ the disadvantaged, permit low-wage labor intensive industries to

compete with imports, and to increase output of the nation. To finance

the supplements, terminate a number of programs such as subsidies to

rural community services, revenue sharing, and Economic Development

Administration and Farmers Home Administration programs of industrial

loans, grants, and technical assistance.

(4) Utilize services of the Extension Service to provide minimal

economic planning and organizational services so that rural communities

can utilize their resources to efficiently provide the level of

services they desire and can afford. This program would entail only

modest additional federal outlays.

References

Tweeten, Luther and George Brinkman. Micropolitan Development.
Ames: Iowa state University Press, 1976.

Tweeten, Luther. "Past and Prospective Economic Development of Rural
Communities." Pp. 174-97 in Congressional Research Service,
Library of Congress, Agricultural Communities: The
Interrelationship of Agriculture, Business, Industry, and
Government in the Rural Economy. Committee on Agriculture, U.S.
House of Representative, 98th Congress, first session.
Washington, D.C.: U.S. Government Printing Office, 1983.

Gilford, Dorothy, Glenn Nelson, and Linda Ingram, eds. Rural America
in Passage: Statistics for Policy.. Washington, D.C.: National
Academy Press, 1981.



693

Senator ABDNOR. Thank you. That's very helpful.
Our last witness, and I'm happy to have him back with us today,

because I have great respect for his expertise, is Mr. Brady Deaton,
who appeared before the Joint Economic Committee 1 year ago when
this subcommittee was considering the impact of the agricultural
economy on small towns and businesses.

Mr. Deaton is a professor of agricultural economics at VPI, and
it is a real pleasure to have you back.

STATEMENT OF BRADY J. DEATON, PROFESSOR, DEPARTMENT
OF AGRICULTURAL ECONOMICS, VIRGINIA POLYTECHNIC IN-
STITUTE AND STATE UNIVERSITY, BLACKSBURG, VA
Mr. DEATON. Thank you, Senator Abdnor and ladies and gentle-

men. It is a pleasure for me to be back before the Joint Economic
Committee.

Senator ABDNOR. Excuse me. If you see me get up and leave in a
little while, it's because I've got to go vote. But, you go right on.

Mr. DEATON. That's fine. Thank you.
It is a pleasure to be before the Joint Economic Committee again

and to have been invited to appear before this distinguished group
of guests. I want to also commend the subcommittee for taking this
broad-based view of the rural economy of America because I think,
for too long, we have had macroeconomic policies made in isolation
from agricultural policy and agricultural policy made in isolation
from macroeconomic policy, points that Mr. Tweeten emphasized
also in his remarks.

It is essential that we examine the interrelationships between
the farm and the nonfarm sectors, and the thrust of my remarks
this morning are to try to look at an economic strategy that can be
based on recognizing the tremendous importance of the nonfarm
sector to the farm sector, and vice versa.

When we recognize that two-thirds of the farm families' income
in America comes from off the farm, I believe that's evidence
enough that we must have both farming and nonfarming enter-
prises working hand in hand in rural America to create the kind of
living environment that we want to try to create for a quality life
in rural areas.

If we look at rural economies today, I think we see some dangers
and promises. From the standpoint of dangers, we see a greater cy-
clical vulnerability of the rural economy to international events;
the over-valued dollar has been emphasized already.

The product cycle is also leading to certain manufacturing firms
moving abroad and represents another depreciation of rural Ameri-
ca's job opportunities. Also, during this period of financial deregu-
lation, we are not at all sure what the net effect is going to be on
rural communities across the country, whether we are going to con-
tinue to see the capital flight mentioned in one of the earlier testi-
monies, or whether we are going to see a net inflow of capital back
into rural manufacturing and business and agriculture to provide
the job opportunities that are needed.

The answer to that question remains to be seen, but it's some-
thing I think we should be cognizant of and examine carefully.
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Senator ABDNOR. Could I stop you for 5 minutes? I'll try to make
my vote and come right back.

Mr. DEATON. Sure.
Senator ABDNOR. I hate to ask you to do that. We'll have a brief

recess.
[A brief recess was taken.]
Senator ABDNOR. I have voted and we can continue, if you don't

mind.
Mr. DEATON. Thank you. I was just talking about some of the in-

creasing vulnerabilities that rural economies and rural communi-
ties are facing today. In addition to the cyclical aspects of the cur-
rent economy, our real concern, I think, is that the basis of eco-
nomic growth in society is changing more toward information de-
pendence than has been true in the past. And Nobel Laureate T.
W. Schultz has coined a phrase, "information as power in agricul-
ture."

I think it's fair to say that information is the power and driving
force of economic change that's going on throughout rural Amer-
ica, and America, in general, today. And unless we are able to de-
velop the kind of school system, extension service and public infor-
mation system, the kind of data needs that Professor Tweeten has
already strongly emphasized, we are likely to develop an informa-
tion-rich component in our society alongside an information poor
component and drive apart the potential sharing that can occur.

In other words, we are likely to create more rural poverty in the
future than we have in the past unless we address this issue head
on. I think, to do that, along with addressing many of the other
needs, we need to have shown, certainly at the Federal Govern-
ment level, a real commitment, a real leadership to address some
of the rural needs. And I certainly don't need to remind Senator
Abdnor and other members of this subcommittee of this, as I know
you have provided leadership in this area.

But if you look at the history of development in this country, the
type of rural infrastructure that has given access to the rural com-
munities across the country, to banking, telephones, air lines, farm-
to-market roads, electrification-these factors have been provided
by a strong public commitment to guaranteeing access to some
minimum level of services that we need in this country.

We saw some examples in Mr. Howard's and Mr. Cope's testimo-
ny of the kind of forward-looking leadership that we need to see
more of in rural America today.

Let me take a moment to emphasize some components of a rural
development strategy that can help turn many of the lagging rural
communities into full participants in our economy. I think it's im-
portant to emphasize the fact that the educational sector does lag
in many areas of the country, and that rural poverty in the last
few years has been on the increase throughout most regions of the
United States.

We have to turn more attention to providing the educational sup-
port in primary and secondary education, in the community col-
leges and in training programs that can elevate the skill and
knowledge base of our people, fitting them into the kind of infor-
mation society that we are moving into.
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Technological change is ongoing and for that technological
change to be rapidly adopted in rural areas, we need more of an
environment of security. And one thing I think that the interde-
pendence between farm and nonfarm sectors we have been talking
about this morning provides is more of a secure income stream for
farm households, so that we can see in farm households that
depend on nonfarm income the potential for shifting out of some of
the more traditional agricultural crops where the price-cost
squeeze may be so severe that an adjustment off the farm may be
needed. Many of these farms can move into alternative enterprises.

For example, in southwest Virginia, where we have a real
squeeze occurring in the tobacco farming region, we are trying to
look at alternative crops that provide new economic opportunities
for these farm families.

Now to achieve this more effectively, we are going to have to
have more balanced job opportunities in the nonfarm sectors, so
that the household doesn't run the risk of losing everything it's got
when it tries to take a more innovative stance in this regard. So I
think that the important aspect of the farm and nonfarm integra-
tion that I see is that it reduces income risk for the household and
provides an environment for more innovative economic alterna-
tives.

I want to close by calling attention to the approach we have been
taking in Virginia to deal with some of the issues of human capital
development and new enterprise development in the rural parts of
the state. After working with the State legislature, we formulated
an idea which we have called the Rural Virginia Development
Foundation. Now, the purpose of this foundation is to stimulate
private sector venture capital to be invested into rural firms-
small businesses in the rural parts of the state.

And we have also encouraged the development of what we call
value-added industry; that is, small businesses and manufacturing
firms that take the latest technological ideas coming out of our
land grant universities and out of the private sector. And we have
urged the State to provide certain State support for developing pro-
totype plants in rural communities to take the agricultural prod-
ucts, the fisheries, the mining and the forestry and do further proc-
essing and modify it into new products that have access to some of
the larger consumer markets in the country and around the world.

We believe that this approach has promise if we can draw on the
significant positive examples that venture capital throughout this
country has provided. But it takes a creative partnership between
the public and the private sector to bring this about.

While there is a need, as one of the earlier speakers indicated,
for continuing loan guarantees to small business, we believe there
is a need for stimulating more equity investments on the part of
the private sector, perhaps jointly with local governments and
some aspects of the public sector to achieve this objective.

The foundation, in addition to emphasizing the private sector
venture capital investments in small firms, we have emphasized
the need for identifying and training entrepreneurs and providing
educational support through extension for our community colleges
and our entire educational system to create an atmosphere in
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which entrepreneurs are willing to take a chance, as they have
been doing in the agricultural sector for a long time.

And we also believe there needs to be a technology transfer
mechanism created that links higher education systems with the
private sector and with the public sector to identify new ideas and
put them into operation as quickly as possible in those parts of the
country where we can try to achieve a balanced economic growth
upon which a healthy rural economy depends so vitally.

If we can build on these kind of interdependencies, I think we're
going to be able to, in the future, address more directly some of the
hard core problems of poverty and to speed up the convergence of
incomes between rural and urban America. Thank you.

[The prepared statement of Mr. Deaton follows:]
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PREPARED STATEMENT OF BRADY J. DEATON''

Strategies For Strengthening the Rural Economy*

The economy of rural America is undergoing a continuing transformation.

Both domestic and international forces are reshaping farm/nonfarm interrelation-

ships with significant implications for the sectoral and spatial allocation of

resources. A new understanding of federalism is being sought at the national

level, while a new sense of what constitutes rural communitites is being explored

at the state and local level. These dynamic economic and social forces and

related policy deliberations require a reexamination of traditional agricultural and

macroeconomic policies and a willingness to seriously review and where required

design our political and financial institutions.

The purpose of my presentation is to identify some important factors in the

economic relationships between the farm and nonfarm sectors of rural economies

and to propose policy strategies that build on the potential new strengths that

are emerging in rural America. I will argue that fulfilling the new potential

requires concerted leadership and strong committment by both public and private

sectors of the nation.

EMERGING FORCES SHAPING THE RURAL ECONOMY

Before addressing specific aspects of farm/nonfarm interactions, I want to

take a moment to highlight a few of the important trends that are now shaping

the rural economy.

*Testimony presented to the Joint Economic Committee, Congress of the United
States, May 15, 1985.

**Professor, Department of Agricultural Economics, Virginia Polytechnic Institute
and State University, Blacksburg. The author benefited from discussion of
this topic with colleagues J. Paxton Marshall, Thomas G. Johnson and Randy
Kramer, Virginia Polytechnic Institute.
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First, international market forces play an increasing role in shaping rural

affairs. These forces are accentuated by domestic deregulation of our

financial system. Ironically, our private financial structure is becoming

centralized at the very time our federal system is becoming more decen-

tralized in terms of fiscal authority and control. States and localities

are grappling with these rapidly changing events.

Second, local economies are becoming more vulnerable to cyclical economic

forces driven by technological change and, in part, by international

events. We aren't that far removed from the Russian Wheat deal and

the OPEC embargo, twin events that impinged pecularily on rural eco-

nomic affairs and which awakened rural leaders to the extent to which

their destinies are linked to the broader world. More importantly, we

are now discovering the harsh realities of an industrial product cycle

that does not recognize national boundaries. As we move into an infor-

mation-based society, many manufacturing plants are moving to cheaper

labor markets in third world countries. Our educational system, espe-

cially land grant colleges and universities and community colleges, must

move rapidly to address the human capital needs that are generated by

these technological realities.

Third, demographic changes continue to affect labor and capital markets in

rural areas. Migration and return migration sharply alter the job-labor

availability ratio resulting in high levels of unemployment persisting

even in high growth areas. The imbalance results from our lack of

understanding of rural labor markets and our inability or unwillingness

to develop effective public policies that address the needs of the unem-

ployed.
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In addition, the aging of the population and the movement of the

elderly into selected rural areas creates a new flow of private and

public transfer payments and a new set of service sector demands.

Retirement-oriented transfer payments represent 14 percent of per cap-

ita income in rural areas of the U.S as compared to 10 percent for

metropolitan areas (Smith, Willis, and Weber).

FARM/NONFARM INTERDEPENDENCIES: TOWARD A NEW PERSPECTIVE

Agricultural policy has always contributed in important ways to the growth

of non-farm business and industry; but the interrelationships between the farm

and non-farm sectors are generally not explicitly recognized and have seldom

been drawn into the agricultural policy debate. Similarly, monetary and fiscal

policies appear to be formulated without a very clear notion of their spatial impli-

cations. These are surprising weaknesses for a nation whose historical "West-

ward expansion," and agrarian tradition still command public attention if not our

purse strings.

Nonfarm employment affects agricultural development through its impacts on

both the capital and labor markets, by reducing family income risk, and through

the services provided by rural communities to the farm population. Both public

and private sectors are important here. Public service demands direct our atten-

tion to the incidence of taxation on the agricultural sector as local property taxes

are a principal source of finance for locally provided public services, especially

primary and secondary education.

The nonfarm employment sector creates additional savings which flow into

local financial institutions to some degree. These buoy up the potential financial

base of the community including the lending potential to the agricultural sector.

Deregulations of the banking industry may have eroded the significance of this

contribution to agriculture, as relatively less farm lending appears to be occuring
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in integrated banks as compared to independent banks (Markley, 1984).

More significant is the potential that the nonfarm sector holds for stimulat-

ing linkages on both the input and product sides of agricultural production.

Lower cost inputs may be provided because of the proximity of input supply

firms which gain sufficient economies of size to merit the establishment of local

supply firms. On the output side, value-added industries may be developed to

stimulate further non-farm employment. Simultaneously, this generally means

greater farm profits at the local community level. Specialty crops such as

grapes, apples, and other fruits and vegetables may lend themselves to this

potential, although major grain crops are not exempt. New technological pro-

cesses are likely to emerge as attention is given to such specialty crops. Also,

venture capital can play a vital role in stimulating new entrepreneurial efforts in

this area (Deaton, Johnson, Farmer, and Schwartz).

The Factor Proportions Issue

The labor market interrelationships have implications for the future capital

intensity of agricultural production, at least for some aspects of production.

Higher capital/labor ratios for part-time farmers have been almost universally

observed in empirical research reported by OECD, 1977 and '78; Schneeburger,

Comer and Edwards; and Johnson and O'Grady (Johnson, p. 14). Also, part-

time farming has been tied to lower per acre production of agricultural products,

a logical consequence of the higher opportunity cost of labor for part-time farm-

ers.

Theoretically, nonfarm employment opportunities create competition for

own-farm use of labor and would tend to result in a steeper supply curve for

own-farm employment. In other words, the family's labor use on their farm must

be as productive as the off-farm work in order to effectively compete for the

labor. As nonfarm jobs are taken by farm family members, the total hours
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worked by the family will likely increase, but the amount spent on farm work will

likely decline. The per hour value of labor on the farm will increase (Johnson,

p. 10). Of course, some work on the farm will be viewed as recreational and will

be undertaken for its psychic benefits.

Melichar has provided a recent analysis of the relationships between off-

farm earnings and the farm debt load which further clarify the importance of

these points. As he states the case:

At the extremes, operators of the very large farms have 18
percent of the debt but only 2 percent of the off-farm income;
operators of the smallest farms owe only 4 percent of the debt
but have 27 percent of the off-farm income (Melichar, p. 8,
see his Table 4 attached).

For the roughly 73 percent of U.S. farms that fall in the value-of-sales

classes below $40,000, net farm income is not directly related one way or the

other to the farm debt crisis. For the most part, these farm families have rela-

tively little farm debt and significant off-farm income. Melichar points out that

financial stress is likely to be greatest for farmers in the sales classes between

$40,000 and $499,999 with debt-asset ratios above 40 percent. This group repre-

sents 210,000 operators (9 percent of all farmers), owns assets equal to a tenth

of total farm assets, and owes a third of total farm debt (Melichar, p. 14). Mel-

ichar estimates that over half of the heavily indebted operators fall in the sales

class of $40-99,000 (See his Table 9 attached).

This group of farmers most likely do not have significant off-farm income,

and may face tough choices between using family labor on the farm vs. off-farm

employment. Both psychological and financial stress is probably greatest for this

group of farmers. Farm crisis counseling through extension services should be

strengthened to address these needs. Stimulating more off-farm job opportunities

and/or alternative cropping patterns represent longer term strategies.

52-112 0 - 85 - 23
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Variations by Types of Farm and Policy Implications

Johnson argued that the farm effects of off-farm employment will vary by

type of farm, resulting in the tendency to substitute capital for labor in all

enterprises for which such substitution is possible. This substitution will, in

turn, favor those enterprises requiring relatively less labor (pp. 10-13). Hence,

different enterprise mixes and different factor intensities may be equally optimal

depending on the relative capital intensities of different farming enterprises and

variations in the stock of human capital within the farm household.

This observation appears to hold profound implications for future agricul-

tural and rural development policy and places a premium on human capital invest-

ments. First, the growing incidence of nonfarm employment introduces the

opportunity for greater diversity of production methods and choice of enterprises

in U.S. agriculture. Thomas Urban, Chairman and President of Pioneer Hi-Bred,

recognized that this diversity was growing in his call for a "New Social Contract

with Rural America." He called for a rural development strategy based on four

principles:

1. Encouragement and support for technological innovations;

2. Direct involvement of rural residents in the planning and execution of
programs;

3. Creation of well funded local development and credit programs;

4. Free market pricing of our agricultural products.

A Wisconsin dairy farmer is just not the same as a Virginia dairy farmer

when viewed in this context since local institutions, transportation systems, and

the structure of local economies vary so sharply. Therefore, the availability of

suitable off-farm employment simultaneously determines both the extent of house-

hold participation in off-farm jobs and the nature of the farming enterprise

(Johnson, p. 13). In turn, the relative utilization of capital and labor in non-



703

farm enterprises alters the labor interdependence between the farm and non-farm

sectors and creates incentives for a variety of capital/labor ratios in each sector.

Briefly stated, then, we should recognize that nonfarm employment oppor-

tunities mean different things to different families. Some families use nonfarm

income as a means to enter agriculture. Others use it as a means of transition

out of agriculture. For many families, nonfarm employment is not a viable option

because of the lack of marketable skills in the family, perhaps due to lack of

training, age or disabilities.

To these considerations must be added the complexities of household labor

allocation between the farm and nonfarm sector. Farm size, risk preferences,

and farm credit availability almost certainly alter the household members' desires

to participate in nonfarm employment. For example, risk averse farmers' may be

more likely to participate in nonfarm employment. They create a more elastic

labor supply for the nonfarm sector at relatively low wages. At the same time,

the more secure nonfarm income stream should create a more conducive environ-

ment for adopting relatively more capital intensive on-farm technologies. There-

fore, in the face of growing uncertainties facing agriculture and growing nonfarm

employment opportunities, we are likely to see greater diversity emerging in the

part-time farming sector of the agricultural economy.

Specifically, I believe we are likely to see transitions from traditional to

alternative technological enterprises occurring more rapidly and smoothly in those

parts of the country where non-farm job opportunities are more prevalent.

Technical support from research and extension services must be strengthened to

assist in such adjustments. In areas such as Southwest and Southside Virginia,

where tobacco is still an important cash crop and alternative cropping patterns

are being explored, the transition into new crops may be impeded unless non-

farm opportunities are available to reduce the income risk associated with the new
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farm practices, marketing systems, and technologies that will be involved. In

other words, multi-pronged strategies are required to develop infrastructure and

financial support for small business and industry and to insure broad-based

research and extension support from our land-grant colleges and universities.

The intergenerational consequences of alternative economic structures

should be recognized. Major community institutions are shaped in order to pro-

vide intergenerational support for social changes that affect the next generation.

Community support of education, the judicial system, recreational facilities, and

most long-term investments in social and economic infrastructure attest to this

objective. Clearly, this concern holds implications for the integration of farm

and non-farm life as well. That is, greater diversity of job opportunities, both

within agriculture and between the farm and non-farm sectors, is more likely to

provide for broader occupational choice and for an appropriate ladder of economic

opportunity for all members of the community, especially low-income families and

minorities. There is a strong public stake in the design of an economic system

that provides economic opportunity for all.

Recognition of this public responsibility provides the most urgent rationale

for balanced economic growth in rural communities. A healthy agriculture

requires healthy communities to provide support services and complementary job

opportunities. Nonfarm employment opportunities make it more likely that appro-

priate technologies will be adopted because of the reduced risk of the adoption

decision. The expansion of occupational choice through strategies of economic

diversification helps provide a stronger ladder of opportunity for rural residents.

It also creates a "safety net" of opportunities that use a broader range of job

skills, thereby reducing the probability of being unemployed. These objectives

can not be readily achieved unless public policy encourages spatially balanced job

opportunities.
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Government plays an important role in determining the rate of growth of

labor productivity in a region. Labor productivity can increase because labor is

better trained and educated, because of technological advances which enable a

given amount of labor and capital to produce more output, because of the appli-

cation of more capital per labor-hour, and/or because labor is more satisfied and

motivated. The public sector affects labor productivity through each of these

factors.

The federal government funds education and training and research in ways

which are designed not to favor one region over another, although this education

and research can affect different regions differently by stimulating certain indus-

trial sectors more than others and favoring regions with industrial bases in the

favored industries. More importantly, the federal investments in infrastructure

(for example, roads, water, sewer, airports) increase the rates of return to

capital in regions where investments are made, stimulating private capital invest-

ments in these regions which, in turn, will tend to increase average labor pro-

ductivity in the recipient regions. Improvements in transportation and public

services that lower industries' operating costs are consistent with this arguement.

"Local" government investments also have a significant effect on regional

growth differentials as well. Differences in local spending on education, local

infrastructure and local services can affect productivity by increasing the quality

of the work force, by stimulating private investment and by increasing the local

quality of life. Also, the induced effect of federal expenditures on local revenue

generation should not be ignored. Briefly stated, government spending is pre-

sumed to affect both the quality of human capital in the region as investments in

education make labor more productive and enable firms to pay higher wages, and

the willingness of workers to live there as government spending affects the sup-

ply of public goods in a region and thus the labor supply curve.
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Rural-based, social assets and infrastructure provided by government

spending provide a more secure environment for alternative technology adoption.

Therefore, it is important that risk aversion be assessed within the context of

these factors. Variations in types of farms and types of risk orientation will

affect the allocation of household labor between farm and nonfarm employment.

Reduced risk stemming from greater off-farm employment will. alter capital/labor

ratios in both sectors, will provide more secure environments for innovative and

"appropriate" technology and, in turn, should provide the basis for enhanced

quality of life.

STRATEGIES FOR NON-FARM EMPLOYMENT OPPORTUNITY GROWTH

Barkley recently observed that a rigid neoclassical economic view "about

the existence of 13,000 towns in which some forms of capital have near zero

opportunity costs" would lead to the recommendation that some of them be closed

and their population moved to more viable communities as Hansen and others have

recommended. Barkley rejects this prescription as neither popular nor realistic

and calls for policies based on a better understanding of human, institutional,

and infrastructural (social) capital. While Barkley questions the importance of

rural amenities such as fresh air, quietness, and closer personal relationships, as

causal forces in the population turnaround of the past decade, other evidence

appears to suggest that they may represent very important forces, indeed (Weber

and Deaton).

Capital and amenities in my view are the two forces, not unrelated, which

hold the key to non-farm employment growth. To a substantial degree amenities

are sustained by appropriate public investments in infrastructure. Rural ameni-

ties serve as locational constants which help create a favorable environment for

attracting new manufacturing plants and stimulating business and industry

expansion. Both capital and amenities are being rapidly altered by technological
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change, by the internationalization of the U.S. economy, and by federal govern-

ment policies.

The Importance of Community Decisions

Most states are currently engaged in vigorous efforts to reshape and rede-

fine their economic development efforts as new strategies appear to be in order

given the structural changes that now confront the U.S. economy. The fervor of

these efforts is kindled, in part, by the high stakes being pursued in an envi-

ronment of intense and sometimes bitter competition among states. This competi-

tion is also evident within states as counties and cities vie for new industry

through sometimes counterproductive investments in infrastructure and tax incen-

tives that erode local vitality.

Human and institutional capital are essential ingredients of local economic

development efforts to attract new manufacturing plants and promote local eco-

nomic growth. Such leadership helps organize local, state, and federal resources

that strengthen the community's appeal. Applied research provides some guide-

lines for determining which decisions really count. Investments in industrial

sites to develop water, sewage, and transportation access are critical incentives

for attracting manufacturing plants (Smith, Deaton and Kelch; Kriesel). Other

important local investments of statistical significance in various location studies

inciude offers of industrial revenue bonds, fire protection services, quality edu-

cational achievement, organized development groups, and educational institutions.

Stinson recently reviewed the rationale for the public sector's increasing

role in the recruitment process. First, offers of such incentives as free land,

low-cost financing, specialized infrastructure, and tax holidays require public

action (Stinson, p. 7). The public good nature of industrial development activity

provides further justification for public investments in order to approach a more

socially optimal level of investment. Stinson also identified the public role in
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lowering information costs to the private sector, and discussed the evolution that

has occured in the permitting process and in the assessments of economic impacts

of economic change (pp. 10-19).

Institutional Innovations: A Virginia Case

In testimony presented before this committee on June 16, 1983, I argued

that public support was needed for venture capital and entrepreneurship in order

to strengthen small business development in rural areas. We have made progress

in Virginia toward realizing the benefits from such programs. I want to share

with the Committee the design and scope of the Virginia approach.

A new approach to rural economic development is now being put into place

in Virginia. This initiative is under the auspices of the rural Virginia Develop-

ment Foundation (RVDF). The RVDF represents an integrated approach to

human capital development, venture capital, and technology transfer directed

toward pilot projects that add value to agricultural and natural resources in rural

communities. It is designed to draw heavily on private investments with minimum

government subsidies. I want to provide a brief synopsis of the objectives and

proposed structure of the RVDF.

A Bill (Senate Bill 279) to establish the Foundation was passed by both

Houses of the Virginia Legislature in 1984 and was signed by Governor Charles

Robb on April 10, 1984. One of the key philosophies of the Foundation is to

assist in the development of businesses that are compatible with a given area's

resources, and with the needs and desires of local peopld and local officials.

The objectives of the Foundation are:

1. To provide access to sufficient operating and debt capital for new and
expanding small business in rural Virginia, and to target investments
towards agricultural and natural resource related businesses.

2. To encourage the development of a human capital program that insures
the delivery of targeted and coordinated leadership and manpower



709

training activities. These programs should be designed to meet the
emerging needs of the rural businesses, especially those enterprises
developed by programs initiated under the first objective.

3. To identify emerging needs and technological changes that generate
products and services which can be produced by rural enterprises in
Virginia.

Each of these objectives will be briefly described.

Objective 1: Role of the Economic Development Committee

The Economic Development Committee (EDC) of the Foundation is charged

with the task of creating access to sufficient operating and debt capital for small

businesses in rural Virginia and targeting investments toward agricultural and

natural resource related businesses. The EDC will attempt to develop business

enterprises based on new products, new markets, and new uses for existing pro-

ducts.

The emphasis of the EDC will be on expanding "value added" activities

based on the agricultural and natural resource base of local economies. The

approach will be to build on and further develop local entrepreneurial capabili-

ties, management, and resources. Using the resources of venture capital corpo-

rations, the risk of these new ventures can be pooled. By complementing the

capital with technical and management assistance, overall risk will be reduced.

The EDC will further help identify emerging technological trends that can

enhance the income position of rural Virginians by coordinating its activities with

the private sector, with planning district commissions, with the colleges and

universities of the state, and with the Virginia Cooperative Extension Service.

Efforts will be directed specifically to those businesses that appear likely to pro-

mote balanced economic growth and a healthy interaction between farm and non-

farm business sectors. Food processing businesses, wood products industries,

computer-assisted marketing arrangements, and other businesses that modify

existing resources to make them more accessible to domestic and foreign markets
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are examples of ventures which the EDC will consider.

A major function of the EDC will be to establish one or more for-profit

venture capital corporations (VEDCORPs). They will provide loans, engage in

equity financing, and guarantee loans to firms in rural areas of the state. Spe-

cial emphasis will be placed on providing support to new entrepreneurs and small

business ventures, although the needs of established firms desiring to expand

will not be ignored. In addition to providing financial assistance, these VED-

CORPs, with assistance from the Foundation, will assist businesses by providing

financial planning, general planning, and various types of management expertise.

This venture capital approach is based on the assumption that equity

finance (primarily for operating capital) is the fundamental aspect of an effective

financial support system for small business development (Figure 4). According to

the Economist, the rate of return on venture capital in the U.S. is in the range

of 50%, and the success rate of the businesses they finance is above 70%, far

higher than initial expectations. Clearly, from an economic perspective, more

capital needs to flow into the venture capital arena to bring down these high

rates of return and to serve a broader spectrum of the development needs of the

country.

Like most private venture capital companies, a working philosophy of these

VEDCORPs will be to remove themselves from part ownership of a given business

as soon as the business becomes fully operational from a profit point of view.

Thus, the VEDCORPs would sell their common stock in established businesses in

order that the businesses would subsequently be privately owned and operated

without VEDCORP involvement.

A major leadership role by the Foundation (RVDF) will be required for a

VEDCORP to attract a sufficient capital base. The major support will come from

local private investors, private industries, and local governments and develop-
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ment authorities. We anticipate that VEDCORPs will offer counties an alternative

means of supporting and encouraging local development by allowing them to either

invest in, or "purchase" development assistance from a VEDCORP. These funds

obtained from localities will be used as equity capital by VEDCORP to invest in

businesses in the localities. In addition, federal agencies will be encouraged to

provide funds through grants or loans to the RVDF. The Foundation will, in

turn, provide funds to the VEDCORP in exchange for equity stock. Principal

sources of such funds may include the Farmers Home Administration, the Depart-

ment of Housing and Urban Development, and the Small Business Administration.

Objective 2: Role of the Human Capital Development Committee

The second objective of the Foundation will be the responsibility of the

Human Capital Development Committee (HCDC). The HCDC will pursue programs

that ensure the delivery of coordinated leadership and manpower training activi-

ties and efforts. This committee will encourage the development of programs

designed to identify and train entrepreneurs, and to upgrade the labor and man-

agement skills needed to serve the future economic needs of the public and pri-

vate sectors of the Commonwealth. Coordination with existing state and federal

agencies will be emphasized, and the resources of Virginia's four year colleges

and universities and community colleges will be utilized.

The HCDC will improve quality of life directly by increasing investment in

human capital and indirectly by increasing the productivity of the labor and man-

agerial forces thereby increasing the value of labor and wages. The committee

will identify and coordinate relevant aspects of existing human capital programs

as well as initiate new programs designed to promote the objectives of the RVDF,

particularly efforts to promote entrepreneural identification and training.

This committee will coordinate managerial and manpower training programs

that improve efficiency and productivity in the private sector and promote capac-
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ity building development of local governments. Systematic efforts will be under-

taken to upgrade the quality of human capital by targeting training programs

toward the emerging needs of local governments, business, and industry. A

program of entrepreneural identification will be undertaken in conjunction with

colleges of agriculture and programs of human resource development, business

administration, engineering, public administration, and planning.

Obiective 3: Role of the Resources Coordinating Committee

The Resources Coordinating Committee (RCC) will be responsible for the

third objective. The Committee will identify emerging needs and technological

changes that. generate products and services which can be produced by rural

enterprises. The RCC will maintain close coordination with the Virginia Rural

Development and Capacity Building Council, state agencies, local governments,

planning district commissions, the Agribusiness Council, state and local chambers

of commerce, and other private organizations and groups.

The RCC will be aided by ad hoc task forces designed to identify prob-

lems, develop alternative approaches to their solution, and generally serve in a

"think-tank" capacity to deal with the emerging needs of rural communities.

Members of the "think-tanks" will be individuals who are, through experience,

academic training, or self-study, committed to examining creative, new

approaches to economic change, community development and improved quality of

life. The RCC will direct the "think-tanks" in such a manner that they support

related efforts of the RVDF.

The RCC will draw on volunteer groups and private agencies to gain

insight into new approaches to problem-solving that are based on grass-roots

involvement. Extension programs, community colleges and other educational

institutions may provide useful and practical applications of knowledge. Emerging

technology for new rural business and industry can be identified and production
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schemes established. This economic-educational linkage will serve to enhance the

economic and social interests of rural areas.

The RCC will function as a collector, disseminater, and medium for infor-

mation and ideas. The committee will collect, evaluate, project and disseminate

information through its task forces. These task forces, in turn, will attempt to

systematically obtain information on pilot projects and experimental efforts that

may prove successful in rural Virginia. As the RVDF's extension arm, the RCC

will disseminate information relating to enterprise and human development. And

finally, it will serve as a medium for transmitting ideas and information which

should be shared with various agencies of federal, state, and local governments.

The intent is to give life and energy to innovative ideas and apply knowledge

gained from experimental efforts.

CONCLUDING OBSERVATIONS

A distinctive aspect of rural development is its targeted focus on the parti-

cular needs of rural people, their communities, and their specific socio-economic

circumstances. In these concluding thoughts, I want to call attention to the need

for targeting economic objectives to improve life quality for the economically

disadvantaged and to address the hard-core economic problems of rural areas,

particularly in view of the recent increases in poverty being revealed (Southern

Regional Council, North Central Regional Center for Rural Development). After

years of convergence in poverty rates between metro and non-metro areas, the

recent divergent trends threaten to become more accentuated (Figure 1).

The intensive human capital skills that are emerging as principal require-

ments of the economy may further hamper the ability of the poor to fully partici-

pate in and benefit from economic changes. Designing policy strategies that

increase their chances of improvement will require concerted state and local initi-

atives with federal support for equalization of opportunities. This section will
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Figure i
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briefly outline four strategies that may be useful to state and local government

initiatives as a basis for promoting quality economic development. Hopefully,

appropriate federal support for the strategies will be sustained as well.

1. Develop a high-quality educational system at all levels.

The most fundamental incentive for quality economic development is a

state's educational quality. The federal responsibility in this area must be main-

tained and even strengthened. A strong public education system is the touch-

stone of our democratic tradition, in my opinion. The direct effects of a more

productive, motivated labor force are less important than the longer term benefits

of producing quality decisionmakers. In a democratic society, knowledge is used

to choose and discriminate among economic alternatives and to build social institu-

tions that support productive enterprise. The state's educational system should

address lifelong educational needs through both formal and informal approaches.

This aspect of social and economic development undergirds the remaining three

points discussed below.

2. Use scientific knowledge to build on the state's comparative advantage.

Rather that blindly pursuing some vaguely defined notion of "high-tech"

industrial growth, state governments should promote application of the most

advanced scientific knowledge within those industries that currently represent a

significant part of the state's economy. Developing creative partnerships between

state government, universities and the private sector is an important component

of this strategy in order to insure that existing knowledge is successfully

extended and applied and that new knowledge is generated in response to social

needs. New institutional arrangements may be necessary to effectively bring this

about.
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State governments should recognize that a comparative advantage is usually

held by those industries which Currently play major roles in their states' econo-

mies. Also, scientific developments are occurring across a broad range of con-

ceptual fields. Many of these hold significant implications for even the most

traditional industries in the state.

Small prototye plants established around scientifically-based, experimental

designs have the potential of rapid growth and/or widespread application in

existing industry. Scientific knowledge is essential to upgrade technologies in

such sectors as agriculture, chemical processing, forest products, and textile and

fabrics in order to preserve their competitiveness under international economic

pressures. During the interim, state support in the form of low-interest loans

and/or direct equity investments may be justified.

This process of scientific application should not be limited to the natural

and physical sciences. Social science contributions may be even more significant

for promoting economic efficiency and avoiding high social costs. Social science

disciplines create new knowledge of management-worker relationships, productiv-

ity, community-industry interaction, family functioning, and institution-building

-- all of which may play vital roles in stimulating industrial productivity and

creating a favorable environment for quality economic growth. Social science

analyses have been conducted to determine impacts of economic change. Such

applications help avoid undesirable economic alternatives and support sound

growth objectives.

3. Create a venture capital capability that will target specific regions and sec-

tors of the state's economy.

Venture capital is an American success story. The high rate of economic

viability among businesses supported by venture capital and the financial returns
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to equity owners in venture capital firms attest to this success. The ability of

venture capital firms to provide a unique mix of capital needs and management

expertise to new and existing firms, often associated with innovative entrepre-

neurial efforts appears to be the secret. Venture capital and entrepreneurial

support programs can revitalize the economy by promoting more widespread own-

ership of equity capital.

State governments are in a position to develop creative public-private sec-

tor partnerships to meet this need. In addition, the involvement of state

governments provides an opportunity to guide the efforts of such firms towards

the hard-core areas of the economy where chronic unemployment and persistent

poverty continue to impede progress toward a quality society.

The evidence seems clear that the spirit of entrepreneurship is sufficient to

support significant growth in small business in most states. Public efforts may

be needed, however, to identify these entrepreneurs and to develop and provide

programs of training, product development, and related business support. Land

grant colleges and universities should be major actors in this process. The

example discussed above of the Rural Virginia Development Foundation is illustra-

tive of the potential in this area.

4. New institutional/administrative designs are needed to coordinate the interre-

lated functions of capital investment, applications of scientific knowledge,

and development of human capital.

Coordination among levels of government and between public and private

sectors has been emphasized. New forms of administrative efforts and institu-

tional design must be continually developed, monitored, and evaluated. A spirit

of experimental innovation should be promoted, not in a frivolous waste of always

scarce resources, but in an attempt to discover new social designs that effec-

tively address seemingly intractible economic and social problems.

Conflicts over basic constitutional matters are likely to arise. We have

seen the beginning of such issues in Florida, North Carolina and Virginia as the

question Li debated of the appropriateness of state and local government partici-

pation as equity owners in state-directed investment funds. These constitutional

issues strike at the basic foundations by which society continually reshapes its

economy. The judicial system is likely to play an even more visible role in

future state economic development efforts.
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Table 4

Estimated percentage distribution of farm operators
and their assets, debt, and off-farm income,

by size of farm, January 1, 1984

Size of farm I

Annual value of | Operators Assets Debt Off-farm
farm products | income
sold (thousands I
of dollars) I

.All farms ....... 100 100 100 100

500 and over .... I 10 18 2
ZOO to 499 ...... 3 13 18 3
:30 to 199 ...... 7 16 21 5
*0 to 99 ........ 16 22 22 10
20 to 39 ........ 11 10 7 9
:0 to 19 ........ 12 8 5 12
5 to 9 .......... 13 6 3 16
2.5 to 4.9 ...... 14 6 2 16
Under 2.5 ....... 23 8 4 27

Operators, assets, and debt are as of January 1, 1984, estimated as
described in the note to Table 3.

Off-farm income data are USDA estimates for 1983, from ERS ECIFS 3-3, p. 89.

Source: Melichar



719

Table 9

Estimated percentage distribution of operators and their debt and assets
on farms with annual sales from $40,000 to $499,999,

bv relative debt level and size groups, January 1, 1984

Size of farm R Batio of farm operator debt to assets
(percent)

Annual value of farm products I
sold (thousands of dollars) I Little or Moderate Reavy Total

no debt debt debt
(0-10) (11-40) (41 and over)

All farms in this group: Percentage of total

Operators ..................... 32 35 33 100
Assets ........................ 36 38 27 100
Debt ........................ 4 32 64 100

Operators, percentage of total in size class

Large (200 to 499) .............. .22 35 43 100
Mid-sized (100 to 199) .......... 26 38 36 100
Small (40 to 99) ................ 38 33 30 100

Operators, percentage of total in debt class

Large (200 to 499) .............. 8 13 16 13
Mid-sized (100 to 199) .......... 22 31 30 28

Small (40 to 99) ................ 69 56 54 60
0 too too100 too

See note to Table 3.

Source: Melichar _ . .. . - . .
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Senator AEDNOR. Well, thank you, Mr. Deaton. I'm extremely
pleased to tell the panel that Senator D'Amato, a member of the
Joint Economic Committee from New York, has been a very active
participant in our program. He has just arrived and let me tell
you, Senator, this is an excellent panel.

I took advantage of South Dakota. Senator D'Amato was out at
Rapid City with me last summer and even tried trout fishing, John.

Mr. Howard is in the packing plant business in Rapid City and
relies heavily, of course, on agriculture.

Mr. Cope comes from the other corner of the State, the south-
east, and is in the manufacturing business and has been for a
number of years. He has pointed out very vividly that up to a
couple of years ago 25 percent of his business was in the export
market. The export market has deteriorated; and this has had a
great devastating effect on his business.

Mr. Tweeten and Mr. Deaton-one is from Oklahoma State and
the other is from VPI-have been before us before, with fine re-
sults. We have had some great information today from a cross-sec-
tion and I'm really happy they are here.

Senator D'AMATo. Well, Mr. Chairman, you have taken a great
leadership role in attempting to focus on rural America and the
problems. Of course, as Mr. Tweeten has pointed out agriculture is
New York State's No. 1 industry. I guess most Americans just don't
realize that; 440,000 people are employed directly or indirectly in
agricultural activities in New York.

The beauty of your State is obviously enhanced as a result of the
great economic strength that the agricultural agribusiness brings
to it. Of course, the problems are complex, manifold, and I certain-
ly compliment you and thank the members of the panel for giving
testimony today. I have not had an opportunity to be here to hear
all of it, but, certainly, my staff will be reviewing it.

Mr. Cope, as you have indicated, it is very frustrating to have
lost a substantial part of your business as a result of the exports
drying up.

Added to that, in my State, and I would imagine in your State,
we suffer a loss of market from those who dump agricultural prod-
ucts into our traditional marketplaces right here in the country.
Our local farmers cannot compete. The Canadians deny any dump-
ing activity. But I don't know how you can continue to plow up
more acres-and that's what they're doing in Canada-for vegeta-
ble crops, selling their potatoes, I think, at $4.00 a hundredweight,
and they're only losing a dollar a hundredweight.

Now how could you do that? And why would you be doing it
more and more? Of course, it's knocking our farmers right out of
business.

I saw you grabbing your microphone, so you have probably had a
similar experience.

Mr. HOwARD. We were talking earlier about the packing indus-
try. The hogs are brought in from Canada into South Dakota, and
strictly because of the currency values, the Canadians are able to
sell and make a good profit at a price that the domestic South
Dakota producers are unable to match, so the producer is unable to
compete.
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Senator ABDNOR. I can add to that. We penned a recent budget
resolution, but it just makes assumptions. It doesn't mean the Atni-
culture Committee has to follow the overall dollar figure, but it
was pretty well set out. Anyway, I guess it has to be because there
are no dollars in the budget for it. It isn't necessary. As you know,
we have huge holdings in grain in the CCC. Something like 8 or 9
billion or more. The discrepancy in our dollar, and in many cases
in Europe, direct subsidies are knocking things out of the export
market.

The administration has agreed to put between $2.5 billion and $4
billion in to what you might call an export pick.

Now how that is going to go over, I don't know, but I got into
quite a conversation a few days ago with Cargill, who didn't agree
with me, but we temporarily, at least, took back the wheat flour
business from France that had taken over that business from
Egypt. On this one sale, almost a year's supply, the Trade Ambas-
sador at that time, Mr. Brock, told me just to watch. He wouldn't
tell me what was happening, but as soon as it was announced that
we had made the sale, we supplemented the two companies that
made the sale with almost free grain, if you want to call it that,
out of the CCC.

It doesn't make for good relations between countries, and I sup-
pose the State Department frowned on it, but the heck with the
State Department--

Senator D'AMATO. Oh, I agree with you there, Mr. Chairman.
Senator ABDNOR. I don't know what we could do for your type of

equipment in the PIK program, but that is the kind of thing we are
going to have to do to get the dollar down. Hopefully, we did some-
thing last week that might be the first step. You said we ought to
have a $50 billion cut over 4 years. We have done a little better
than that over 3, but that's as far as we've gone, and the 1986,
1987, 1988 budget proposal which comes close to $297 billion. The
House and Senate will probably get together on something. They're
talking that figure in the House.

Whatever we come out with, I hope it is going to take care of one
of our problems, but we will try to get the financial markets in
line, so we can have some decent interest rates and maybe in time
the dollar will come down.

They tell me, Jim, the problem is that if the dollar drops too fast,
we would lose all the dollars that have been brought into the coun-
try to finance our deficit in Government. Believe that or not.

Mr. COPE. Senator, where are they going to go? Where are they
going to go in the volume of money that we're talking about? There
isn't any place else in the world for them to go.

Senator ABDNOR. You've got one guy completely on your side.
Senator D'AMATo. Mr. Chairman, I agree with Mr. Cope. I think

we pay too much attention to this business about driving the dol-
lars away, because where are they going to go? Are they going to
invest in Russia-in the Soviet Union? What free marketplace can
give them the guarantee that we continue to?

Mr. COPE. Senator, I think that what we fail to see, without look-
ing at the motivation of why these foreigners are investing in this
country, is the things we take for granted-the stability, the safety
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of the investment and the question, to my mind, at least, is very
simple. Where else can they go? Sure, some dollars will leave.

Senator D'AMATO. Mr. Chairman, I have an opening statement I
would like to enter into the record.

Senator ABDNOR. Fine. Without objection, it will be made a part
of the record at this point.

[The written opening statement of Senator D'Amato follows:]
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WRrrrEN OPENING STATEMENT OF HON. ALFONSE M. D'AMATO

MR. CHAIRMAN, I THANK YOU FOR CONDUCTING THIS TIMELY

HEARING. AS YOU KNOW, RURAL AMERICA IS IN TROUBLE. ALTHOUGH

MANY URBAN AREAS HAVE SUCCEEDED IN COMING OUT OF THE RECESSION

OF THE LATE 1970s AND EARLY 1980s, RURAL AMERICA HAS NOT BEEN

AS FORTUNATE. OPPORTUNITIES IN FARM COMMUNITIES HAVE DWINDLED

AS FARMING HAS BECOME MORE MECHANIZED AND THE NEED FOR

MANPOWER HAS DECREASED. NOT FINDING EMPLOYMENT IN THEIR LOCAL

COMMUNITIES, THESE MEN AND WOMEN TURN TO THE URBAN AREAS FOR

EMPLOYMENT OPPORTUNITIES.

RECENT STATISTICS INDICATE THAT, OVER THE PAST FIFTY

YEARS, THERE HAS BEEN A DRASTIC CHANGE IN DEMOGRAHPICS IN THE

UNITED STATES. DURING THE 1930'S, NEARLY 25% OF ALL AMERICANS

LIVED ON FARMS. TODAY, LESS THAN 3% OF AMERICANS LIVE IN

FARMING COMMUNITIES. THESE FACTORS, COUPLED WITH THE FINANCIAL

DIFFICULTIES THAT MANY OF OUR NATION'S FARMERS ARE CURRENTLY

FACING, PAINT A VERY BLEAK FUTURE FOR RURAL AMERICA.

WE CAN TURN THINGS AROUND, HOWEVER. THE SENATE HAS

FINALLY ACTED ON THE 1986 BUDGET. HOPEFULLY, THE HOUSE WILL

ACT EXPEDITIOUSLY SO THAT WE WILL REDUCE THE DEFICIT BY AT

LEAST $55 BILLION WHILE MAINTAINING WORTHWHILE PROGRAMS, SUCH

AS THE FARMERS HOME ADMINISTRATION, THAT HELP PROMOTE ECONOMIC

DEVELOPMENT IN RURAL COMMUNITIES. WE CANNOT STOP NOW -- WE

NEED TO KEEP OUR ECONOMY, BOTH URBAN AND RURAL, STRONG.

THANK YOU, MR. CHAIRMAN.
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Senator D'AMATO. Doctor, you were going to say something?
Mr. TWEETEN. Well, I'd like to say something about the overval-

ued dollar.
An economist by the name of Bergsten recently estimated the

dollar is overvalued 40 percent, and a number of the major econo-
metric models show a similar figure.

Senator D'AMATO. Forty percent?
Mr. TWEETEN. Forty percent. That means, basically, that agricul-

tural exports and other exports are taxed 40 percent and imports
are subsidized 40 percent. Our farmers find it difficult competing
on that basis.

Now as to the safe haven, I would object very strongly. I think
the United States now is one of the most unsafe places in the
whole world to put your money, because with that overvalued
dollar, investors could lose trillions of dollars very quickly.

Senator D'AMATO. Wait, wait, wait. Admittedly, economics was
not my strong suit in college, and some would say it is still not my
strong point the way I have managed my portfolio over the years,
but how do you arrive at the fact that it is not a safe place?

Mr. TWEETEN. Because the dollar, as I say, according to a
number of estimates, is overvalued by 40 percent. But may be an
overshoot when the correction is made to a lower value of the
dollar.

Senator D'AMATO. In other words, you're saying the dollar will
drop.

Mr. TWEETEN. There are 3 trillion American dollars invested by
foreigners in Eurodollars and in the United States. That could drop
by 50 percent, and a $1.5 trillion loss is not a small amount.

Senator D'AMATO. Wait, wait. You're making it jump, Doctor.
You have to take it easy with me. How are you going to lose $1.5
trillion?

Mr. TWEETEN. By a drop in the value of the dollar by 50 percent.
I am not saying when it is going to happen.

Senator D'AMATO. Well, let's say that over a period of time the
dollar begins to drop in value. OK. But now you're saying someone
is going to lose a lot of money if that happens.

Mr. TWEETEN. Yes; they could lose $1.5 trillion, or they could get
very wealthy, if they would just switch to the mark or yen or gold
or diamonds or almost any currency other than the dollar.

Senator D'AMATO. But you're not really suggesting that every-
body has it in the dollar market? The daily transactions of the
value of the yen and the dollar, et cetera. Most of that $1 trillion is
invested in what? Short term? Long-term obligations? Others?

So you could not accomplish that kind of switch, where you have
that.

Mr. TWEETEN. Once the value of the dollar begins to fall, there
may be panic. That's why the value of the dollar could fall much
further than economic considerations alone would suggest that it
ought to fall.

The way to get a softer landing and an orderly adjustment out of
the dollar is to make macroeconomic corrections immediately. The
Federal Government needs to demonstrate that it has control over
the budget and set up a credible program to move toward a bal-
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anced budget in, I would say, 4 years. Then we'll get less chance of
panic.

I would say right now the dollar is a highly risky currency for
investment by foreigners.

Mr. COPE. You are talking about a risk based on the probability
that it may decline somewhat in value. The kind of risk I was talk-
ing about earlier is the risk of total loss.

Mr. TWEE=EN. Is the German mark in danger of collapsing? Is
the Japanese yen in danger of collapsing? Is gold in danger of col-
lapsing? Diamonds?

Mr. COPE. Let's talk about gold. The price of gold went from $800
to around

Mr. TWEETEN. The same thing could happen to the dollar, but
when the dollar begins to fall, gold will go up, so you want to con-
vert dollars into gold.

Senator D'AMATo. Wait; wait; let me ask you something. Are you
really suggesting, for example, that the deutsche mark is sounder
than the American dollar?

Mr. TWErrEN. If I were putting my money into a currency for
the next 5 years, I would put it in the mark rather than the dollar.

Senator D'AmATo. But people are not buying currency, Doctor.
You are assuming that people are speculating in currency, and
they're not.

Mr. TWEETrN. People are buying stocks, bonds, Treasury bills,
and farmland.

Senator D'AMATo. Let me just suggest something else. Talking
about the Japanese yen, who is running a bigger deficit based on
the GNP and all the other indicators? The Japanese or the Ameri-
cans?

Mr. TwEErEN. That's not the only consideration. The Japanese
deficit is not as serious because their saving rate and the productiv-
ity gains are much higher.

Senator D'AmATo. Well, you know, I want to suggest to you that
their productivity is because we are running a trade policy based
upon national security and convenience. The bureaucrats at the
State Department have become aficionados and have become abso-
lute propagandists, in certain cases, for lots of the countries in the
desk that they man, have forgotten America.

Believe me I am not suggesting that we didn't need healthy com-
petition, but we have moved to correct old antiquated industries
and production practices, and excessive demands in terms of wages
and fringe benefits, et cetera. Notwithstanding everything we do,
you can't compete.

I have manufacturers who have modernized and still say they
can't compete with an economy where somebody is paid 35 cents an
hour. My farmers can't compete against the subsidization of crops,
et cetera, by the French and the Canadians, and others. They just
can't do it. So I think we'd better recognize that there are some
problems there as well.

This free trade business, closing our eyes to the foreign govern-
ments and their practices in their industries, we just can t make it.
I don't think I am a protectionist, but I'll tell you this: I will prob-
ably be voting for a lot of protectionist measures unless I see some
changes. The Japanese come in and say, "Oh, we're going to let
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you sell into our telecommunications industry." What percentage?
The whole industry is only $4.5 billion, so maybe they'll let us sell
20 percent, and we're supposed to say "wonderful,' because we
have now brought home a contract for $800 million or $1 billion?

It doesn't satisfy this senator, and I don't see us addressing that.
But Mr. Chairman, I have never seen such a spirited panel.
Senator ABDNOR. Let me bring in another man. Mr. Deaton, you

have been sitting there. You must have some thoughts on this.
Mr. DEATON. Well, I must say, Mr. Tweeten's comments took me

a little bit by surprise by saying the United States is maybe one of
the more vulnerable economies of the world in terms of invest-
ment. I would take a different implication of the amount of foreign
investment coming into the United States. If we assume that the
world capital markets are working fairly well-and we must
assume that the United States looks fairly attractive to a lot of in-
vestors around the world-I think that we cannot overemphasize
the importance that foreign investments hold for rural economies
in this country.

My impression is that it may be particularly accentuated in the
South, where some States, such as South Carolina, their major
manufacturing investments over the last 5 to 10 years have been
foreign capital investments. Throughout the South, the foreign
sector is becoming increasingly important, and I believe this holds
significant implications for the way we design our own educational
system to take advantage of the direction that our national econo-
my is moving in.

Specifically, I think, in addition to the increased technical educa-
tion that deals with this "high tech world", we've got to place em-
phasis on language training at the primary and secondary level of
education and on, of course, international relations and on a more
broadbased liberal arts view that is integrated with our technical
educational system.

And I think this could do more to help alleviate some of our real
hardcore problems of poverty that we have been dealing with so
long, because even when we go to the most rural areas of the coun-
try, small country banks are dealing intimately with the world
economy. It takes a level of sophistication to participate in that,
that a full system should be providing. And I believe this is a case
where some leadership at the national level could be very effective
in elevating the extent to which these rural areas can participate
in that rural economy, because it is an economy that is more com-
plex. And, as I indicated earlier, more information based, in a
sense.

Senator ABDNOR. Well, before we get off the subject, let me ask
Mr. Howard about the practical side of running a business. How
does it look to you on this subject of the dollar?

Mr. HOWARD. Well, Senator, as far as the value of the dollar
with respect directly to our company, we are competing directly
against foreign imports. An example that I was talking about earli-
er this morning was just last week, we were trying to sell 90 per-
cent beef trim. Commodity is the proper terminology for it, and we
were trying to sell it into Chicago for $1.06 a pound.

The imports-90 percent beef trim imported into Chicago and de-
livered in Chicago is 99 cents at the same time. Now when you are
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dealing in a product where a whole industry is trying to make 1
percent of profit on gross sales, you can see that you're being beat
by 7 cents a pound. There's no way you can come close to that.

Senator ABDNOR. They're probably making more money on that
sale than you would have if you had gotten it.

Mr. HOWARD. Well, if you go back to Mr. Tweeten's analogy of a
40-percent difference in the money value, why, they do quite well,
even at a comparable cost. And it makes it not only difficult but
impossible to be competitive against a situation like this.

And if you look where the import quotas are based on 10 percent
of domestic production and we're now producing, in my opinion, an
abundance of beef in our own country, then we also in turn are in-
creasing the import quotas at the same time. And it simply com-
pounds the problem.

Senator ABDNOR. Well, I have just got to add one thing. We were
talking about hogs a moment ago. It's true, there's the difference
in the dollar, but I think I'm correct in saying that the committee
has subsidized by $12 on that before it crosses the border, which is
a pretty computation when you add it to the 40-percent factor.
That's a rough piece of competition.

Mr. Tweeten, you were going to say something.
Mr. TWEE'rEN. One of the problems with irresponsible fiscal

policy is that it encourages protectionism. That's exactly the kind
of sentiment that we heard expressed here today. Now, as for the
stability of the dollar, our financial markets worldwide are prob-
ably some of the most efficient markets in the whole world. So we
can't say there's a disequilibrium today in those markets.

So why do I say the dollar is overvalued?
The reason is that our dollar is sustained by high real interest

rates. High real interest rates in turn are sustained by the huge
Federal deficit. Thus Federal funds account for our trade deficit.

Neither one of those deficits can be sustained. If we sustain the
current Federal deficit, after many years the whole GNP would go
for interest on the debt. If we sustain our current trade deficit, in
many years, the rest of the world would own the United States. We
can't go on this way. We're in a long-term disequilibrium situation.
That's why I say it's uncertainty in that things could turn around
at any time because we can't continue this way.

Mr. COPE. Mr. Chairman, I would just like to make one comment
on the remark Mr. Tweeten made earlier. He brings together what
seems to be so much economic theory and some experience in the
real world. I would like to ask how he proposes in the real world
that $3 trillion, you say, is money going into Germany overnight?

Mr. TWEETEN. Well, it doesn't need to all go. All you need is a
switch of a few billion dollars and major turnarounds will occur.
When the dollar begins to fall and you're holding some of that $3
trillion, you don't want to be the last one out the door.

Mr. COPE. If you don't want to be the last and you don't want to
be the first, what's the difference whether you are talking dollars
or gold, steel conveyors, concrete pumps?

Mr. TWEzE=N. A few years ago, gold was overvalued and the
dollar was undervalued. The situation is the opposite today. And,
as you know, you want to work countercyclically when you are
managing your financial assets.
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Senator ABDNOR. Gentlemen, I'm going to get off that subject.
Our time is running out and I do want to get into some other
points that have been brought out in our hearing.

I want to jump right into the one both you and Mr. Deaton spoke
to-education. Let me tell you how it is in South Dakota. There's
no state that has more colleges per capita than South Dakota.

Isn't that a correct statement, Jim?
Mr. COPE. Correct.
Senator ABDNOR. We have two fine engineering schools that give

a doctor's degree. We have a number of universities that specialize
in medicine. In addition, we now have three State schools that go
along with that. In Mr. Cope's town, 6 months ago, there were two
colleges; now they are down to one. The School of Mines is where
Mr. Howard is from-one of the fine engineering schools.

We have some vocational schools now that are helping us with
industry. It isn't that we aren't putting dollars into education. In
some areas because of the poverty level or income level it may be
difficult to go to school. Not so in South Dakota. I dare say that
any youngster who wants to go to college in South Dakota, with
the prices we charge, with student loans and student assistance,
can do so. There's no one that couldn't be in college.

Do you suppose that's true? I mean, as far as education is con-
cerned? I can hardly name a young person who couldn't go to col-
lege today.

Mr. HOWARD. I would say, an extremely small percentage would
not be able to figure out a way if they wanted to.

Senator ABDNOR. Well, maybe we're not using it properly. I'm
not saying that is necessarily so. Our vocational schools have sup-
plied our needs and are now helping immensely in training people
for small business that are moving in.

What I really want to talk about is the underemployment. That's
been a favorite subject of some of us on this committee for quite a
while. As a matter of fact, I was hoping Senator D'Amato could
have stayed around, too, because that was one of our big argu-
ments on the floor. And just as you say, there's no reporting data.
We had that very subject brought up by Janet Norwood, the Com-
missioner of Labor Statistics, who reports to us every month. Noth-
ing in the figures reflect on rural America. She admitted that.

So you're right. I have made the point several times on the floor
that our people in the cities who are getting unemployment com-
pensation are making more money than my people in business and
those working on tractors every day. They are losing money and
are lucky to break even.

But there is no actual report. How do we go about getting this?
Is that going to be a difficult job?

Mr. TWEFEXN. I would begin with census data because those are
the most complete. It's also possible that by augmenting the Cur-
rent Population Survey, which is used to collect national data on
unemployment, with additional questions, it would be possible to
estimate underemployment.

The approach using census data is to examine earnings, educa-
tion, age level, and other factors that influence personal earnings.
You relate characteristics of the individual to earnings and then,
based on a national standard of what individuals of like education,
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age, and experience would be earning, you can measure to what
extent people in any rural county are earning less than that.

To do a satisfactory job of measuring real earnings, you need to
measure cost of living. We don't have those data either.

Senator ABDNOR. Do you think we could put something together
that-

Mr. TwEErEN. Yes; it's been done but not adequately. Until the
U.S. Department of Labor departs from its urban bias and puts
some resources into rural statistics, we're not going to make
progress.

The only-other alternative that I know of is to give that job of
collecting data to the U.S. Department of Agriculture, which is
more responsive to the need for data in the rural areas.

Senator ABDNOR. Do you have any thoughts on that, Mr. Deaton?
Mr. DEATON. I am familiar with some of the views Mr. Tweeten

has expressed, and I tend to agree with the need for a hard look at
the data sources that we now have in trying to make them more
adequate.

Senator ABDNOR. I am sure the two gentlemen from South
Dakota will agree about the underemployment.

Mr. COPE. I would agree that the Department of Labor has a very
strong urban bias.

Senator ABDNOR. Let me tell you how I feel about that right now.
The new Secretary, Mr. Brock, I know is smoothing out rela-

tions-Federal relations-with the labor unions, and I guess that
was needed out there. I worked a lot with Secretary Brock, particu-
larly since he has been a trade ambassador.

In all the walks of life in which he has participated, from politics
to the Senate seat and other places he has been in, I think he has
shown an appreciation for rural America because he has been in-
cluded in a lot of problems similar to those in South Dakota.

We have had him in the office many times, and I am hoping the
staff, maybe the next time around, will try to arrange a meeting
with both Secretary Block and Secretary Brock. This has been done
before on state matters. Maybe we can get some additional infor-
mation because it is really needed. They just don't understand the
situation around here.

Mr. COPE. Mr. Chairman-I hate to interrupt the chairman,
which is not really wise, but I would like to just comment on the
statement you made a moment ago that the new Secretary of
Labor is now working with labor unions.

I would like to point out to you that unionized labor represents
about a fifth of the total employment in the United States. It has
been a case of the tail wagging the dog far too long, and it really
would be best if we could get this to be a department of all labor
instead of a department of unionized labor.

Senator ABDNOR. Your point is well taken. I have confidence in
Mr. Brock personally and he has always seemed to me on most
issues to be a very fair-minded individual, and I think he would
know well how to blend the whole thing together.

Now, I may be wrong, but I think that it will work out that way.
I believe he will have a concern for rural America because it is a
very important part of our country.
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As I said earlier, I got involved when they brought out that bil-
lion dollar labor bill, the jobs bill, a year and a half ago and
wanted more but settled on a billion. It was meant for 12 states
with big unemployment, and that is all. Well, gradually they were
going to include 18 or something, but we finally won and had some
other factors included in that bill. That shows up in many of our
formulas.

We are hoping to get away from some of those grant programs,
everything from UDAG on, EDA and all of those. So it is not only
hurting us from the general picture but also, if they are going to
spend government dollars, they certainly ought to look at some of
the more rural areas.

We have got two fellows with their hands up. Let me take Mr.
Howard first.

Mr. HOWARD. I was going to suggest that we may not be able to
get the statistics today, but possibly we could talk about some
things that even if we don't have the statistics, all of us in this
room could probably make an estimate right now of what we think
they are in underemployment, unemployment, this type of thing.

I think we all are on the same wavelength with respect to what
really is happening in rural America, realistically, if we make, the
assumption of underemployment and unemployment that we really
believe there is and what we could do about it. There are some
areas here that are very difficult to solve, and those problems will
still exist even after we have the actual statistics.

Senator ABDNOR. That is exactly right. There would be a little
better basis if the government focused on some of the proposals
that have been mentioned today. You make an excellent point.

Before we get off of this, Mr. Tweeten.
Mr. TWEETEN. I just want to add one more comment about unem-

ployment.
In 1980, $16 million of Federal funds were allocated on the basis

of unemployment. It is probably less today. I don't have the figure.
There was a survey of persons in Gadsden County, FL in the

1970's using the same unemployment survey instrument as is used
by the Department of Labor for measuring metropolitan unemploy-
ment. But the Department of Labor uses a crude "handbook"
method to estimate the unemployment rate in the rural counties.
Researchers applying this instrument, used at the national level
for metropolitan areas, to a rural county of Florida found that un-
employment as estimated by the Federal Government was underes-
timated by about half. A recent study was done in Iowa with the
same kind of technique and with the same kind of findings.

So even if we use published unemployment data, which is a
wrong concept, there will be a bias against rural areas.

Senator ABDNOR. Well, I hope we will pursue this, and I hope to
fall back on some of your thoughts as we get into it.

But let me take a minute to ask: What do we have to do to im-
prove the situation and the job possibilities in rural America and
business? That touches on problems today.

I think Mr. Deaton said that two-thirds of farm income comes
from off-farm employment. Is that right?

Mr. DEATON. Yes, sir.
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Senator ABDNOR. That includes a lot of small farms out where we
come from. With the kind of operation they have, they must keep
their noses to the grindstone on farming. But we have to do some-
thing.

Now, you two fellows, with what you see in South Dakota today,
what are the big things?

I am trying to put together some facts and figures and materials
and research to help revitalize rural America.

Where should we hit, John? I really feel like I am trying to grasp
at everything and getting nothing.

Mr. HOWARD. I don't know if I have the exact answer to your
question. If I did, I would probably be out on the street selling my
wares and making millions. But to make a try at answering at
least from the vantagepoint I have, realistically, agriculture and
rural America is tied extremely close together, and if we look at
the production of agriculture today to be in excess of domestic con-
sumption, we are talking about-like Mr. Deaton said-about
changing from tobacco to some other agricultural commodity, and
it increases the competition in that particular commodity that we
switch to, whether South Dakota or wherever it would be.

We continually increase our efficiency without increasing our
market. For instance, how do I get a bigger market share if I
switch from soybeans to some other commodity, and you are still in
a commodity that is overproduced for the amount of customers that
you have, the amount of consumers you have? Then you really
haven't gained anything.

So what do we need to do? We need fewer people producing the
product so the price then comes up to a reasonable level that you
can make a living at, or you need more consumers for the product.

This is a supply and demand type situation, and you can subsi-
dize it by throwing Federal dollars at it or whatever. But what it
still comes down to is if you produce more than the consumer
wants to spend money for at that particular price level, you are
going to have product left over. And if you do, then the price drops
below what you can afford to produce it for.

So you have to go out and find more customers for it at that par-
ticular production level or drop the production back to where the
people are willing to spend more money for the commodity.

Senator ABDNOR. You find you can produce it, but outside compe-
tition may be coming in from other countries. That's a problem.

Mr. HOWARD. That is only one factor.
Senator ABDNOR. That is only one situation.
Take your hog business again. Coming from Canada, they start

out with about a $12 advantage on the subsidy that we don't give
our hog people. They have got the advantage of the dollar, and as
you read in the paper last week, our Government put a quarantine
on hogs coming into South Dakota because some of these Canadian
hogs are coming in using an additive-I forgot what it was-but we
don't allow it in this country. Our producers can't use it, but they
do, and I don't know what is happening about that. It has caused
quite an uproar here in Washington.

Those kind of factors-free trade is great, but we are going to
have to get together with GATT to straighten out some of these
issues.

52-112 0 - 85 - 24
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Mr. Tweeten.
Mr. TWEETEN. Well, we really don't need to talk much about sub-

sidies at this point because even the European Community now
doesn't need to subsidize their wheat in order to undersell us. We
no longer have a comparative advantage in the basic farm com-
modities that we have been exporting. We can't afford to export on
a long-term basis on the current terms because farmers in many
areas are not covering nonland costs of production.

So we have to get the value of the dollar down. We cannot com-
pete with the value of the dollar at such a high level.

Senator ABDNOR. And of course you have got to remember we
don't subsidize those foreign sales. The European Common Commu-
nity pays a pretty hefty subsidy for the portion consumed within
their countries, so they can afford to sell for a lot less.

Mr. TWEETEN. That is correct, and the Japanese also. I was over
in Japan about 1 year ago, and Japanese consumers were paying 22
percent of their income for food, and their per-capita income was
not much below ours. Our consumers are paying 14 to 15 percent.
The Japanese are paying a high price for their protectionism. They
really should be the first to be removing their barriers because it is
in their self-interest to do so.

And I don't see any purpose in our erecting barriers in return.
Just because they have shot themselves in the foot is no reason we
should do the same.

Senator ABDNOR. Well, I could really get into a long discussion
about it, but let me get off on another subject here.

We ought to attract business to places like South Dakota and
other places. Probably no business is growing any faster than the
defense.

I was up to the dedication of a new plant going in to Aberdeen a
while back, FMC, and they are going to put a small business out
there on a military contract they received. I forget what it was, but
I made a comment there that I am a strong defense man. My
voting record pretty well shows that.

It is really good to think I might have somebody to work for in
South Dakota who might benefit from a defense contract. I think
there is a movement afoot now, because of the scandals and fraud
we have experienced, that maybe it is going to get more competi-
tive.

Do you think there is much of a future for one of our plants?
A guy like you, Jim. Did you ever see yourself taking part in

some of that if the opportunity presented itself?
Mr. COPE. Senator, we have looked at over the years the "de-

fense" market as a very, very cyclical sort of business. When it is
great, it is great, and when it is bad, it is terrible.

For a small company to commit a major portion of its activities
to the defense business, as uncertain as it is for a small supplier, is
very difficult. So as a result, we try to quote equipment to the De-
fense Department wherever it comes close to fitting our standard
process. But for a small company to aggressively go after the de-
fense market is very difficult and, in my judgment, dangerous.

Somebody like FMC that has a great deal of diversity and has
been in the business for a long time can do very well producing
some of that equipment in a State like South Dakota because we
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have got good, productive people. I don't know how you solve that
problem of a small company having to risk so much of its capital
and resources on a cyclical business.

I think I am being somewhat of a gambler when I go after con-
struction, and that is a more basic and more predictable business
than a lot of the defense business is.

Senator ABDNOR. You really make a good point. In the case of
FMC, actually they can absorb a drop in business in a small plant.

Mr. COPE. The point I think I am making with FMC is they have
a number of plants in a number of areas, and if the product
making in Aberdeen closes down they can transfer another product
out there and take up some of the slack, where if I gear up to
produce a product for the Defense Department, apparently we are
talking a big dollar contract and you have to have a lot of employ-
ees, and when you run to the end of the contract and there is noth-
ing there we are in serious trouble.

Mr. HOWARD. The only thing that might tie on to that line that I
would relate to is we bid on Government school lunch contracts,
ground meats for the Government, which is a commodity of course,
probably 25 packers in the United States that bid on these particu-
lar contracts, and you bid on the contract on an FOB type situa-
tion, that you price the commodity delivered in whatever area the
Government wants it.

I think the same thing would probably hold true with the de-
fense type situation, the one I spoke to earlier with respect to my
comments at the start of this meeting, which is that you haven t
the raw materials you have to ship in to make the particular item,
and you have to ship it back out, and the remaining factor we have
to sell is the high productivity of our labor force, and if we have to
lower the wage structure we may not be competitive.

So it is a situation that we have to live with.
Senator ABDNOR. You just touched on something. Talking about

transportation, let me ask you:
How much of a factor has deregulation which has been carried

on to a great extent here-transportation and other things-been?
Does that have much of an effect on rural America, competing
with outside interests?

Mr. HOWARD. I think it has from our standpoint. There are two
ways I can look at this.

From the meat standpoint, we see with deregulation the return
hauls on the trucking industry puts a lot of competitive products in
our particular trade area that we maybe formerly did not see be-
cause of the high cost of freight from the other side.

We have a wholly owned subsidiary trucking company, where we
have enjoyed some business that we formerly would not have had
before deregulation. So I can see pluses and minuses to both sides,
and actually I would say it puts us in a more competitive position.

Senator ABDNOR. Well, I know deregulation sounds great, but we
were talking today about the price of an airplane ticket. You have
come from South Dakota to Washington; previously you could have
made two trips coast to coast, from Washington to the coast and
back. That makes it very difficult.

Plus we have had a number of our airlines that are no longer
running to some of our particular towns and small cities.
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One big insurance company moved from one city to another in
South Dakota, and one reason was the airline service. That is a big
influence, I think, on businesses coming into a State. It probably
shows up in who is getting the biggest end of the business.

Mr. COPE. Senator, I would like to comment on that from the
standpoint of Yankton. When we had regulation of the airlines, the
airline was required to give us service to Yankton.

Now, at that time the airline was Republic. They apparently
didn't really want to provide that service, so they just flew air-
planes whenever it was convenient for them, not when it was con-
venient for passengers, and the utilization of that kind of service
was terrible.

Republic finally achieved their goal-which I believe was their
goal-and finally got out of service to our community and set up a
commuter airline. That airline did a pretty good job of flying when
people wanted to fly.

And then there was a decision made back here that they weren't
going to provide the subsidy that had been provided in the past,
and along with that we were seriously concerned about losing that
airline service. The first thing that people talk about when they
are talking about industrial development process coming into your
community is transportation, and airlines are one of the most im-
portant things-air service. And if you are trying to attract indus-
try to move into an area where you don't have reasonable airline
service, you are fighting a tremendous uphill battle. It is very diffi-
cult. We must have this minimum level of service.

Senator ABDNOR. I fought as hard as I could to get that $62 mil-
lion back, or we wouldn't have what you do have in Yankton.

Mr. COPE. Senator, I got to notice where you have gotten that re-
stored to the budget, and it is terribly important.

Also terribly important is dependability long range. If you start a
factory at a location, it is going to take a substantial capital invest-
ment. They are going to have to be there for a number of years,
and having this insurance for one more year, while it is helpful,
isn't the whole answer. It needs to be something that can be count-
ed on. It is going to have to be a policy that people can plan and
base their operations on.

Senator A3DNOR. Have you any views on what deregulation has
done to rural America overall?

I think even the great telecommunications breakup scares the
heck out of me. What is gong to happen down the line?

With new innovations and all, they are going to be located strict-
ly in metropolitan areas.

Mr. TWEETEN. My impression is that overall it has not advan-
taged rural areas. But overall it has reduced transportation and
communication costs for the Nation.

Mr. DEATON. I would basically agree with what Professor Twee-
ten said. Overall it may have disadvantaged some communities.

It may be particularly relevant to the airlines area, as Mr. Cope
mentioned a moment ago, an industry or service that is being in-
creasingly important to the kind of technological society that we
are working in today.

Clearly, the telecommunications area also, with the kind of com-
puter linkups over telephone lines, there are dangers in some rural
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areas where they cannot gain access to the proper kind of efficient
functioning system that many small businesses are going to have
to depend on in the future.

I have seen some evidence on the other hand-and I believe Mr.
Howard mentioned this-where in the trucking industry there
have been advantages to some extent, so it is probably a mixed bag.

Senator ABDNOR. You have to admit it hasn't exactly enhanced
the airline companies. They are having more financial problems
than they ever had. Some of them may be benefiting, but surely,
from what I have seen, no great gate to the airline industry. If they
continue on the path they are on, except for the big airlines, it
makes you wonder what is going to happen to the airline services.
Maybe the prices won't always stay as low as they are with the
competition as great as it is today, especially the prices you receive
on tickets.

Mr. DEATON. I gather there has been more competition among
small commuter airlines that have competed with some of the
large airlines.

Senator ABDNOR. If we lost that small airline subsidy, we
wouldn't have an airline in South Dakota. We have one that makes
one stop at Pierre, our State capital. If we didn't have that, we
wouldn't even have an airline service into our capital.

I just don't think you can ignore that. I think things like the
Postal Service and maybe electricity and lights and a few other
things, whether we are against the Government subsidies or not,
ought to be a part of the United States. I personally think you
have got to pay some attention to that.

Let me ask you one question. Do you find foreign surpluses com-
peting with you for the Government school lunch program?

Mr. HOWARD. Foreign surpluses?
Senator ABDNOR. Food surpluses-suppliers, not surpluses.
Mr. HOWARD. There is a restriction that you cannot use any for-

eign commodities in the school lunch program. So that is not a
problem.

Senator ABDNOR. I didn't even know that.
Well, there are a lot of things I want to touch on, and already I

have got to vote; it is after 12 o'clock.
We started out by talking about the budget. I hope all four of

you agree that we have taken the right step in trying to reduce the
budget. That may be the best move, at least for agriculture. I know
darn well if you can drop interest rates and get our dollar back in
line, it probably would be best for all of our businesses, too.

Apparently, this Congress is coming to a recognition of that. Ev-
erybody thinks that is the magic number,. $50 billion. We seem to
have a thousand different ways to get it, but nevertheless I am con-
vinced we are going to end up with something, and hopefully that
will help.

We give up a lot of things, you are right. We have touched on
EDA's, maybe UDAG grants. Even the revenue sharing seems to be
so close to the hearts of our mayors and communities, and in our
proposal over here they all went down the tube.

They want to take out Amtrak. They claim it costs $32 for the
Government every time somebody gets down to ride it.



738

But hopefully that is still a fair tradeoff with the opportunity to
get interest rates down. Am I off base when I say that is probably
the best tonic for rural America we have going now?

Mr. COPE. Senator, I think it has been pretty much unanimous
that we in rural America are more than ever before deeply in-
volved in the broad economic trends and conditions, and we have
got to get those things straightened out to have any chance to be
successful in rural America.

In addition to that, we have peculiar problems of rural America
where we need other programs and other help. Right now, the high
interest rate and the high value of the dollar is so pervasive we
have got to do something before we can accomplish anything.

Senator ABDNOR. Well, thank you.
Listen, I have to go, but before I close my hearing I want to feel

free, if I can, to submit a couple of questions to you people. I have
some thoughts I want from you people about rural America, and
also Mr. Tweeten and Mr. Deaton.

So as we do so oftentimes, at least in my Appropriations Commit-
tee, we will submit questions in writing. So don't be shocked when
you get a letter from us with some questions we would like to have
some kind of answers on. We would be very grateful.

Senator Nickles was going to try to make it down. He is not a
member of this committee, but when he heard you were coming he
was very interested in it. But as is so often the case, he has so
many meetings going on, and he has to bounce around like Senator
D'Amato. The chairman has to stay in one place.

But when you have three committee meetings going on at the
same time, you really can't get to them. They love taking pictures
today with empty seats and keeping attendance records, and some-
times in a campaign they can go home and say he is interested in
this but he has only been to so many committee meetings; he can't
be that interested. But that is what happens.

We are spread very thin, but I know a lot of people who are
members who would like to sit on this today, and I certainly thank
you all for coming. All of you have made a great contribution.

As I said, we need more information from you, so we will feel
free to contact you and are looking foward to having you back at
another time.

I certainly want to thank all of you for your testimony, and we
hope when we speak of bringing the fruits of economic recovery to
rural America that that in itself is not enough, but we need to
create the kind of favorable economic climate that will not only
bring an economic resurgence but will also maintain it.

Our rural economy is going through a period of historic change,
and if we are to survive and even flourish, our businesses and our
communities must adapt to these changes.

So we have seen some economic success stories this morning
from two companies we brought in from South Dakota, which we
are very proud of, and they have done it the hard way and so far
have been able to survive all the obstacles in the path.

If we can just come away somehow and make people in govern-
ment and both Congress and our agencies and businesses and in-
dustries feel we recognize the problem we are having and that
rural America is an important part of this whole economic picture,
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we will come a long ways with what we are trying to do in these
hearings.

I think we are about the only committee I know that is paying
much attention to this problem, and now we have got to figure out
how, when we do get some facts and figures and thoughts, to dis-
seminate the material at least to some of our more rural congres-
sional districts and get them involved in this, too, because it is
going to be a selling job to try to make people recognize the prob-
lem.

So with that, I thank you all for coming out and am looking for-
ward to another meeting in the future.

[Whereupon, at 12:15 p.m., the subcommittee adjourned, subject
to the call of the Chair.]
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"Economic Development Strategies for Nonmetropolitan Areas"

Introduction

During the 1970's nonmetropolitan America reversed a long-standing trend
of decline as population and employment increases substantially outpaced
that of metropolitan areas (Beale, 1981; Till, 1981; Menchik, 1981).
Nonmetropolitan population grew by 15.4 percent from 1970 to 1980, and
employment grew by 24.4 percent during the 1970-1977 period. Metropolitan
areas, on the other hand, posted population and job growth rates of 9.1 and
14.2 percent, respectively, for the same time periods. Despite the fact
that nonmetropolitan locations outperformed metropolitan areas by quite a
bit with respect to population and job growth rates, nonmetropolitan
residents continue to lag substantially in terms of absolute levels of
economic well-being. In 1979, for example, nonmetropolitan per capita
personal income was 77.1 percent of the metropolitan level of $7,743, and
the proportion of persons living in poverty was 135.1 percent of the
metropolitan average of 11.4 percent (U.S. Department of Commerce,
1983:1-11). Furthermore, the number of persons who are either unemployed
(if discouraged workers are counted) or subemployed is generally
acknowledged to be higher than is the case for the metropolitan population
(Tweeten and Brinkman, 1978; Briggs, 1981).

Perhaps most important is that changes in nonmetropolitan economic well-
being lag substantially behind changes in nonmetropolitan population and
employment growth. For example, the nonmetropolitan per capita personal
income growth rate of 154.5 percent was only 14.2 percent greater than the
metropolitan increase of 135.3 percent. On the other hand, the 1970 to
1980 nonmetropolitan population growth rate of 15.4 percent was 48 percent
greater than the metropolitan rate of change (9.1%). Per capita income
increases also lagged behind employment increases, with the nonmetropolitan
job growth rate (24.4%) exceeding the metropolitan rate of growth by 71.8%.
In other cases, nonmetropolitan rates of change in economic well-being have
not just failed to match or come close to nonmetropolitan population and
employment growth rates, but have actually fallen below those of
metropolitan areas. Between 1975 and 1980, for example, total personal
income increased by 72.7 percent in metropolitan locations, and only by
69.5 percent in nonmetropolitan areas (U.S. Department of Commerce, 1982).

Although not exhaustive, these data highlight a paradox for
nonmetropolitan areas -- growth in population and jobs is substantially
exceeding that of metropolitan areas, but changes in economic well-being
are not keeping the same pace of growth. Such a paradox, and there are
others, presents students of rural development with some interesting
problems. For those persons who are interested in promoting the economic
development of nonmetropolitan and rural areas one question which begs for
an answer is what is keeping nonmetropolitan and rural economic development
programs from achieving greater success? This paper addresses this
question and identifies strategies which nonmetropolitan and rural economic
developers can utilize to better articulate, focus and target their
resources.
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One obvious approach to answering this question would be to review case
studies of both metropolitan and nonmetropolitan economic development to
identify what seem to be the critical factors associated with the general
paradox noted above. Such comparisons might also identify critical
differences between nonmetropolitan areas where economic development has
been successful and areas where success has yet to materialize. The
paucity of numerous, high quality, detailed case studies dictates against
such an approach, however.l

A second path -- and one which should precede any aggregate analysis of
case studies -- is to draw upon and synthesize the empirical and non-
empirical literature on economic development to identify the forces which
constrain nonmetropolitan development efforts. Four perspectives
articulated in the literature on economic development are drawn upon in
this paper to help understand and identify the adaptations which must be
made if nonmetropolitan economic development efforts are to be more
successful. The first perspective focuses on the growth of the multi-
establishment corporation. These large business enterprises which are
located in multiple places now control a majority of U.S. manufacturing
jobs, assets and production. Most important, through their location
choices, and intra- and interorganizational linkages, these corporations
structure regional and community input-output flows and industry linkages
in ways that make traditional models of regional economic development
unrealistic.

A second perspective which can help highlight the critical aspects of
nonmetropolitan economic development examines the rural industrialization
process in terms of nonmetropolitan "dependence" upon metropolitan areas.
As such, the social, political and economic power relations between
metropolitan and nonmetropolitan areas are of interest. This perspective
thus helps shed some light on the origins, nature and impacts of
traditionally defined urban trends (e.g., industrialization) as they
diffuse to nonmetropolitan locations. The thrust of the perspective is
that nonmetropolitan-metropolitan relations have evolved in such a way as
to foster dependency relations between subordinate and dominant sectors of
society. Nonmetropolitan industrialization, then, takes place within this
dependency context, and will continue to be underdeveloped, relative to
that of metropolitan places unless selective changes are made.

The third literature base focuses on industry location trends and the
correspondence between these processes and the nature of nonmetropolitan
and rural comparative advantages. The recent growth of industry in
nonmetropolitan locations, according to this perspective, has less to do
with rural economic development efforts than with the comparative
advantages of such locations within the context of evolving industry needs.
While significant opportunities exist for nonmetropolitan communities to
influence their comparative advantages and thus take advantage of the
decentralization of industry, efforts must be targeted.

Finally, the paper draws upon information on the economic impacts of
nonmetropolitan industrialization upon residents and communities to help
identify potential areas of strengths and weaknesses in these development
efforts. In general, the evidence indicates that the economic impacts of
industrialization in nonmetropolitan areas are neither as universal nor as
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positive as popular development rhetoric would lead one to believe.
Because "myths" surround economic development impacts, particularly in
nonmetropolitan settings, it is important to explore them.

These four perspectives and bodies of literature are treated as discrete
and separable; the reality, however, is quite different -- each is
intertwined with the others. Each of these perspectives can contribute,
however, to a richer understanding of nonmetropolitan economic development
and the strategies which are necessary to make scarce economic development
resources more productive.

The Growth of Multi-Establishment Corporations
and Changes in Regional Development

One major reality of the U.S. economy which has been largely ignored by
students and practitioners of nonmetropolitan economic development is the
multi-establishment corporation.2 The U.S. economy in general is
increasingly being dominated by a limited number of corporations and
conglomerates located in multiple places (Pred, 1977). These multi-
establishment corporations control a majority of jobs, production and
economic assets in the U.S. Furthermore, for these businesses territorial
space is flexible and subject to constant competitive and strategic
alteration as a result of changing situations. Governmental units,
particularly states and their communities, have their authority confined to
a very specific and fixed geographic territory, however. These forces work
together to create a situation that gives multi-establishment corporations
considerable influence over the development and actions of communities and
states. Because of their scale, diversity, resources and locational
configuration, multi-establishment corporations are structuring regional
and community input-output flows, industry linkages and location forces.
These impacts are highlighted in the following pages.

Changing Conceptions of Regional Economic Growth

Traditionally, conceptions of regional and local economic development
have stressed "growth center" (or "growth pole") and "hierarchical-
diffusion" interpretations. Growth center views stress that development at
a growth center or pole will result in a concentration of employment
multipliers and other effects within a city and its surrounding hinterland
(Boudeville, 1966; Earickson, 1975). The growth pole view thus sees the
growth impulses of communities as largely contained within the region;
growth impulses are transmitted from the growth center to smaller towns in
the same region. Hierarchical-diffusion interpretations of economic
development stress that growth spreads on an inter-city basis primarily
through the trickling down of innovations through the urban hierarchy
(Thompson, 1965). Thus, economic innovations are adopted by the largest
metropolitan centers and diffuse to middle and lower-order metropolitan
centers. Once an innovation has begun diffusing on an interurban basis,
growth impulses diffuse downward within the region surrounding metropolitan
centers (Berry, 1973).
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While these interpretations of economic growth were undoubtedly
appropriate at a certain point in time, rural and urban economists and
ecologists are beginning to recognize that it makes more sense to study
organizations -- particularly multi-establishment corporations and not
specific places, regions or economic factors -- as the major units which
organize and structure the growth of cities and adjacent areas (Lincoln,
1977; Pred, 1977; Friedland, 1982). This line of reasoning flows from the
dominance of the U.S. economy by a relatively small number of large,
complex, spatially dispersed business enterprises. As Pred notes, these
multi-establishment corporations dominate growth and development processes
because

they are the most significant implementors of explicit
and implicit locational decisions, because they directly
account for a majority of job opportunites . . . and
because they are the most important propagators of
interurban flows of goods, services, specialized
information and capital (1977.183).

In general, multi-establishment corporations affect economic growth in
at least three ways. One pathway through which multi-establishment
corporations affect the economic growth of cities and regions is through
their location decisions. Multi-estalbishment corporations generally have
at least three organizational levels. Each level, in turn, has its own
locational requirements. Top level functions are concerned with strategic
and non-routine decisions. Such activities require extensive direct
personal contacts, a rich array of supportive business services and access
to high quality inter-city transportation. Information-rich locations are
thus most likely to attract the top-level control functions of corporations

l and conglomerates. As Lloyd and Dicken (1977) note, 25 cities contain the
headquarters offices of 407 of the leading 5.00 industrial corporations in
the U.S. Furthermore, 63 percent of the headquarters are located in only
nine cities.

Second-level corporate activities focus on more routine administrative
| functions. While such activities also require information-rich locations,

the tendency is less pronounced than is the case for top-level functions
since telephone and written communications are more acceptable for this
level. Still, such needs can typically only be met in population centers
of some size. These second-level units may be located in the suburban
fringe of a central city where the corporate or conglomerate headquarters

is located or they may be located in sizeable population complexes in other
regions of the country, depending upon the product, marketing and
administrative strategies characterizing the unit (Pred, 1977:118).-

Production-oriented units of multi-establishment corporations are the
lmost "footloose" units of the organization. They may be found in
nonmetropolitan and metropolitan cities of widely varying sizes, depending
on the plant and unit's locational requirements. Specific locational
issues are discussed in a later section.

More pervasive influences upon economic growth are exerted by these
i multi-establishment corporations through intra- and interorganizationally

generated inter-city linkages. Many large corporations are involved in

li
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producing goods and services in both industrial and non-industrial sectors.
This aften permits corporations and conglomerates to develop input and
output links between various units and sub-units of the larger
organizational entity. For example, some corporations are vertically
integrated; the corporation may own a steel production company, as well as
ore mines and ships for transporting the ore to processing sites. Other
multi-establishment corporations are horizontally diversified. Thus, a
corporation involved in large-scale real estate development may also own
banking and construction businesses. Such characteristics result in a
number of linkages and multiplier effects between cities as multi-
establishment corporations "do business" with different sub-units and
divisions that are part of the larger corporate entity.

Interorganizationally generated linkages and multipler effects are also
critical to understand. As Pred (1977) notes, changes in transportation
and communications technologies have facilitated both the rapid movement of
goods, as well as the transmission of specialized information, financial,
insurance, and other business services over long distances. New
technologies have also increased interorganizational interdependencies by
fostering greater production specialization, thus necessitating more
elaborate input-output relationships for any given facility.

When coupled with the spatial characteristics of multi-establishment
corporations, the increasing intra- and interorganizational linkages of the
modern economy result in a considerable part of the goods and services
linkages for most cities and areas occuring with non-local organizations
outside the home region. Robinson, for example, found that around 50
percent of total expenditures for goods and services for most metropolitan
areas are for goods and services produced outside the region (1969). In a
study of manufacturing companies in the Dallas/Ft. Worth, Texas area, Rees
(1978) found that 68 percent of the materials purchased by the
manufacturing companies came from outside the metropolitan area, and 60
percent came from outside the West South Central census region containing
Texas, Oklahoma, and Arkansas. Rees also examined the backward (input)
linkages of one large defense contractor in the DallasFt. Worth
metropolitan area. Over a two year period he found large changes in the
spatial configuration of the linkages. On total purchases of $237 and $393
million in the two years, procurement from California grew from 13 percent
to 42 percent of total input purchases. Procurements from Connecticut,
however, declined from 28 percent to 5 percent.

Any given city, then, will have a number of interdependencies with other
cities and regions as a result of the growth and dominance of multi-
establishment corporations. Because these businesses control capital,
labor, and production; because they have an extensive organizational
network to help in the production, marketing, and distribution of their
goods and services; and because of their administration, information and
coordination needs, these corporations will rely on areas and cities
outside any given locality where they operate.

In this regard, nonmetropolitan cities and areas will have a much
greater non-local interdpendence than metropolitan communites because of
their smaller and generally less diverse economy. Furthermore, economic
growth for nonmetropolitan towns and cities will not be a function of an
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adjacent or nearby metropolitan area, or even of the region the
nonmetropolitan city is in. Rather, growth will largely be a function of
the linkages which local businesses have to organizations in other cities
in other regions (Pred, 1977:108). This is a product of the fact that a
given multi-establishment corporation is likely to have job-control
linkages through its plants located in other metropolitan areas and the
smaller towns in the hinterlands. The implication of these relationships
is that investment and activity increases in a given locality are likely to
have both intraorganizationally and interorganizationally-based multiplier
effects that take place in other areas (Pred, 1977:116).

In summary, the structure of city and area interdependencies resulting
from the intra- and interorganizational relationships of multi-
establishment corporations is complex. It is becoming increasingly clear,
however, that the economic dominance and spatial diversity of such business
organizations is resulting in most cities and regions finding that a
substantial portion of their growth impulses are a function of activities
in other regions and cities. This contrasts with traditional views of
regional and urban development which have stressed "growth center" or
"growth pole" and hierarchical-diffusion conceptions of development.

Dependency Perspectives of Nonmetropolitan Development

For years, theories of metropolitan dominance have had a prominent place
in thinking about regional economic development. However, metropolitan-
hinterland relationships have generally been visualized as involving mutual
interdependence more than outright dominance or exploitation (Duncan, et
al., 1960:84). Accordingly, the development of interdependencies through
trade and employment with metropolitan areas has been seen as the route by
which small nonmetropolitan communities gain access to the higher level of
productivity and resources of the entire economic system (Hawley,
1950:225).

In recent years, an alternative interpretation of the metropolitan-
hinterland relationship has developed around the notion of metropolitan
dominance, or hinterland dependence. This latter perspective emphasizes
\that when market economies prevail, the development of regions will be
uneven and that metropolitan areas will develop at the expense of the
hinterland. Metropolitan areas are thus seen as being centers for capital
and the control of production and resource development functions which may
be assigned to nonmetropolitan locations (Gras, 1922). Positive benefits,
or spin-offs, will be utilized more extensively in the metropolis, while
negative spin-offs will be disproportionately assigned to the rural area;
in this sense nonmetropolitan locations are "exploited."

Galtung (1971) identifies three historical phases of metropolitan
domination over the rural hinterland. Colonization, the first, is
characterized by the taking of rural resources with no compensation. The
second phase involves unequal resource exchanges whereby metropolitan areas
.derive benefits which are greater than those accruing to nonmetropolitan
locations. In this phase, markets for products, for example, are more
highly developed in metropolitan locations and are thus more fully
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utilized; metropolitan locations thus benefit more than nonmetropolitan
locations. In yet a third phase, dominant locations utilize spin-off
effects of economic processes to maintain power and resources. Thus,
technologies resulting from earlier technological advances are retained in
metropolitan locations to serve as the basis for new economic activities
and productivity advances. Likewise, metropolitan areas export negative
spin-offs to the hinterland. The location in rural areas of power-
generating facilities serving metropolitan markets is such an example.

As Galtung (1971) indicates, the crux of dependency theory today lies in
the superior ability of U.S. metropolitan locations to utilize the "spin-
offs" of economic activities. While the specific implications of this
perspective for nonmetropolitan economic development are dealt with in
detail later, some general examples follow.

One major spin-off of economic development is profit (Lovejoy and
Krannich, 1982). Because so much of the capital for industrialization in
nonmetropolitan areas comes from the metropolis, however, small communities
are not able to benefit from profits which may accrue as a result of new
manufacturing development. Not only is the majority of capital centered in
mettopolitan-based institutions, but many nonmetropolitan banks and capital
organizations are branches or subsidiaries of those metropolitan-based
entities. While the ability to capture profits or returns on investments
varies by region, nature of the development and the community, to the
extent that profits flow back to metropolitan areas, nonmetropolitan
development will be at reduced levels.

Nonmetropolitan areas may also lose out in economic development if
resources extracted or processed in the hinterland are not owned by local
or area residents. This is, for all practical purposes, the reverse of the
capital and profit spin-off problem. If resources are owned by non-local
corporations, then sales of the resources produces no direct local gain
beyond the new jobs and economic activity resulting from job creation.

Economic activities also produce spin-off technologies. For the most
part, spin-offs are disproportionately centered in metropolitan locations.
Nonmetropolitan areas tend to acquire industrial activities late in the
product cycle (Rees, 1980). As a result, technologies are routinized, and
the industry is often on a production plateau or even declining. Newly
developing technologies and experimental research and development work, on
the other hand, tend to be clustered in a relatively small number of
metropolitan areas, particularly near corporate headquarters locations.
Such activities tend to spin-off new ideas and techniques, thus serving as
a "seedbed" for additional economic activity. Because of their small size,
diversity and capital, nonmetropolitan areas are not able to utilize such
potentials to their fullest.

Another spin-off of new economic development is the multiplication
effect of new wages in a nonmetropolitan community. Based upon economic
base theory, new export base jobs (jobs associated with producing a good
primarily sold outside the area) produce economic waves in communities
which create "local" jobs -- jobs associated with many types of services
and retailing, for example. To the extent, however, that the enterprise is
owned by non-locally headquartered organizations and persons, multiplier
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effects are likely to be retarded. This is a function of the non-local
linkage dynamics explored earlier in the context of multi-establishment
corporations, as well as the linkages between the local production unit and
control units in the metropolis. Such a structure often means that
purchasing and other spending decisions and actions are made non-locally.
Just as important, the smaller number of control functions located in
nonmetropolitan places acts to reduce the number of higher paid
professional and managerial employees. This dampens the impact of new
nonmetropolitan industrial installations since the standard multiplier
effects are based upon industrial activities in a metropolitan context --
activities that generally contain a larger compliment of managerial and
professional employees.

Finally, some new industrial or economic activities involve negative
spin-offs such as air, water or land contamination and degradation. To the
extent that this occurs without compensation to the nonmetropolitan area
beyond new jobs, the development may produce net economic and non-economic
losses to the developing area.

Typically, metropolitan dominance perspectives have taken the. form of
positing hinterland dependence upon a metropolitan center or centers within
a region. Given the knowledge we have of how multi-establishment
corporations have altered intra- and interregional economic exchanges and
flows, it is more reasonable to posit a more general non-metropolitan
dependence. upon metropolitan areas. The critical unit of analysis --

'according to the multi-establishment perspective -- is not geographic, it
is the modern corporation and conglomerate.

To understand metropolitan dominance today, then, we should not look so
much at trading and other economic linkages within a region, 'but at the
division of labor in modern business structures and the co-occurrence of
this with metropolitan and nonmetropolitan locations. As noted earlier,
the secondary coordination and tertiary production functions of multi-
establishment corporations have become more "footloose" in recent years,
but the control functions of these business enterprises remain centered in
large metropolitan areas. Pappenfort (1959)and Lieberson and Allen (1965)
indicate that, within industries, metropolitan areas are characterized by
greater centralization of administrative offices than production
components. Likewise, Winsborough (1960) found that employment in clerical
tasks increases with city size and that employment in operative occupations
declines.

More recently, Rees (1980) has indicated that while manufacturing
employment has decentralized from metropolitan to nonmetropolitan areas,
employment relating to control and organizational maintenance remains in
the metropolitan centers (even though there has been a decentralization of
control functions from "Frostbelt" to "Sunbelt" metropolitan areas).
Information on recent changes in metropolitan and nonmetropolitan
employment are also indicative of this continuing metropolitan-
nonmetropolitan division of labor. During the 1970-1977period,
metropolitan manufacturing employment declined by 1.6 percent, while
growing by 15 percent in nonmetropolitan areas. Despite the overall
decline in manufacturing employment in metropolitan locations,
manufacturing professional and managerial employment increased by 14.1
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percent during the same time period; numerically, professional and
managerial employment increased by 340,000 in metropolitan locations and by
only 171,000 in nonmetropolitan areas (U.S. Department of Commerce, 1978).
Another perspective of the maintenance of control functions in metropolitan
areas is provided in a study of corporate disinvestment trends during the
1977-1982 period, which found that manufacturing corporations were much
less likely to reduce employment in the metropolitan area where the
headquarters was located than elsewhere in the U.S. (Sheets, Smith and
Voytek, forthcoming, 1985).

Thus, while economic linkages are no longer primarily characterized by a
regional hierarchy or even an interregional hierarchy, the control
functions are, and continue to be, centered in metropolitan locations.
Whether or not the flow of causality is on the order of exploitation of the
hinterland by metropolitan areas is not as well documented as might be
preferred. The perspective has potential utility, however, in that it does
alert economic developers to fundamental features of today's
nonmetropolitan economy, and it can help put lagging nonmetropolitan
economic performance in perspective.

In summary, the nonmetropolitan dependency perspective alerts us to the
possibly exploitative and development-dampening effects of metropolitan-
nonmetropolitan interdependencies in today's advanced industrial economy.
The important points in regard to this perspective are several. First,
control functions are largely centered in metropolitan areas. Second,
metropolitan places have a superior power to effectively utilize the spin-
offs of economic development to their advantage. Nonmetropolitan places
must thus act to minimize the negative, and maximize the positive spin-offs
of economic development. While this is difficult in today's complex
economy and industrial structure, it is imperative that nonmetropolitan
communities identify potential and actual spin-offs, measure their local
utilization, and take corrective action, where possible.

Nonmetropolitan Manufacturing Location Trends

Industrial jobs are vied for because they have the potential to provide
more employment and bring in new income for nonmetropolitan communities.
Generally, it is hoped that more jobs and increased incomes will reduce
outmigration and improve individual and community economic and social well-
being. Although industry attracted to nonmetropolitan places has typically
paid wages below the national average for all manufacturing industries, the
wages have tended to be higher than is the rule for small towns in
nonmetropolitan areas (Tweeten and Brinkman, 1976). Higher incomes,
coupled with reduced outmigration, result in a greater support base for
service and retail establishments, as well as governmental services, so the
traditional export base theory argues.

For these reasons, as well as others, industrial development has
typically been selected as the primary route to economic development in
nonmetropolitan locations.3 Yet, as one might guess, the success of
nonmetropolitan economic development programs has been mixed. In fact,
there is much evidence that the general growth of nonmetropolitan
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manufacturing employment has been a function of broader forces of economic
decentralization rather than federal, state, or Jocal policies designed to
promote such growth. But, within nonmetropolitan America, some communities
have grown while others have not. Are there factors which can be
associated with the differential success of these communities? The
literature on industrial location provides some good clues.

Structural Processes of Manufacturing Decentralization

Rees argues that at least four types of industrial decentralization
processes have been underway in the U.S.: (1) an international movement
involving shifting production from Ametican to foreign locations; (2) an
interregional movement involving the diffusion of manufacturing employment
from the core manufacturing region (North Central and North East census
regions) of the country to periphery regions; (3) suburbanization involving
the spread of manufacturing throughout metropolitan areas, particularly in
outlying fringe locations; and (4) nonmetropolitan shifts (1980). Rees
argues that ". . . market mechanisms, working through structural changes
brought about by new technology, have played significant roles in these
industrial decentralization processes" (1980:145).

In general, the factors important in understanding interregional shifts
in industry employment in the U.S. are also useful in understanding the
shift to metropolitan areas. Among the most important are the use of
underemployed females who are in the labor force, lower wage rates, the
existence of a strong work ethic, lower levels of unionization, lower cost
land, and improved communication and transportation networks.

Product life-cycle processes also underlie much, of the movement of
industry to nonmetropolitan locations in the last 'two decades. As
developed by Vernon, the product cycle model posits that products evolve
through three distinct stages. First is an innovation.stage where a new
product is manufactured in the home region of the business enterprise and
introduced in new markets through "exporting." The second phase is
characterized by growth in external demand which ultimately leads to direct
investment in production facilities and routinization of production
technology. "Standardization" characterizes the third stage and is
typically manifested in shifting production to low-cost locations. The
importance of these stages for understanding nonmetropolitan manufacturing
job growth lies in the geographic patterns of product cycles; the product
innovation stage is generally carried out in technology-rich areas in or
near large metropolitan locations, while standardization favors lower cost
nonmetropolitan places.

In summary, then, much of the growth in nonmetropolitan manufacturing
employment has come as a result of broader processes of decentralization
including the pull of demand in peripheral regions and the search for lower
cost production factors. It is doubtful that the major impetus for
nonmetropolitan manufacturing job growth has been the incentives (whether
they be financial, land, buildings or labor training) offered by rural
onomic development programs. This is substantiated in large part. by
studies of specific plant location decision processes.

The Dynamics of Industry Location in Nonmetropolitan Areas
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Tweeten and Brinkman (1976:230-231) note that nonmetropolitan areas
received the majority of new employment in 19 of 21 two-digit manufacturing
industries from 1947-1967. Perhaps most important, the nonmetropolitan
share of total national employment increased during this same period in 11
of the 21 manufacturing industries (textiles, apparel, furniture,
chemicals, petroleum refining, rubber products, primary metals, electrical
machinery, transportation equipment, instruments, and "miscellaneous"). In
an analysis of Dun and Bradstreet data for the 1970's, Schmenner (1982)
found that nonmetropolitan areas gained in their share of total national
employment in each of nine broad manufacturing industry groups. Industries
especially prevalent in nonmetropolitan areas were "Forest-Tied" (lumber
and paper) and "Labor-Rate Sensitive" (textiles, apparel, furniture,
leather, household appliances, electric lighting and wiring, and radio and
television receivers) industry groupings. Two industry groupings were
rather evenly distributed across metropolitan and nonmetropolitan locations
("Agriculture-Tied" and "Heavy Chemicals/Oil/Rubber/Glass"), while the
remainder were tied to metropolitan locations.4

Most business site selection processes involve regional and then local
analysis components. Evaluations typically revolve around a comparison of
the costs and benefits of alternative sites. Among the items frequently
examined are site and site preparation costs; equipment costs; labor and
fringe benefit costs; start-up costs (training and initial production
inefficiencies, for example); working capital requirements such as
inventories, materials and accounts receivable; freight (in and out) costs;
taxes; workmen's and unemployment compensation payments; relocation
expenses of managers and other employees to be moved; and a forecast of
expected revenues to be generated through the new plant (Schmenner,
1982:31). While the level of detail and sophistication involved in
developing this information varies across business establishments, assembly
of the data usually requires repeated iterations. Most companies feel
satisfied with their process, however, because they simplify the early
stages of the selection process by using "checklists" and other short-hand
approaches to identifying regions and, ultimately, sites.

An initial focus by companies is on the "musts" -- things that have to
be present at the new location in order to be competitive and make a profit
-- as opposed to the "wants" -- things that are desirable, but which can be
foregone if the "musts" are compromised too much. These factors are a
product of a company's prevailing multiplant manufacturing strategies and
the primary operational costs which are related to location (Schmenner,
1982:37). Six requirements are dominant in the site selection process:

--labor costs

--labor unionization

--proximity to markets

--proximity to supplies and resources

--proximity to other company facilities; and

--area quality of life.
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Despite these general tendencies, and they are just that, it is extremely
difficult to pinpoint the exact impact of a single factor on a company's
location decision process. Manufacturers see themselves as being
constrained in their location search in widely varying ways. Labor costs
are more critical to some industries than to others. Proximity to markets
is a major consideration for some, but not for others. The competitive
advantage which might accrue to a nonmetropolitan community as a result of
shifting the cost, availability, or quality of a given factor (through the
local economic development program), then, depends on which areas the
community is being compared to, the strength of changes brought about by
the shift, and the companies and industries which might be affected by the
shift.

As indicated earlier, the first phase of the site decision process
focuses on identifying a region or state in which to locate. Among the
most important "musts" at this point are labor climate and market
proximity. While over 75 percent of the new or relocating plants surveyed
by Schmenner (1982)indicated labor climate as an initial must, there were
industry variations. As might be expected, Cost-Sensitive industries rated
this very high. Industrial Machinery and Transportation, Heavy Metalsand
Specialty Chemicals/Metals also rated this factor as a critical must.
Labor climate was less important to Forest- and Agriculture-Tied plants.
Market proximity was rated by 55 percent of the plants as a must in the
initial stage. Again, variations exist across industry groupings, with
Market Sensitive industries (food processing, paper converting, printing,
plastics fabrication, can making and miscellaneous manufacturing) placing
greatest weight on this factor. Labor cost-sensitive industries, dealing
with specialized products with wide geographic distribution were not as
concerned with market proximity, on the other hand. Around one-third of
the plants rated quality of life, proximity to inputs/supplies, and low
labor costs as important musts in the first stage of the location decision
process (Schmenner, 1982:152). Similar findings are reported by other
researchers (Summers, et al., 1976).

In the second phase of the location process, attention focuses on local
or site-specific factors. Across all industries, rail service, proximity
to an expressway or interstate and utilities were listed by at least one-
third of the plants as site "musts." Again, there are variations across
industries, as might be expected. Most frequently mentioned as "desirable"
site-specific factors were favorable labor climate (74%), low land costs
(60%), proximity to markets (42%), low taxes (35%), on an expressway (35%),
rail service (30%), and low wage costs (28%). Rated low were government
financing (13%) and available land and buildings (3%) (Schmenner,
1982:151).

In thinking about these location factors, two broad. categories can be
identified -- factors under community control and factors not under
community control. Proximity to markets, proximity to supplies and
resources, proximity to other company facilities, transportation networks,
federal and state development-related policy, and certain other factors are
not typically under communit?' control. As Tweeten and Brinkman (1976)
note, these factors can be exploited, but they must usually be accepted by
the community. Community controlled factors include the cost and
availability of land and buildings, taxes, public services, financial and



754

other development incentives, and aspects of the local labor force (only
partially controllable).

While some of the most important "musts" are out of the control of
communities, hard work in supplying accurate and detailed information on
community-controlled factors can overcome deficiencies in other areas. In
a study of development in Southeast Kansas, Brinkman (1973) found that more
than one-half of new plants indicated that factors under the control of
communities were critical in the final site selection. Tipping the scales
were the existence of community facilities for business operation
(buildings, land, utilities), financial assistance (most often adequate
private financing at unsubsidized rates), and positive community attitudes
toward business and private enterprise. Similar findings are reported by
Shaffer and Tweeten (1974) and by Schmenner (1980). Overall evaluations,
rather than evaluations of individual location factors, are generally most
influential in final site selection decisions.

In summary, there are a number of important points made in the
literature on industry location decisions which are relevant to efforts to
increase nonmetropolitan manufacturing. First, broad forces of economic
decentralization have been and continue to be at work. Because of the
importance of cost and other factors associated with nonmetropolitan
location (e.g., a nonmetropolitan comparative advantage), some
nonmetropolitan communities will be the locational choice of industry
without doing anything. While these communities will likely be
overwhelmingly located in the growing Sunbelt areas where cost, market and
labor climate advantages co-occur, there will be some nonmetropolitan
growth in every region, even if there is no emphasis upon economic
development. Second, the locational decisions of manufacturing enterprises
have commonalities and permit targeted recruiting efforts if industry-
specific locational needs and local-area comparative advantages are
understood by nonmetropolitan community economic development decision
makers. While site selection specialists and manufacturing corporations
have built-in biases in regard to locational issues, these forces can
sometimes be overcome by sound and detailed local-area planning. Third,
while non-community-controlled factors are generally most critical in the
location decision, communities can overcome deficiences (where they exist)
by working hard on factors under local control.

In particular, nonmetropolitan communities can seek to create a climate
conducive to business by ensuring quick and professional permitting and
regulatory clearances, and by helping with the infrastructure and capital
improvements needs of potential new industry. In small communities where
these things are generally easy to do anyway, having a well coordinated
development effort with an identifiable contact person or position can
facilitate community-industry efforts. Overall community appearances and
public services are also important. Working with area vocational schools,
community colleges and state and area job training programs to develop
"customized" training for new business can be a useful tool as well. Such
labor training efforts are rated as important in states where they are used
(Schmenner, 1982; Eichner, 1970). Training can be critical in acquiring
industry with higher skill needs, and thus, higher wages. This could help
nonmetropolitan communities break out of the low skill, standardization,
declining/stable industry syndrome that is so often prevalent in these
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areas.. In fact, recent research by Rees (1980) indicates that periphery
and nonmetropolitan areas of the U.S. may be receiving manufacturing
facilities earlier in the product cycle -- a factor which will be important
in future income gains. This shift probably is in response to the
upgrading of the nonmetropolitan workforce, as well as the maturing of
metropolitan centers in periphery areas of the country.

In addition to working with the state capitol to enhance the business
climate of the state and the quality of the workforce, these probably
represent the actions which communities in nonmetropolitan areas can most
effectively and efficiently undertake. There is, however, a widespread
perception in nonmetropolitan (and metropolitan) areas that economic
subsidies, in the form of tax abatements and reductions, free or low cost
land, and buildings, are necessary to attract industry. While this is
sometimes necessary and can "tip the scales" in a community's favor, all
too often subsidies represent a case of "supply creating its own demand."
Despite the voluminous information on the general lack of importance of
financial subsidies in industry decisions (Summers, et al., 1976; Harrison
and Kanter, 1978; Schmenner, 1982), communities continue to offer a wide
range of them. There is no doubt that some subsidies are needed and
efficacious, but most are simply taken advantage of because they are made
available. The rush to subsidize industry is a function of nonmetropolitan
desire for development, as well as business desire to add to the "corporate
surplus" (Smith, forthcoming, 1985; Bachelor, 1982). Subsidies must be
carefully costed out.

Several caveats must be noted. In recent years, a growing number of
people have been arguing that economic development efforts should focus
more on helping new businesses start up and existing small businesses to
expand. Thus, rather than chasing after the branch plants of multi-
establishment corporations, we should focus on the existing economic base
and would-be entrepreneurs. This new perspective has largely developed
around the work of David Birch (1979).

In wrestling with the disparities in employment growth that are so
painfully visible across the country, Birch found that when he looked at
the underlying dynamics or components of employment change (rather than net
change), that most places tend to lose relatively equal proportions of
their employment base each year through business closures and contractions.
Thus, if we view jobs as water in a bath tub, we can see that most areas
lose about 50 percent of their job base every five years. To quote Birch,
"Differences between water levels and the tubs must depend almost entirely
on how fast the faucets filling the tubs are running. That is the rate at
which new replacement jobs are being generated" (1980:230). Who makes the
decisions about replacement jobs? For any given area, Birch found that
small (e.g., 20 or fewer employees), young (e.g., four years or less)
establishments generate around 80 percent of the replacement jobs.
Employment growth, then, is very much tied to job generation capacities of
small, young, existing establishments and the development of new
establishments.

In general, Birch's advice is sound. It is sound, however, not because
of the overwhelming importance of small business to employment growth.
Instead, it is sound because it recognizes the potentially destabilizing
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influence of too heavy a dependence upon branch plants for a given
community or area. In fact, reanalysis of Birch's Dun and Bradstreet data
for the 1969-1975 time period indicated that many of the "small"
establishments creating jobs were actually branches or subsidiaries of
corporations and conglomerates (Odle and Armington, 1982). When assigned
their parent company's employment total rather than the employment for the
local branch or subsidiary, the job generating differences between small
and large establishments largely disappeared. Efforts to develop
nonmetropolitan manufacturing employment, then, must focus on recruiting as
well as nurturing new production ventures and existing operations.
Particularly important are locally owned enterprises which are likely to be
more responsive and loyal to community needs. Such companies are also more
likely to emphasize hiring employees locally and purchasing production
inputs locally, where feasible. Each of these tendencies enhance
multiplier effects.

Finally, nonmetropolitan conceptions of what constitutes "basic" or
export industry must become richer. Many service activities (e.g.,
business services, health and nursing care) will draw income to a
community. In fact, for many communities in the largely agricultural areas
of the Great Plains, the development of services for the far-flung and
sparsely settled farming and ranching lands is often the most viable option
for development in the future. Larger cities have taken away much of the
shopping and retail trade. Nonmetropolitan communities must also try to
capitalize on notable historic sites by tying attractions into tourism
trade. Relatively small expenditures on historic resources can increase
the economic impacts of tourism (Mintier, 1983:18; Putz, Waite, Jahr, 1979)
which in itself is a major (if not the major) industry in many
nonmetropolitan states and areas. Finally, communities must attempt to
identify and develop strategies which incorporate cash transfer payments
into their economic development efforts. As Hirschl and Summers (1982)
note, nonmetropolitan communities are not simply centers of production and
consumption. They are also areas where cash and commodities circulate; the
process of circulation, whether it be fueled by income from jobs or by
income from transfer payments, determines the nonbasic sector.

The Impacts of Nonmetropolitan Industrialization

As indicated in. the previous section, nonmetropolitan economic
development efforts are predicated on the assumption that jobs will be
created for community residents, that incomes will rise, that population
growth will occur, and that trade will be stabilized or grow. Do these
impacts materialize once industrialization takes place? If not, why?
These are the questions that are addressed in this section.

Looking first at the economic impacts upon nonmetropolitan residents, we
see mixed effects. For farm families the impacts are very positive.
Hathaway (1963), for example, indicates that new non-farm manufacturing
employment not requiring a change in residence is beneficial to local
agriculture, as well as to farm incomes. Non-farm jobs help farmers stay
in agriculture, and at the same time result in significant improvements in
the level and stability of farm-family income, even if the manufacturing
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wages are relatively low. Likewise, if nonmetropolitan jobs go to the

spouse and other members of the farm operator's family, income levels are

raised.

Thus, although frequently overlooked in nonmetropolitan economic

development strategies, adding what might often be viewed as "marginal"

manufacturing jobs (e.g., subject to cyclical or seasonal demand and work

load, low wages, low skill level, part-time work) -- the types of jobs that

nonmetropolitan areas have a comparative advantage for -- can produce

sizeable benefits to towns when the jobs go to local farm operators and

their family members. Research has found the decline in farm numbers to be

related to off-farm employment, among other factors (Laison, 1981).

Furthermore, the decline in farm numbers is related to the decline of many

nonmetropolitan communities. In South Dakota, for example, Smith (1985)

found that counties with the largest farm declines during the 1960-1980

period also recorded the largest population declines during the same time

period. The ability of counties and communities to counter the negative

population effects of farm declines, in turn, was related to the existence

or proximity to an urban center and the number of non-farm jobs.

The effects of nonmetropolitan manufacturing employment growth upon non-

farm community residents are generally less positive than is the case for

farm families, and certainly less than the idealized impacts envisioned in

traditional economic base theory. One important finding is that the actual

number of jobs going to local nonmetroplitan residents is often quite small

in comparison to the number of new jobs created. Frequently, new jobs go

to in-migrants, commuters, and new entrants to the labor force (Summers, et

al., 1976). One important factor explaining this outcome is the level of

skill required by a new production facility. Gray, for example, found that

a new Kaiser Aluminum Company plant in West Virginia produced only 600

jobs for local residents when it opened in 1957 (1969). The remaining 3400

jobs at the facility went to more highly skilled non-residents. While the

proportion of jobs going to local residents in this case might be lower

than normal, the important point is that the greater the labor force-skill

mismatch, the greater will be the loss of employment multipliers. Thus, a

low-wage, low-skill plant might actually result in greater local employment
multiplier effects if it hires a larger proportion of the unemployed or

underemployed in the local labor force. On the other hand, unless the

skills of the local labor force are improved, the likelihood of attracting

high-skill, high-wage operations is reduced accordingly.

Perhaps one of the most comprehensive summaries of the economic,

population and related impacts of nonmetropolitan industrial job growth yet

completed is that of Summers, et al., (1976). Among the most important

impacts of manufacturing job growth are:

--population generally grows in the site community and is

fueled by increased in-migration and decreased out-

migration;

--while the outflow of young adults is often not stemmed,

new young adult in-migrants take their place;

--most in-migrants move from no further than 50 miles,
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but generally commute for a period be-fore moving;

--a number of workers at the facility will commute from
distances as far as 100 miles;

--most new jobs do not go to the local unemployed,
underemployed, minority group members and persons at or
below the poverty level, particularly if the new jobs are
not low-wage or low-skilled jobs;

--anticipated benefits genrally exceed perceived benefits
once development has taken place; and

--overall, evaluations of economic development in
nonmetropolitan communities are positive.

Research also indicates that -the per capita income of community
residents is typically.increased in nonmetropolitan communities as a result
of industrialization. The distribution across different groups is not
universally positive, however. Only a minority of poverty level workers
get new jobs (USDA, 1972; Deaton and Landes, 1978); although when they do
receive jobs, these residents tend to escape poverty status. This tendency
is primarily a function of the greater opportunity for multiple-job
holding, rather than higher wages in a primary job resulting from
industrialization (Till, 1981). Furthermore, while overall income
inequalities in the community tend to be reduced (Shaffer and Tweeten,
1974), some groups may actually be worse off in a relative sense after
manufacturing job growth (Clemente and Summers, 1973).

Community fiscal impacts are also mixed. The hope that new industry
will boost nonmetropolitan community tax revenues, thus holding the lid on
taxes for homeowners, or possibly enhancing services, is rarely fully
realized. Instead, the costs of industrialization to the community
government(s) tend to be greater than expected. Summers et al. (1976)
indicate that community fiscal resource base increases are often canceled
by the rising costs of providing services to the industry and town. When
net fiscal gains do accrue to the nonmetropolitan community, it usually
occurs as a result of no subsidy being given to the industry, the
preponderance of workers were hired locally, large proportions of the plant
work force live outside of town and commute to work, or community services
were substantially underutilized and thus inefficient.

One of the best analyses of the community fiscal impacts of
manufacturing employment growth is Brinkman's (1973) study of Parsons,
Kansas. After tracking the impacts of plants locating in Parsons during
the 1960-1970 period, Brinkman found gains to local residents through
increased personal income, as well as increased income to local merchants
through sales for shopping and trade goods. Both the city government and
the school district lost roughly $330,000 each, however, due to financial
incentives given to the new industries. The result was a net overall loss
to the public sector. The private sector, on the other hand, benefited
through employment and income gains. The work of Shaffer and Tweeten
(1974) produced similar findings. When coupled with the earlier
information on the lower relative importance of financial inducements in
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business location decisions, the net loss to the public sector as a result
of industrial growth is unfortunate and can reduce the overall effect of
new job growth in communities.

Nonmetropolitan Economic Development Strategies

This paper began by noting a paradox of nonmetropolitan economic
development -- growth rates in nonmetropolitan economic well-being are not.
exceeding growth rates in metropolitan well-being by the same margin as is
the case for population and employment growth. Answers to this paradox
were sought in selected aspects of the literature on economic development,
particularly as it pertains to nonmetropolitan areas. Although additional
sorting through is required, some strategy options are relatively clear.
This section delineates what, at this first cut, appear to be the
significant strategy implications. The focus is on locally controlled
actions. Although state and federal governments have both leadership and
supportive "niches" to fill in the nonmetropolitan economic development
process, recent history indicates that local initiative and action will be
most likely to lead to success. The relative weight to be placed on
recruiting, as opposed to establishment retention or start-up efforts is
also not addressed. Nor is the range of economic development goals,
program options, organizational frameworks, and planning and targeting
methods discussed. For an overview of important considerations for small
communities in these areas see Gudell and Smith (1984).

In general, the paradox of the "lagging" nonmetropolitan economy appears
to partly be a function of how modern economic institutions structure
economic exchanges and growth, and partly a function of the nature of
nonmetropolitan areas. While nonmetropolitan economic developers can't
easily alter the behavior of multi-establishment corporations and
metropolitan institutions, they can take steps to minimize the negative
effects of such realities. Local action must be based upon a sound
understanding of the broad forces and relationships enmeshing
nonmetropolitan areas, as well as knowledge of how these interact with the
dominant characteristics of nonmetropolitan economies, particularly their
small size, lack of economic diversity, and the lack of agglomeration
economies.

A primary reason for the lag in nonmetropolitan economic well-being
would appear to lie in the employment, income and other "leakages" from
nonmetropolitan communities undergoing economic development. Because of
these leakages, development multiplier effects are dampened. While
leakages are also a significant problem in metropolitan areas, this
phenomenon appears to be more acute in nonmetropolitan communities. The
smaller the economic area, the greater the leakages because of the lack of
scale and agglomeration economies, as well as a general lack of diversity.
This general susceptability of nonmetropolitan communities to leakages of
employment, income and other economic development multipliers is
exacerbated by aspects of today's economy, most notably the multi-
establishment corporation and the superior ability of metropolitan areas to
utilize the spin-offs of economic development, thereby relegating
nonmetropolitan areas to a dependency status.
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Multi-establishment corporations enhance the leakage tendencies of
small, nonmetropolitan economies by the fact that such business enterprises
control a majority of U.S. manufacturing jobs and economic resources, and
because they have job-control linkages through plants located in regions
and towns outside the local area. Because these corporations control
capital, labor and production; because these businesses have extensive
oranizational networks to help in the production, marketing and
distribution of goods and services; and because of the information,
administrative and coordination needs of these enterprises, areas and
cities outside a given locality where they operate will be relied upon.
Employment, activity and economic investments at a given local site, then,
will have multiplier effects elsewhere. As indicated earlier, this general
tendency is enhanced in small, nonmetropolitan settings because of their
economic scale and size.

Dependency perspectives of nonmetropolitan economic development provide
additional insights into the complex process of leakage. Nonmetropolitan
areas, this perspective argues, are not able to take advantage of the spin-
offs of development. This is a function of the biases and power of
metropolitan places, as well as the small size and lack of diversity and
agglomeration economies in nonmetropolitan areas. The result is an
increased rate of leakage, with metropolitan places accruing extensive
benefits from economic activities located in nonmetropolitan areas.
Nonmetropolitan economic growth and development is "underdeveloped,"
relative to that of metropolitan places, because of these dynamics.

Another likely cause of the lag in nonmetropolitan economic well-being
lies in the continued use of financial incentives to spur development.
Although the preponderance of the industry location literature indicates
that financial incentives are rarely necessary to recruit a new
manufacturing facility, the desire for industrial growth, knowledge that
other communities are doing the same, and the tendency of business
enterprises to take advantage of "something for nothing" fosters the
continuation of such practices. While there is no evidence that
nonmetropolitan locations utilize financial subsidies more than
metropolitan communities, small, nonmetropolitan towns must make a greater
level of effort to match large community or metropolitan bids for the same
industry. This is a function of the smaller number of residents and
existing businesses to allocate the costs to. When coupled with multiplier
leakages, direct development subsidies in nonmetropolitan areas are likely
to result in net public sector fiscal losses, further reducing personal
income available for other uses.

Finally, economic development impacts may lag in nonmetropolitan areas
because manufacturing activities locating in such places generally have not
included the full range of production, managerial, professional and
clerical workers found with manufacturing operations in metropolitan and
urban locations. These patterns are a function of the location needs of
multi-establishment corporations. The impact is such that the multiplier
effects of industrial development are reduced.

Given these constraints upon nonmetropolitan economic development, what
strategies might produce greater success? Among the most obvious
strategies, three are particularly noteworthy. The first emphasizes the
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development of local economic linkages; the second emphasizes capitalizing
on the spin-offs of economic development; and the third emphasizes the use
of development financing techniques that minimize the use of direct
subsidies drawing upon general tax dollars.

Maximizing Local Economic Linkages

Among the specific actions that can be taken to maximize the development
of local linkages, thereby reducing the potentially negative effects of
non-local linkages, are the following. First, nonmetropolitan communities
can work to ensure that local enterprises --- both public and private --
purchase their production inputs locally, particularly from locally owned
business and industry. While this option may be quite limited in the
smallest communities, a~large proportion of nonmetropolitan areas could
take advantage of this. In many towns, the public sector is one of the
largest, if not the largest, employers and purchasers of goods and
services. Whenever possible, purchases should be made locally, thus
maximizing the multiplier effect of the share of personal income going to
support the public sector. Where size is'a problem, the development of
area or regional purchasing cooperatives which act as the "wholesaler"
should be explored. Such cooperatives could provide a small number of
jobs, but more importantly, can result in tax savings as a result of their
greater buying scale. This can keep more income in the pockets of local
residents for circulation in the local economy.

Local private business must also encourage local purchasing and explore
the cooperative idea which has generally worked well for the agricultural
sector. Fundamental to the success of this strategy is a vigorous effort
to educate public and private sector consumers as to the nature, causes and
consequences of economic linkages and the trade-offs between lower priced
goods purchased and made outside the community, as opposed to purchases of
possibly higher-priced goods from local suppliers or producers. Such a
strategy will also require in many states some revamping of state
.regulations pertaining to purchasing and bidding. State governments must
also reorient their purchasing to promote state businesses and producers,
particularly businesses owned by state residents.

Nonmetropolitan communities can also work to develop agreements to
purchase and hire locally if newly located or expanding manufacturing
facilities receive development subsidies or assistance. Although this can
scare some companies away, it need not if approached in a positive and
sophisticated way. If phrased as "just good business" for the city, such a
strategy can work to help maximize development impacts.

Another strategy which can enhance local linkages is to encourage the
development of facilities to capitalize on the backward and forward linkage
needs of existing and new production facilities. Branch plants typically
are locked into purchasing inputs from company-identified sources.
However, if the area has a comparative advantage for some input, this
option should be explored. Likewise, if there are production by-products,
or if the facility makes an intermediate product, the development of final
product or by-product facilities should be examined. Such strategies will
work best when facilities are locally owned, but sometimes detailed
planning and proposals for additional local support facilities can overcome
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the built-in decision biases of multi-establishment corporations.

Local entrepreneurial skills must also be developed. One of the best
uses of local development resources is to encourage existing local
entrepreneurs, and to develop new ones. This might encompass encouraging
small, fledgling business to expand, when feasible, as well as helping new
business start-ups. Such enterprises are likely to be locally owned, have
local ties and benefit the area through purchases and employment. Again,
some communities might say the options are limited; this is simply not
accurate -- a new production facility of as few as 5 or 10 jobs can be a
significant addition to the employment base of a town of 500 to 1,000
residents. Although new and small businesses are generally risky (e.g.,
short-lived, subject to production ups-and-downs, lower wages), they are
locally rooted and will be likely to develop and maintain local linkages.

Capitalizing on Development Spin-Offs

Nonmetropolitan economic development efforts must also focus on
capitalizing on economic development spin-offs. If this can be
accomplished, the ability of metropolitan areas to profit at the expense of
nonmetropolitan residents and communities will be reduced. One obvious
strategy is to capitalize on one of the most extensive development
resources of nonmetropolitan areas -- the land and its productive
capacities. Many nonmetropolitan communities are located in the midst of
agricultural land, equipment and facilities which are owned by local
residents. Efforts should focus on industries, production processes and
goods which draw upon the land and its local ownership. Farm operators
could be linked with production facilities for many food goods. For
example, mushroom farming is often vertically integrated, with a large
corporation handling the development of the growing medium, as well as
raising and processing the product. Why not have local farmers grow
mushrooms in idle or little used farm buildings and sell them to a local
processing operation? The success of such a venture would depend upon
farmers' being efficient and selling at lower rates than would be found
under the corporate model. While this might be viewed as taking advantage
of farmers by some individuals, the family-farm literature indicates that
farm operators want to produce food -- to farm. Low wage activities,
whether they be new lines of food production such as mushroom farming, or
whether they be off-farm jobs, can produce significant gains in the size
and stability of net farm family income. Success in this strategy will
require extensive work on the part of the land-grant system of extension
centers and advisers to encourage farmers to diversify their production
plans and to think of new ventures.

Related to this, nonmetropolitan communities in farming areas should
capitalize on the availability of labor for jobs that might be considered
by many locations as "marginal." Thus, low wage, low skill, seasonal
facilities might be recruited to take advantage of a comparative advantage
of rural, farming areas -- farm operators who are looking for a way to
supplement their primary income. Such a strategy will also stabilize
small, nonmetropolitan communities dependent upon the farming sector
(Smith, 1985).
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As noted earlier, attention should be given to local entrepreneurship,
whether it be helping existing local enterprises to expand,. or helping new
businesses to start up. Targeting local development resources upon these
activities will be the most likely way to ensure that the "profits" of
economic development are reinvested in the nonmetropolitan community.
Rather than forcing local entrepreneurs to seek financing outside the area,
give them assistance priority. Subsidize them, but structure the agreement
so that some return (profit) is produced for a revolving loan fund, .for
example, through the return of the principal and some interest. Profits,
then, can go into other development-related projects and activities.

The growing population of older adults in many nonmetropolitan
communities provides another opportunity for capitalizing on development
spin-offs. Although senior citizens do not generally work in so-called
wage paying jobs, they do receive transfer payments from both private and
public sources. This income enters the community, circulates, and buys the
same goods and services as any other income. Facilities such as nursing
and retirement homes, apartments, recreation and activity centers, and
other programs can be targeted to enhance and retain this growing sector of
the population, particularly in nonmetropolitan areas. While senior
citizens present new service challenges, they provide much volunteer help
for community activities, and they tend to consume many services at
somewhat lower levels than younger individuals and families.

Minimizing Direct Public Subsidies of New Industry

Nonmetropolitan communities must also make every effort to identify the
costs and benefits of economic development projects prior to committing
public resources directly to such ventures. While the exact mix of costs
and benefits will depend upon the specific goals and nature of a given
location's economic development program, they must be examined. Assuming
that any industrial development will produce both individual and community
net fiscal gains is extremely risky. Furthermore, community fiscal losses
can wipe out individual gains from industrial development. In this regard,
communities must develop the capacity and procedures for evaluating
development proposals, particularly when they call for public subsidies or
assistance. Because local capacity is typically inadequate in
nonmetropolitan areas, state government development agencies, university
public service and research organizations and federal agencies such as USDA
and HUD must provide technical assistance and capacity-building in these
skills.

Most important, however, is that nonmetropolitan communities develop and
make use of alternative mechanisms for financing economic development
programs and facilities (when they are necessary to acquire a facility or
ensure an expansion). Because the days of federal subsidies, loans, and
public works monies for local development efforts are rapidly coming to a
close, local communities will have to bear a larger burden of the costs of
development. This makes it all the more important to cost out development
projects. More important, efforts to minimize the size of direct dollar
outlays must take precedence above other considerations since keeping
public subsidies to a minimum can enhance the likelihood of multiplier
effects adequate for net fiscal gains to communities and residents.
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Particularly promising are lesser-used financing techniques such as tax
increment financing and special service area financing, among others. Tax
increment financing involves the adoption of a redevelopment plan for a
specific geographical area, the "freezing" of equalized property taxes for
the area at the level of the last tax year, and the pledging of tax
increments resulting from new development in the area to projects on a pay-
as-you-go basis, or to pay off tax anticipation notes or tax allocation
bonds which permit the city to raise money prior to development. Tax
increment financing, then, lets projects or project areas generate their
own funding; direct public subsidies are minimized. Special service area
financing represents another option for supporting nonmetropolitan economic
development. Under this mechanism a municipality or county designates a
local area to be a "special service area" to provide a localized
"governmental service." Bonds may be issued to finance the project and are
payable from taxes levied solely in that area. Typically, improvements and
facilities must be owned by local governments. This mechanism is used to
improve shopping districts, as well as industrial parks and improvements
such as roads, utilities, and buildings. These represent just a few of the
financing techniques which nonmetropolitan communities can utilize to
minimize the fiscal risks and burdens of development. While there are
liabilities associated with these techniques, the same is true for the more
frequently used approaches, as well.

In conclusion, while the economic constraints upon nonmetropolitan areas
are numerous and complex, they can be identified and sorted out. Economic
developers, elected decision makers and interested residents must work to
better understand the forces which affect nonmetropolitan economic
development and growth processes. A firm grasp of the present will provide
a better map for achieving future goals.
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Footnotes

1. The author is currently identifying community and area case
studies of metropolitan and nonmetropolitan economic development in an
effort to conduct such an analysis.

2. This section draws upon my work which more broadly explores
the development and influences of multi-establishment corporations. See,
"Interdependencies in Urban Economic Development: The Role of Multi-
Establishment Corporations," in D.R. Judd (ed), Public Policy Across States
and Cities (New York: JAI Press, forthcoming, 1985).

3. There are a number of routes to achieving economic development
goals. For an overview of economic development.-goals, strategy and
organizational choices for small communities see, H. Gudell and R.L. Smith,
"The Local Economic Development Process," in J.M. Banovetz (ed),. Small
Cities and Counties: A Guide to Managing Services (Washington, D.C.:
International City Management Association, 1984).

4. Schmenner grouped two-digit manufacturing industries into
nine broad categories. They are:

INDUSTRY GROUP

Agriculture-Tied

Market-Sensitive

SIC CODE

201
203

204
206
207
21X

202
205
208
209
264
265
266

27X
295
307
341
39X

INDUSTRY

Meat products
Canned/preserved fruits and.
vegetables
Grain mill products
Sugar and confectionery products
Fats and oils
Tobacco

Dairy products
Bakery products
Beverages
Miscellaneous food preparations
Converted paper and paperboard
Paperboard containers and boxes
Building paper and building board
mills
Printing
Paving and roofing materials
Plastics products
Metal cans and shipping containers
Miscellaneous manufacturing
(jewelry, silverware, musical
instruments, toys, pens and
pencils, brooms and brushes,
sporting goods, signs, notions,
caskets)

52-112 0 - 85 - 25
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Forest-Tied

Labor Rate-Sensitive

Heavy Chemicals/Oil/
Rubber/Glass

Specialty Chemicals/

Heavy Metals

Industrial Machinery/
mansportation Equlpaent

24X
261
262
263

22X
23X
25X
31X
363
364
365

281

282
286
287
291
299

301
302
303
304

306
32X

283
284
285
289

342
347
348
349

33X
343

344

345

346

351

352
353

Lumber and wood products
Pulp mills
Paper mills
Paperboard mills

Textile mill products
Apparel and other fabrics products
Furniture
Leather goods
Household appliances
Electric lighting and wiring
Radio and TV receivers

Industrial inorganic chemicals

Plastics materials and resins
Industrial organic chemicals
Agricultural chemicals
Petroleum refining
Miscellaneous petroleum and coal
products
Tires and inner tubes
Rubber and plastics footwear
Reclaimed rubber
Rubber and plastics hose and
belting
Other fabricated rubber products
Stone, clay, glass, and concrete
products

Drugs Metals
Soap, detergents, cosmetics, etc.

Miscellaneous chemicals products
(adhesives, inks, etc.)
Cutlery, hand tools, and hardware
Coating, engraving
Ordnance
Miscellaneous fabricated metals
(springs, pipe fittings, foil)

Primary metals
Heating equipment and plumbing
fixtures
Fabricated structural metal
products
Screw machine products, bolts,
nuts, etc.
Metal forgings and stampings

Enignes and turbines

Farm and garden machinery
Construction, mining, and materials
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High Technology

handling machinery
354 Metalworking machinery
355 Special industry machines (food,

textile, lumber, paper, printing,
etc.)

356 General industrial machinery
(pumps, bearings, compressors,
etc.)

358 Refrigeration and service industry
machinery

359 Miscellaneous machinery
361 Electric transmission and

distribution equipment
362 Electrical industrial apparatus

(motors, welding)
369 Miscellaneous electrical machinery

(batteries, etc.)
371 Motor vehicles
372 Aircraft
373 Shipbuilding
374 Railroad equipment
375 Motorcycles and bicycles
379 Miscellaneous transport equipment

(trailers, tanks)

357 Computers and office equipment
366 Communication equipment
367 Electronic components
376 Guided missiles and space vehicles
38X Instruments (measuring, analyzing,

controlling, photographic, medical,
clocks)
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THE EFFECT OF SHOPPING CENTERS ON HOST TOWNS

AND OUTLYING AREAS

BY

Kenneth E. Stone and James C. McCcnnon, Jr.*

BACKGROUND

Many people familiar with rural Midwestern states have recognized that

there has been a gradual change in the shopping habits of rural and small-

town people over the last several years.. This trend was documented in a

study for the White House Conference on Small Business.1 This study found

that, on the average, the less populated counties in Iowa, Kansas, Missouri

and Nebraska lost substantial amounts of retail trade in the 20 year period

from 1958 to 1978. Conversely, the study found that most of the more densely

populated counties gained significant amounts of retail trade during the same

time period. Some of the reasons postulated for these changes in shopping

habits were:

1) A continual outmigration of farmers from the rural

areas reduced the economic base of less populated

counties and towns, thereby causing many businesses

to be no longer viable.

Kenneth E. Stone, An Analysis of the Outmigrarion of Retail Sales From
the Region, prepared for the 1980 White House Conference on Small
Business, Ames, Iowa, 1980.

Associate Professor of Economics and Extension Associate respectively,
Iowa State University.
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2) Improved transportation including reliable automo-

biles and highway system, provided easy access from

rural to urban areas.

3) Large shopping centers (particularly enclosed malls)

with their large selections, easy access and conven-

ient opening hours proved to be attractive to rural

customers.

This paper will attempt to more clearly define the effects that

shopping centers have had on their host towns and outlying areas. Several

sources are drawn upon to form the conclusions. These sources are:

1) A 1980 survey of merchants from shopping centers,

downtowns and outlying smaller towns in six Iowa

communities.

2) A 1981 econometric study of the effects of shopping

centers and demographic variables on retail sales

of Iowa counties.

3) A 1980 case study of the Burlington, Iowa area

using primary and secondary data.

4) A 1981 case study of the Sioux City, Iowa area

using primary and secondary data.

THE EFFECT ON HOST TOWNS

Host town merchants in direct competition with the mall suffered the

greatest losses. Typically the hardest hit stores were general merchandise

stores, apparel stores and specialty stores. In the 1980 survey of mer-

chants, 66.7 percent of the general merchandise merchants felt that the

mall had a negative impact on their businesses. Twenty-six percent of the
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apparel merchants and thirty-one percent of the specialty store merchants

also felt the mall had negatively impacted their businesses.

A community survey in Sioux City, Iowa one year after a 600,000+ square

foot mall opened, found more specific figures on mall patronage. The major

areas where the mall captured trade from city residents are shown in Table 1.

Table 1. Major Areas Where Sioux City Mall Captured Local Trade
From Existing Merchants

Percent
Area Capture

Children's Clothing 33.02
Women's Clothing 27.4%
Men's Clothing 20.4%
Appliances 14.4%
Sports/Recreation Equipment 13.4%
Crafts/Hobbies 11.9%

Table 2 shows the results of a study of secondary data in the

Burlington, Iowa area and illustrates the real losses in downtown Burlington

for the first four years after a 425,000 square foot mall opened in West

Burlington, a suburb one mile away.

Table 2. Major Area of Trade Leakage from Burlington, Iowa
After Mall Opened in West Burlington

Percent
Area Leakage

General Merchandise -59%
Apparel -49%
Specialty Stores -29%

Figure 1 gives a general idea of the effect of the West Burlington

Mall on total retail sales for the city of Burlington. The solid black

lines indicate actual total sales in constant dollars (deflated by Consumer

Price Index, using 1971 as base year). The dashed lines indicate the

1971-1977 trend line for actual retail sales with an extension to 1981. It
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can be seen that Burlington's real sales fell dramatically below the trend

line after the opening of the mall. Conversely, West Burlington's real

sales rose dramatically above the trend line after the mall opening.

Obviously, other variables such as the state of the economy may also have

played a role in these results.

In Burlington, some merchandise groups made real gains in the four

years after the nearby mall opened. They are shown in Table 3.

Table 3. Areas in Burlington that Showed Real Gains After
Mall Opened

Percent
Area Real Gain

Building Materials and Hardware +260%
Food (Groceries) +77%
Eating and Drinking Places +6%

This is sometimes referred to as the spillover effect. The mall expands

the overall trade area for the metropolitan area. Some of the new customers

drawn to the mall for shoppers goods then "spill over" to other parts of

town to shop for other goods and services.

THE EFFECT ON OUTLYING AREAS

The effect of shopping malls on outlying areas appears to be much more

severe than the effect on downtowns. The 1980 Survey of Merchants indicated

a perception of broad based losses by merchants in outlying smaller towns.

Table 4 is a summary from merchants in twenty-three smaller communities

surrounding the six shopping -enter cities who felt the mall had a negative

impact on their businesses.
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Table 4. Composition of Merchants From Outlying Smaller
Towns Who Felt that the Mall Negatively Impacted
Their Businesses

Area

General Merchandise
Specialty Stores
Apparel Stores
Food (Grocery) Stores
Home Furnishings and Appliances
Building Materials and Hardware

Percent
Negatively Impacted

46%
44%
40%
40%
36%
33%

A 1979 community survey in Fort Madison, a town of approximately 14,000

population only 17 miles from the West Burlington Mall was conducted to

determine the trade captured by the mall. The results are shown in Table 5.

Table 5. West Burlington Mall's Trade
(17 miles distant)

Area

Children's Clothing
Women's Clothing
Men's Clothing
Shoes

Capture from Fort Madison

Percent
Capture

33%
31%
20%
15%

A further analysis of secondary data indicates the impact of the West

Burlington Mall on two adjacent county seat towns. The results are

summarized in Figure 2. The solid lines show actual retail sales. The

dashed lines show the 1971 to 1977 trend lines of actual sales and are

extended to 1981. The patterns for Ft. Madison (14,000+ population and 17

miles distant) and Mt. Pleasant (7,000+ population and 22 miles distant)

are very similar. Both county seat towns show a marked drop-off in real

total sales from the trend line in the four years after the mall opened.

Analyses of the Sioux City outlying areas showed patterns similar to

those in the Burlington Area. Table 6 shows the change in total retail

sales for Sioux City and the adjacent county seat towns for the first year

of mall operation.
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Table 6. Comparison of Sioux City 80 and 81 Retail Sales with
those of Surrounding Towns

1980 1981 Change % Change % Change
City Total Sales Total Sales 80-81 (Nominal) (Real)

($000) ($000) ($000)

Sioux City $548,800 $569,800 $+-21,000 +3.8% -6.0%
Cherokee 56,184 56,043 -141 --- -9.7
LeMars 57,374 56,387 -987 -1.7 -11.1
Ida Grove 27,772 26,216 -1,556 -5.6 -14.6
Onawa 28,218 26,510 -1,708 -6.1 -15.0

Perhaps a more revealing comparison comes from examining county sales

for 1980 and 1981. The following data in Table 7 indicate the changes in

county retail sales from 1980-1981.

Table 7. Comparison of Woodbury County 80 and 81 Retail Sales
with those of Surrounding Counties

1980 1981 Change % Change % Change
County Total Sales Total Sales 80-81 (Nominal) (Real)

($000) ($000) ($000)

Woodbury $594,253 $611,872 $+17,619 +3.0% -6.8%
Plymouth 96,470 91,142 -5,328 -5.5 -14.5
Cherokee 79,824 77,343 -2,481 -3.1 -12.3
Monona 56,761 51,069 -5,692 -10.0 -18.6
Ida 42,423 39,781 -2,661 -6.3 -15.1

Woodbury County enjoyed a 3.0 percent increase in sales before infla-

tion while the surrounding counties suffered losses of 3.1 percent to 10

percent. In real terms Monona County's real loss was 18.6 percent. It

seems more than coincidental that the first downturn in retail sales in 10

years for these surrounding counties occured in the year that the mall

opened in Sioux City.

Table 8 presents even more precisely the status of retail sales by

county for 1980 and 1981. Potential sales are compared to actual sales to

determine if the county had a "leakage'" or a surplus. The potential sales

calculation takes into consideration the county population, average state
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per capita expenditures on retail sales and the county relative income

situation.

Potential Sales = County Population X Average State Expenditure on
Retail Sales X Average Per Capita County Income

as a Percent of Average Per Capita State Income

Example: Woodbury County 1980 Potential Sales =
100,900 X 5,260 X 1.016 = $539,230,000

Table 8. Comparison of County Retail Sales Surplus or Leakage

for 1980 and 1981

1980 1981 1980 1981

Surplus or Surplus or Surplus or Surplus or

County Leakage Leakage Leakage Leakage

($000) ($000) (%) (%)

Woodbury $+55,023 $+89,441 +10.2% +17.1%

Plymouth -14,208 -25,166 -12.8 -21.6

Cherokee -4,280 -7,049 -5.1 -8.3

Monona -10,258 -13,709 -15.3 -21.1

Ida -20,401 -19,876 -32.5 -33.3

The key point here is that after adjusting for changes in population and

income levels, Woodbury County increased its surplus from 10.2 percent to

17.1 percent while each of the surrounding counties suffered a higher per-

cent leakage in 1981 than in 1980.

A 1981 Iowa State econometric study examined retail sales for every

county in Iowa from 1976 to 1980. The effect of several variables on total

retail sales were determined. These variables were:

1) County population

2) Median income of households in the county

3) Median age of county population

4) County unemployment rate

5) Population of the largest city in the county

6) Square feet of mall space within county
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7) Square feet of mall space within a 25 mile radius

of county seat, excluding that in county

8) Square feet of mall space within 25-50 mile

radius of county seat

The effects of malls (items 6, 7 and 8) were of particular interest.

'All were statistically significant at the 95 percent level.

Effect of Mall on Resident County's Sales

The results showed that the presence of a mall, on the average,

increased total county retail sales by approximately $74 per square foot of

mall space in 1980. A rule of thumb for mall sales in 1980 was that approxi-

mately $100 in sales could be expected per square foot of mall space. If

one assumes that mall sales were $100 per square foot, but that county sales

increased by only $74 per square foot of mall space, then some other county

businesses must have faced reduced sales because of the mall. For example,

one would expect approximately $50 million annual sales from a 500,000

square foot mall and yet the study showed that a mall of that size would

increase county sales by only $37 million. The implication is that approxi-

mately $13 million in sales would be lost by other county merchants.

Effect of Mall on Adjacent County's Sales

The econometric study showed that approximately $5.50 per square foot

of mall space was captured from adjacent counties (within a 25 mile radius)

in 1980. In the case of a 500,000 square foot mall, approximately $2.75

million would be captured from an adjacent county. Assuming that, on the

average, the equivalent of seven counties adjoin a shopping mall county,

the total capture would be $19.25 million.
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Effect of Mall on Retail Sales of Counties 25-50 Miles Away

The 1981 study showed that approximately $2.50 per square foot of mall

space was pulled from "second tier" counties (those 25 to 50 miles from the

mall) in 1980. A typical county in that category would lose approximately

$1.25 million per year in retail sales to a 500,000 square foot mall.

Assuming that the equivalent of eleven counties lay 25-50 miles distant,

total capture by the mall would be approximately $13.75 million.

In summary, the econometric study showed that a 500,000 square foot

mall, for example, would capture approximately $13 million from its resident

county, $19-20 million from the "first tier" adjacent counties and $13 to

14 million from the "second tier" surrounding counties. It should be kept

in mind that these results are averages. In fact, some surrounding counties

would lose more than the average amount while others may fare better.

CONCLUSIONS

Based on the foregoing discussion and the studies cited, the following

conclusions can be reached.

1) When a shopping center is introduced into a community, some

host town merchants face reduced business because of increased

shopping center competition. However, other merchants not

directly competitive with shopping center stores, are helped

because of the spillover of customers drawn to the center

from an enlarged trade area. Those host town businesses

in direct competition with mall stores, such as general

merchandise, apparel and specialty, suffer the greatest

losses.
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2) In most cases, the introduction of a shopping center into a

town or city increases the size of the trade area for the

initial three to four years. After that period, a gradual

decline in the size of the trade area seems to set in. Since

shopping center sales usually remain relatively stable, the

decrease in trade area size suggests that other stores in

the area are being squeezed out.

3) Many businesses in outlying areas suffer losses of retail

trade to the shopping center. These losses tend to be broader

based than in the host town. It appears that when shoppers

leave outlying areas to shop for shoppers goods in the shop-

ping center, they may also purchase convenience goods and

services that normally would have been purchased in the home

town.

4) In most cases the retail "pie" for an area remains relatively

constant in size (assuming population or economic activity

does not change significantly). When a shopping center comes

into a town or city, it captures a sizeable slice of the "pie".

Consequently, the slices left for most host town merchants and

outlying smaller town merchants, become smaller.
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ABSTRACT

The Effect of Shopping Centers on Host Towns and Outlying Areas

The results of several studies were analyzed to determine the impacts

of shopping centers on host towns and outlying areas in Iowa. Competing

businesses in host towns were hurt, while some non-competing businesses

were helped. A broader range of businesses were hurt in outlying areas.
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Retail sales trends in Iowa towns
Our research of the last few years has
documented the migration of retail sales
fron rural counties to metropolitan
counties throughout the Midwest. This
newsletter focuses more directly on
retail sales trends for Iowa's towns and
cities.

Retall capture

Retail capture provides a good measure
of a town's retail viability. Retail
capture means the portion of the local
retail trade potential that a town
actually "captures" We have developed
a way to measure a town's retail trade
capture in terms of the town population.
We call it "pull factor". A pull factor
is calculated by dividing a town's per
capita retail sales by the average state
per capita sales. For example, if a
town of 4,000 population had retail
sales of $20 million, its per capita
sales would be $20 million divided by
4,000, or $5,000 sales per person per
year. If the average state per capita
sales were $4,500 per year, the town's
pull factor would be $5,000 * $4,500 -
1.11. The interpretation of this pull
factor is that based on its actual
sales, the town is selling to III per-
cent of the town population, in full-
time customer equivalents. In other
words, the town is selling to the equiv-
alent of 100 percent of the town popula-
tion plus another 11 percent more. The

pull factor is a reliable indicator of
the relative size of trade areas 'for
most towns. However, it sometimes gives
false impressions in smell towns with
dominant businesses, For example, some
Small towns may have one very large farm
implement dealer and very few other
stores. When the pull factor is com-
puted it may appear that the %hole town
is doing very well, when in fact it is
only the farm implement dealer that is
doing well. Other dominant busineses
that tend to bias small-town pull fac-
tors are multi-county rural electric
headquarters, construction materials
quarries, factories that sell direct to
consumers, and major tourist attrac-
tions.

PuUl factor trends

Table I shows the average change in pull
factors for several population groups
between 1969 and 1982. Note the rapid
decline in average pull factors for
towns below 2,000 population. In 1982,
meat of these towns were selling to less
than 100 percent of the town popula-
tion.

Among larger towns, the greatest percent
decline was experienced in the 4,000-
4,999 population group where the average
pull factor dropped from 140 to 131, a
decline of 6.8 percent. The second
largest decline was in the 20,000-39,999

The Business Mnagemenit Newslettr Is prepared
by Zen Stone. extension economist. Deportment of
Economics. lowa Stoat University, Ames, lowa 50011.
Phone: 5t5-294-7318.

Cooperative Extension Service
FS Iowa State University
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Table 1. Change In retail pull lactors for
tdifferent size Iowa towns, 1969-1982

Average
Pull Factor

opulation group 1969 1982 2 Change
0-499( n260) 87X* 71X -18.4X

500-699(p-84) 89 76 -14.7
700-899(n-71) 101 79 -21.9
900-999(p-29) 107 84 -22.0

1,000-1,499(n=84) 107 90 -15.9
I.500-1,999(n-41) 119 105 -11.7
2,000-2,499(n-28) 121 117 -3.3
2,500-2,999(n-10) 147 143 -2.33

,000-3,999(n-12) 150 155 3.1
4,000-4,999(n'14) 140 131 -6.8
5.000-6,499(n-10) 151 151 0.06

,500-7,999(n.12) 148 143 -3.6
8,000-8,999 (n-9) 129 131 1.6
9,000-19,999(n-7) 143 145 1.6

20.000-39,999(n-7) 135 128 -4.9
40,000 + (nP6) 149 150 1.0

* from 1976 inatead of 1969

Definition: A pull factor represents
the retail vitality or trade area site
for a town. It is based on actual sales
and indicates %dat percent of the town
population these sales are serving. For
example, a town with a pull factor of
107 is selling to the equivalent of the
town population (100 percent) plus 7
percent more.

population group which fell 4.9 percent
from 135 to 128.

The greatest percentage gains were made
by towns in the 3,000-3,999 population
group where pull factors expanded 3.1
percent from 150 to 155. Three other
population groups experienced modest
gains of less than tun percent.

The actual year-to-year changes in pull
factors can be seen more precisely in
Figures I and 2. A very orderly pro-
gression in pull factor strength from
the smilest towns up to towns of 4,000
population can be seen in Figure 1. In
other words, the retail pulling power of
towns increases as the towns get
larger.

Figure 1. Average retail pulling power
of Iowa's smaller towns, 1969-1982

FiL-1 Yen.

Figure 2. Average retail pulling power
of Iowa's larger towns, 1969-1982

In Figure 2 we see that retail pulling
power is not so predictable for towns
over 4,000 population. Towns in the
5,000-6,499 population group have been
the best retail performers, but are
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trending sharply downward in recent
years. Conversely the largest cities
(those over 40,000 population) are
trending sharply upward and appear to be
poised to soon take the lead.
Conversely, the poorest performing
retail towns shown in Figure 2 are in
the 20,000- 39,999 population group, but
they too appear to be experiencing a
sharp upward trend during the last three
years.

The excellent towns

At the risk of being accused of omis-
sions or errors, the top few retail
towns for each population group are
shown in Table 2. These rankings are
based on the highest pulling power at
the end of fiscal year 1982. Keep in
mind that there is a tendency for bias
in smaller towns because of dominant
businesses.

The growing towns

Another useful measure of retail vital-
ity is the rate at which a town's pull-
ing power is increasing. Table 3 lists
the top few towns with the fastest
growing retail sectors in each popula-
tion group. Note that some of these
towns don't have large retail pull fac-
tors, but have had good growth from
1969-1982. The stellar performers are
the towns that are at the top of the
list in both Table 2 and Table 3.

The rural businesses
Alert readers have probably wondered why
there are so many population groups that
are experiencing shrinking retail sec-
tors, while so few are showing gains.
After all, shouldn't the total gains
equal the total losses? The answer is
yes, total gains do equal total losses,
but the largest gainers have been in so-
called rural areas. In other words,
there have been sharp gains in retail
sales for businesses located far enough
outside towns to be considered rural.
However, on closer inspection, one sees
that the bulk of thea.! gains hase been
made by businesses outside metropolitan
areas or in high-traffic tourist areas.

Table 2. Iowa's strongest retail towns in
1982

Population Group Town

0-499 Woolstock
Vincent
Melvin
Han lontown

500-699 Okoboji
Keystone
Clermont

700-899 Adair
Sully
Hubbard

900-999 West Bend
North English
Grand Junction
Newell

1,000-1,499 Postville
Allison
Jewe 11

1,500-1,999 EIkader
Kalona
Avoca
Guthrie Center

2,000-2,499 Wilton
Ida Grove
Greenfield

2,500-2,999 Audubon
Grundy Center
C lar ion

3,000-3,999 Dyersville
Osceo la
Monticello

4,000-4,999 Humboldt
Manches ter
Hampton

5,000-6,499 Algona
Harlan

6,500-7,999 Washington
Atlantic

8,000-8,999 Storm Lake
Waver ly

9,000-19,999 Spencer
Carroll

20,000-39,999 Fort Dodge
Mason City

40,000 + Des Moines
Cedar Rapids

1982
Pull

Factor

3582
327
252
247
275
211
207
254
239
203
144
134
133
133
222
211
185
247
182
174
173
212
206
199
173
173
168
186
182
179
193
187
179
250
170
170
161
173
142
182
175
149
146
204
163

_ . . _



788

Table 3. Iowa's fastest growing retail towns. 1969-1982

Population Group

0-500*

501-700

701- 900

901-1,000

1,001-1,500

1,501-2,000

2, 001-2, 500

2,500-2,999

3,000-3,999

4,000-4,999

5,000-6,499

6,500-7,999

8,000-8,999

9,000-19,999

20,000-39,999
40,000 +

* 1976-1982
** 1972-1982

* All other towns

Town

Ons low
V incent
Waucoma
Gree ley
Clermont
Ventura
Richland
Sully
Adair
Stratford
Le Grand**
Newell
Princeton
Blue Grass
Panora
Ap lington
Huxley**
Durant
Grimes
Sergeant Bluff
Colfax
Toledo
Tama
Grundy Center
Missouri Valley
Cresco
Sioux Center
Manchester
Algona
Sheldon
Clear Lake
Estherville
Grinne 11
Waver ly
Keokuk
Carroll
Muscat ine***
Cedar Rapids
Des Moines
Dubuque

in this group showed a decline in pull factor.

1969
Pull Factor

22X
128

32
25

102
33

127
150
171

91
20

107
59
23
69
94
33
94
49
26

122
136
115
149
118
152
105
168
177
136
105
123
111
123
121
161
109
149
194
115

1982
Pull Factor

61%
327

72
55

207
56

178
239
254
122
34

133
72
52

112
135
46

120
61
40

169
184
158
173
138
175
127
187
250
157
116
133
136
142
140
175
119
163
204
121

X Changte

177%
155
125
120
103

70
40
59
49
34
70
24
22

126
62
44
39
28
24
54
39
35
37
16
17
15
21
1 1
41
15
10
8

23
15
16
9

9
9
5
5
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It is difficult to compare current rural

retail sales to those of years prior to

1972. However, in 1972 there were 7,660

rural businesses and they made up 9.1

percent of the total businesses in the

state. By 1982 there were 13,077 rural

businesses and they constituted 13.9

percent of the state's total business-

es.

The total taxable retail sales of rural

businesses in 1972 were $221 million or

3.47 percent of the state's total taxa-

ble sales. By 1982 rural business sales

were $709 million or 5.29 percent of

total state sales. Although this may

not seem spectacular, it represents a

52.4 percent increase in portion of

total state sales, a far greater gain

than any of the population groups.

Sales in perspective

How much do the different size towns

contribute to total state retail sales?

Table 4, derived from the 1982 Retail

Sales and Use Tax Report, illustrates

the impact of the state's largest cities

on retail sales.

Nearly half the taxable retail sales in

the state occur in cities of 25,000 pop-

ulation and larger. Stated another way,

the sales in the seven cities over

50,000 population are nearly equal to

the sales in all towns below 10,000 pop-

ulation in the state.

Yet, in my opinion, there are marketing

opportunities in nearly all Iowa towns.

However, the local merchants often don't

recognize these needs. A case in point

was the need for convenience food stores

in small towns. This represented a mar-

keting opportunity for local entrepre-

neurs, but a few regional chains took

the initiative and moved quickly to dom-

inate the market. Similar strategies

are being implemented by regional and

national chains in areas such as fast

food, building materials and services.

The trick is for town residents to

recognize these opportunities and to

encourage local entrepreneurs to take

advantage of them.

Table 4. Taxable retail sales by popula-
tion group, fiscal year 1982

Population group
(cities and towns)

50,000 and over
25,000 to 50,000
10.000 to 25,000
5,000 to 10,000
2,500 to 5,000
1,000 to 2,500

500 to 1,000
towns under 500

Rural
Non-permit
Others
TOTAL

* dfes not include
drugs

X of

Taxable total
sales* taxable

(billions) sales

$4.89
1.73
1.03
1.69
1.14
1.15
0.64
0.37
0.71
0.02
0.05

13.42

36 .48%
12.88

7.68
17 .59
8.49
8.59
4.75
2.73
5.29
0.16
0.35

100.00

exempted food and

Conclusions
The hundreds of Iowa towns below 2,000

population have suffered the most severe

losses in retail pulling power over the

last 13 years. In fact, the vast major-

ity of these towns do not even meet the

retail needs of the town population.

For towns above 2,000 population, about

half the population groups have experi-

enced slight gains in retail pulling

power while half experienced slight

losses.

However, the greatest gains have been

made primarily by individual businesses

outside metropolitan areas or in the

vicinity of high-traffic tourist areas.

Despite the average pull factors de-

scribed above, there are outstanding

retail towns in all population groups.

This points up an important principle.

There are marketing opportunities in

virtually all towns. But, only a few

towns have the right combination of

leadership, merchant cooperation, and

capital to take advantage of these

opportunities.

52-112 0 - 85 - 26
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AN ANALYSIS OF THE OUTMIGRATION Of RLtAIL SAiL:S
FROM RURAL AREAS OF THE REGION

Kenneth E. Stone
Iowa State University

This study examined retail sales for Iowa, Kansas, Missouri andNebraska for the years 1958, 1967 and 1977. Potential sales for eachcounty in each state were calculated using county population, state percapita retail sales expenditures and relative income. Potential saleswere compared to actual sales to determine if a county had a leakage ora surplus.

RESULTS

Counties were classified into six groups according to the size ofthe largest town in the county. Average leakages or surpluses werethen calculated for each group. The findings for each group werecompared over the 20-year study period to determine trends.

OVERVIEW OF REGIONAL RETAIL SALES

In general it was found that areas with smaller towns have beenlosing retail trade and areas with larger cities have been gaining retailtrade. However, there were some exceptions to this that will later Lsediscussed in detail.

It was further found that areas close to metropolitan centerstended to lose more trade over time. Conversely, it was found Xh.itremote areas tended to hold their own or gain in retail sales.

Total Retail Sales

Total retail sales in current dollars for the four-state Region VIIwere as shown in Table 1. Also shown are total retail sales in constantdollars (1958 = base year). The Consumer Price Index was used as tWedeflator.

Population

Population changes for the states over the last 20 years are shownin Table 2.

Per Capita Retail Sales

Per capita retail sales were obtained by dividing total sales bystate population. Table 3 shows per capita retail sales for Region VIIstates for 1958, 1967 and 1977 in current dollars and constant dollars.
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Table 1
TOTAL RETAIL SALES FOR REGION VII STATES FOR

SELECTED YEARS IN CURRENT DOLLARS AND CONSTANT DOLLARS

State Year % Change

1958 1967 1977 1958-1977
(Thousand Dollars)

Iowa (Current $) $3,668,000 $5,529,000 $9,166,000 150°
(1958 $) 3,668,000 4,787,000 4,373,000 19

Kansas (Current $) 2,685,000 3,793,000 7,250,000 170
(1958 $) 2,685,000 3,284,000 3,459,000 29

Missouri (Current $) 5,895,000 7,240,000 15,834,000 169
(1958 $) 5,895,000 6,268,000 7,554,000 28

Nebraska (Current $) 1,933,000 2,885,000 4,755,000 146
(1958 $) 1,933,000 2,498,000 2,269,000 17

Table 2
POPULATION CHANGES FOR REGION VI]

STATES, 1958-1977

State Year % Change

1958 1967 1977 1958-1977
(Thousand People)

Iowa 2,747.3 2,813.5 2,925.9 6.5%

Kansas 2,153.6 2,293.0 2,339.3 8.6

Missouri 4,310.5 4,567.5 4,802.3 11.4

Nebraska 1,433.4 1,488.6 1,578.6 10.1
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ANALYSIS WITHIN THE STATES

Counties in each state were classified according to the size of thelargest city in the county as follows.

Table 3
PER CAPITA RETAIL SALES FOR REGION VII STATES FOR

SELECTED YEARS IN CURRENT DOLLARS AND CONSTANT DOLLARS

State Year % Change

1958 1967 1977 1958- 1977
(Dollars)

Iowa (Current $) $1,335 $1,965 $3,133 135%
(1958 $) 1,335 1,701 1,495 12

Kansas (Current $) 1,247 1,654 3,099 149
(1958 $) 1,247 1,432 1,479 19

Missouri (Current $) 1,368 1,585 3,297 141
(1958 $) 1,368 1,372 1,573 15

Nebraska (Current $) 1,349 1,938 3,012 123
,. (1958 $) 1,349 1,678 1,437 7

County Classification Population of Largest City
1. Rural Less than 2,500
2. Small Semirural 2,500-4,999
3. Large Semirural 5,000-9,999
4. Semimetro 10,000-49,999
5. Metro 50,000-149,999
6. Large Metro 150,000+

Potential sales for each county were then calculated by multiplyingcounty population by state per capita retail sales and multiplying thisproduct by county index of income (see Methodology-sectionfor
details). County actual retail sales'were compared to potential sales todetermine if the county had a leakage (-) -or a surplus (+) of retailtrade. The surplus or leakage was expressed both in dollars and as apercent of-potential sales.

Iowa

Table 4 presents the average leakages or surpluses in currentdollars for the six county classes for 1958 and 1977. Figure 1 showsthe 1958 and 1977 surpluses or leakages in terms of percent of potentialsales.



793

The 21 rural counties had an average lcakage of $903,000 (5.5%) in
1958. By 1977 this had grown to $5,389,000 (15.6W-) or $2,571,000 in
1958 dollars, a -10.1 percent change.

Table 4
IOWA AVERAGE RETAIL SALES LEAKAGES OR SURPLUSES FOR

1958 AND 1977, BY COUNTY CLASSIFICATION-CURRENT DOLLARS

No. of Average Leakage
County Classification Counties or Surplus

1958 1977

Rural 21 $(903,000) $(5,389,000)

Small Semirural 28 754,000 (4,228,000)

Large Semirural 29 455,000 (4,693,000)

Semimetro 14 (655,000) 2,467,000

Metro 6 (4,851,000) 24,78a,000

Large metro 1 23,070,000 163,377,000
99

The 28 small semirural counties went from an average surplus of
$754,000 (4.0%) in 1958 to a leakage of $4,228,000 (9.4%) in 1977, a
-13.4 percent change. The 1977 leakage, adjusted for inflation, was
$2,017,000.

Large semirural counties (N=29) also went from an average-surplus
in 1958 to a deficit in 1977. In 1958 the surplus was $455,000 (1.9%)
and 1977 leakage was $4,693,000 (7.8%), a -9.7 percent change. Con-
stant dollar leakage in 1977 was $2,239,000.

Semimetro counties (N=14) averaged a leakage of $665,000 (1.2%) in
1958. This improved to an average surplus of $2,467,000 (1.8%) in
1977, a change of +3.0 percent. The 1977 surplus, adjusted for infla-
tion, was equal to $1,177,000 in 1958 dollars.

ror the six metro counties in Iowa an average leakage of
$4,851,000 (3.2%) was experienced in 1958. By 1977 the situation had
changed to an average surplus of $24,783,000 (6.2%), a +9.4 percent
change. In real terms this was equivalent to $11,824,000 in 1958 dol-
lars.

Iowa has only one county classified as large melro. ThaI is Polk
County (Des Moines) and it recorded a surplus of $23,070,000 (5.Gi,) in
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1958. This grew to $163,377,000 (14.8%) in 1977, or $77,947,000 in real
terms, a 9.2 percent increase.

Kansas

Table 5 presents the 1958 and 1977 leakages and surpluses for
Kansas counties in current dollars. Figure 2 shows the 1958 and 1977
surpluses and leakages in terms of percent of potential sales.

The 48 rural counties in Kansas averaged leakages of $345,000
(4.8%) in 1958. By 1977 the leakages increased to $1,757,000 (11.2%) a
change of -6.4 percent in current dollars. The 1977 leakage in terms
of 1958 dollars was $833,000.

The 23 small semirural counties averaged surpluses of $833,000
(6.7%) in 1958. In 1977 this had reversed to a leakage of $2,121,000
(7.1%), a 13.8 percent decrease. When adjusted for inflation, the 1977
deficit was $1,012,000.

There are nine large semirural counties in Kansas. They experi-
enced average retail sales surpluses of $3,385,000 (14.9%) in 1958.
That grew to a $6,308,000 (12.6%) surplus in 1977. However, when
adjusted for inflation, the 1977 surplus was $3,010,000, a slight de-
crease (2.3%) from 1958.

The 22 semimetro counties in Kansas averaged leakages of
$1,667,000 (3.7%) in 1958. That changed to a $928,000 surplus (0.616)
in 1977, an increase of 4.3 percent. In constant 1958 dollars, the 1977
surplus was $443,000.

There is only one metro county in Kansas, and its trade surplus
in 1958 was $8,016,000 (4.4%). This county experienced an increase to
$43,774,000 (8.9%) in 1977, a +4.5 percent change. In real 1958 terms
this was $20,885,000.

The two large metro counties in Kansas experienced average leak-
ages of $1,964,000 (0.6%) in 1958. These two counties also experienced
changes to average surpluses of $50,855,000 (6.0%) by 1977, a 6.6
percent increase. This was $24,263,000 in 1958 constant dollars.

Table--9
KANSAS AVERAGE RETAIL SALES LEAKAGES OR SURPLUSES FOR 1958 AND 1977,

BY COUNTY CLASSIFICATION-CURRENT DOLLARS

No. of Average Leakage
County Classification Counties or Surplus

1958 1977

Rural 48 $(345,000) $(1,757,000)
Small Semirural 23 833,000 (2,121,000)
Large Semirural 9 3,385,000 6,308,000
Semimetro 22 (1,667,000) 928,000
Metro 1 8,016,000 43,774,000
Large Metro 2 (1,964,000) 50,855,000

105
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Figure 2

Kansas Retail Sales Leakage or Surplus as a
Percent of Potential
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Missouri

Figure 3 and Table 6 present 1958 and 1977 leakages and surpluses
for Missouri in terms of current dollars and percent of potential,
respectively.

The 50 rural Missouri counties averaged leakages of $23,000 in
1958. This declined to current dollar leakages of $4,207,000 in 1977.
Corrected for inflation, the 1977 leakages were $2,007,000. In terms of
percent of potential, the leakages went from 0.2 percent in 1958 to 15.0
percent in 1977, a -14.8 percent change.

For the 23 small semirural counties, the average leakage was
$2,270,000, and this further declined to current dollar leakages of
$9,917,000 in 1977. Adjusted to 1958 dollars, the 1977 leakage was
$4,732,000. The percentage leakage in 1958 was 13.8 percent and
declined to 21.5 percent in 1977, a -7.7 percent change.

Table 6
MISSOURI AVERAGE RETAIL SALES LEAKAGES OR SURPLUSES

FOR 1958 AND 1977, BY COUNTY CLASSIFICATION-CURRENT DOLLARS

No. of Average Leakage
County Clfassification Counties or Surplus

1958 1977

Rural 50 $(23,000) $(4,207,000)
Small Semirural 23 (2,270,00.0) (9,917,000)
Large Semirural 19 (1,304,000) (19,161,000)
Semimetro 17 2,922,000 (4,530,000)
Metro 3 1,736,000 37,844,000
'Large metro 2 9,103,000 368,068,000

115

The 19 large semirural counties experienced average leakages of
$1,304,000 in 1958. By 1977 that had increased to $19,161,000 in
current dollars or $9,142,000 in constant 1958 dollars. The 1958 leak-
age amounted to 4.6 percent and the 1977 leakage was 22.6 percent, a
-17.6 percent change.

The 17 semimetro counties in Missouri went from a $2,922,000
average surplus in 1958 to a $4,530,000 average leakage in 1977. In
1958 constant dollars, the 1977 leakage was $2,161,000. In terms of
percent, these counties showed average surpluses of 6.8 percent in
1958 and 3.1 percent leakages in 1977, a -9.9 percent change.

Missouri has three metro counties that averaged retail trade sur-
pluses of $1,736,000 (1.4%) in 1958. In 1977 the surpluses averaged
$37,844,000 (10.6%), an improvement of 9.2 percent. The 1977 surplus
adjusted for inflation was $18,055,000.
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The two large metro counties in Missouri (St. Louis and Kansas
City) averaged trade surpluses of $9,103,000 in 1958 (0.05%). The
surplus increased to $368,068,000 (8.8%) in 1977. The 1977 amount
adjusted for inflation is $175,605,000 and represents an 8.75 percent
improvement over 1958.

Nebraska

Table 7 and Figure 4 show Nebraska retail surpluses and leakages
by county in dollars and percentages for 1958 and 1977. Nebraska has
52 rural counties that averaged $632,000 (9.5,%b) leakages in 1958. The
leakages increased to $2,802,000 (21.6%i) in 1977, a -12.1 percent
change. The 1977 leakage adjusted for inflation was $1,337,000.

Table 7
NEBRASKA AVERAGE RETAIL SALES LEAKAGES OR SURPLUSES

FOR 1958 AND 1977, BY COUNTY CLASSIFICATION-CURRENT DOLLARS

No. of Average Leakage
County Classification Counties or Surplus

1958 1977

Rural 52 $(632,000) $(2,802,000)
Small Semirural 11 649,000 (1,625,000)
Large Semirural 19 (1,400,000) 2,493,000
Semimetro 9 5,202,000 23,478,000
Metro 0 -- --

Large Metro 2 10,538,000 11,262,000
93

The 11 Nebraska small semirural counties had retail trade leakages
averaging $647,000 (4.5%) in 1958. Leakages increased to $1,625,000
(5.3%) in 1977, a change of -0.8 percent. The 1977 leakage in 1958

* dollars was $775,000.

* There are 19 large semirural counties in Nebraska and they had
average retail sales leakages of $1,400,000 (7.7%) in 1958. Sales im-
proved to an average of $2,493,000 surplus .(5.4%) in 1977, a +13.1
percent change. Constant dollar surplus in 1977 was $1,189,000.

The nine semimetro counties in Nebraska showed surpluses of
$5,202,000 (13.6%) in 1958. The surpluses widened to $23,478,000
(24.1%) in 1977, a +10.5 percent change. The 1977 constant dollar
surplus was $11,201,000.

There are no Nebras)ka counties in the metro classification. How-
ever, there are two large metro counties, Douglas and L.ancaster, whose
major cities arc Oiraha and Lincoln, rcspCCtivcly. Oin the Welrage these
two counties enjoyed retail trade. surpluses of $10,538,000 (2.9%) in
1958. However, the average surplus increased to only $11,262,000
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(1.l') in current dollars in 1977, a nel. dcreCf'ait! of 1.8 percent. 'I'hc
1977 surplus in constant dollars was $5,373,000.

Migration By Merchandise Group

An analysis by merchandise group is a massive undertaking and
was outside the scope of this study. However, a 1978 study using
State of Iowa retail sales tax data gives an indication of the nature of
retail sales migration for various types of goods and services.

'fable 8 indicates that rural counties have surpluses of trade in
the farm oriented merchandise groups of building materials and whole-
sale (farm machinery is the largest component). Rural counties expern-
enced their greatest leakages in general merchandise, food, apparel,
home furnishings and services; while these were the greatest surplus
areas for metropolitan counties.

Table 8
1978 IOWA RETAIL SALES LEAKAGES ( ) OR SURPLUSES BY COUNTY

CLASSIFICATION BY MERCHANDISE GROUP

Merchandise Group Population Group

1 2 3 4 5 6
Small Large Semi- Large

Rural Semirural Semirural Metro Metro Metro

(percent of potential)

Building Materials 12.1 9.8 1.2 (8.9) (6.9) 9.3
General Merchandise (81.1) (76.0) (39.2) 17.5 42.3 53.6
Food (36.8) (53.4) (6.1) 6.2 2.7 23.8
Apparel (40.2) (38.2) (22.7) 13.5 3.6 35.9
Home Furnishings (38.6) (32.1) (24.3) 11.6 25.7 31.2
Eating and Drinking (19.6) (29.3) (21.5) 13.6 12.7 18.0
Specialty (33.1) (16.8) (2.2) 5.7 26.6 24.9
Wholesale* 16.9 24.0 6.2 (30.0) (8.3) 21.5

*Includes farm machinery and items sold to consumers by wholesalers

Importance Of Geographic Location

Figures 5, 6, 7 and 8 show the retail trade surpluses and leakages
by county for Iowa, Kansas, Missouri and Nebraska, respectively. A
1958 map and a 1977 map are shown for each state, to illustrate the
changes in the relative positions of county retail sales. As was pre-
viously noted, most of the metropolitan areas have experienced real
gains in retail sales over the 20 year period. Additionally, some of the
more remote rural counties experienced real gains in reiail sales, point-
ing out that there are definite limits to how far people will drive to
shop.
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Kansas Retail Trade Surpluses and Leakages
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Figure 8

Nebraska Retail Trade Surpluses and Leakages
by County for 1958 and 1977
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The net gains in both metropolitan centers and in some remote
areas were probably due, in part, to tourism and/or transient traffic.

The biggest losers were the rural counties in the proximity of
metropolitan centers. However, there were cases in some of the more
remote areas where heavy leakages occurred. Migration from these
counties was apparently to adjacent rural counties or to more distant
metropolitan centers.

IMPLICATIONS OF FINDINGS

The findings of this study verify what many people intuitively
have felt: there has been a considerable migration of retail sales from
less populated areas to bigger population centers. It was not the
purpose of this study to determine why, but one can speculate as to
some reasons.

The continual reduction in the farm population has brought about a
reduction in the economic base in the more rural areas. Consequently,
many types of stores that once were viable are no longer able to remain
profitable. One needs only to drive down the main streets of many
small rural midwestern towns and observe the vacant and converted
stores to verify this fact. Once a store terminates business in a
smaller town, the town becomes an even less attractive shopping place,
even less attractive as a place to start a new business, even less
attractive as a place to live.

Improved mobility of rural residents has probably been another
factor in the migration to bigger shopping centers. This has been
brought about through better highways, in particular the interstate
system, and through better vehicles.

Shopping malls also appear to be a strong factor in attracting
people from rural areas. The large anchor stores and the vast selec-
tion of certain types of merchandise also appear to provide strong
attractions to shopping malls. In addition, the malls offer plenty of
free parking, convenient shopping hours and controlled climate, all of
which are hard to find in smaller towns.

Impact On Existing Businesses

The impact of retail trade migration on some existing businesses in
small towns is painfully obvious. This seems to be most acute in mer-
chandise lines where selection is a prime factor in buying. Clothing
stores, shoe stores, variety stores and jewelry stores are examples of
businesses most severely affected by out-migration. The stores become
victims of the proverbial vicious cycle. The decline in economic base
causes a reduction in the number of customers which causes the store
manager to reduce stock which causes the store to have less appeal,
which causes more existing customers to leave, which causes the store
manager to reduce stock even further, etc.

Many stores offering services or merchandise where convenient
location is a factor in buying, often continue to thrive in the face of a
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shrinking economic base. Examples of these businesses are hardware
stores, lumber yards, farm supply stores, plumbing and heating ser-
vices, automobile repair shops, etc.

Impact On New Businesses

The outmigration problem presents special challenges to individuals
establishing new businesses, especially in. smaller towns. Many new
businesses are started in small towns with the knowledge that the trade
area population is sufficient to provide the volume of customers needed
for success. But failure to recognize the migration patterns of shop-
pers is a shortcoming of many new business people. Unless the new
store is truly comparable to its big city competition, many shoppers will
not give it a second try. For example, a small fabric shop in a small
town in the shadow of a big city shopping center probably does not
have much chance for success. The larger selections and possibly
better prices in the city stores are strong attractions for customers.

Conversely, a well managed repair shop in a small town could have
an advantage over its city competition in the form of lower prices
because of lower overhead and operating costs. It could also be more
convenient and provide more personalized service.

Impact On Transportation And Energy Costs

After an examination of Figures 5-8, it is fairly obvious that many
consumers from Region VIH are traveling long distances to purchase
goods and services that in earlier times would have been purchased
much closer to home. This migration for shopping is typically accom-
plished through the use of personal vehicles and probably results in a
large amount of extra mileage. Without further study it is not clear
what the net energy increase would be. However, a hypothetical'
example may serve to illustrate the magnitude of the problem. Assume
the following for a state with 100 counties.

Average round trip travel increment to shop out of town = 70 miles
Number of families per county that migrate (1/3) = 2,000
Number of shopping trips per year = 12
Number of migrating counties = 60

This would amount to approximately 101 million additional miles per
year. If vehicles averaged 17 miles per gallon, this would require
approximately six million gallons of additional gasoline. In terms of
additonal cost to car owners, at 17 cents per mile, the additional cost
would be approximately 17 million dollars per year. Presumably, migrat-
ing shoppers feel at least one of the following.

1. They save more than the cost of the trip because of
lower prices in the larger shopping centers.

2. The satisfaction derived through larger selections is
worth the additional travel costs.
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3. They do not have a viable alternative.

Impact On Communities

There has been a significant impact on the retail sectors of many
communities, especially those in the shadow of metropolitan centers.
Unfortunately, this impact carries over to other segments of the com-
munity. For example, if a community has a leakage of retail sales of
$5,000,000 annually and a multiplier factor of two, the total revenue
leaving the community would be $10,000,000.

Oftentimes communities are judged by the appearance of their retail
districts. As appearances of smaller town business districts degener-
ate, so too do the chances of acquiring new industry, new medical
professionals, new residents, etc. In general, the effect on smaller
communities is debilitating.

Conversely, the effect of migrational shopping on larger shopping
center towns has been growth enhancing. The large volume of cus-
tomers presents a picture of vitality which is attractive to additional
industry, additional retail business, additional professionals and addi-
tional residents.

Future Scenarios

Scenario 1. Energy supplies remain similar to mid-1979 conditions
Assuming that ratios of gasoline prices to disposable incomes remain at
mid-1979 levels, the trends for migration of retail sales from rural areas
to population centers will probably change very little. If larger shop-
ping centers can, in fact, sell merchandise for lower prices because of
large volume, the migration trends will almost certainly continue for
more expensive items. For example, assume that a customer travels 35
miles to a large shopping center to purchase a $200 item that is $20 less
than in his or her home town. The 70 mile round trip would require
approximately four gallons of gasoline in a 17 mpg car. That is $4.00
at $1.00 per gallon gasoline prices. Most customers would consider
such a shopping trip as fully justified.

It is conceivable that customers may shop closer to home for less
expensive items. Also it is probable that lower income consumers will
tend to shop closer to home.

Scenario 2. Energy supplies are rationed and/or prices continue
to increase at a rapid rate. If gasoline should be rationed, there could
be an adverse effect on larger shopping centers. Trade area size
would probably diminish considerably. In fact, volume could decrease
to the point where shorter operating hours would be mandated. Or
conversely, a possible fuel-saving policy dictated by government could
be the restriction of shopping malls from opening at nights or on weok-
ends. This would create a disastrous situation for the mall stoles
which presently depend heavily on these shopping hours to draw trade
from outlying areas where local stores are closed. At the same time, if
the policy appeared somewhat permanent, it would signal smaller town
merchants and developers that there is again more potential for retail
stores in smaller communities.



809

If entrepreneurs do not capitalize on a situation such as the
above, consumers would be left in an unpleasant situation with respect
to certain types of merchandise. It is conceivable that in cases such as
this, consumer cooperatives could develop to provide scarce types of
merchandise. This situation would not be too different from the situa-
tion where private sector agribusiness firms were ignoring the needs of
farmers in certain agricultural areas and consequently helped bring
about the formidable farmer cooperative system.

RECOMMENDATIONS AND CONCLUSIONS

Based on this study it can be concluded that in general the rural
areas of Region VII states have been losing progressively more retail
trade over the last 20 years. Conversely, more metropolitan areas, for
the most part, have been gaining more trade over the same period.
The losses are most severe for rural counties near metropolitan areas.
Some rural areas in remote locations are holding their own and/or
showing gains in retail sales.

The losses in retail trade appear to be heaviest in general mer-
chandise, apparel, food, home furnishings, and specialty items. The
merchandise lines where rural areas are doing well are generally farm
related. They are building materials, hardware and farm machinery.

2

Future Research

There is a need to more precisely define potential sales. The
method used in this study is generally satisfactory, however, it does
not take into consideration the effect of factors such as distance to
more populated areas, age of population, tourism, etc. An econometric
study designed to determine the effects of these factors would certainly
provide valuable information and would allow planners and policy makers
to more precisely analyze retail trade migration.

A study to determine the optimal location of various types of
shopping centers with respect to net energy savings would also seem to
be of importance at this time. This could be based on feasible sized
shopping centers located so as to provide needed goods and services to
the maximum population while minimizing travel.

Governmental Policy

If, in fact, it is the purpose of government to attempt to rectify
inequities caused by the market system, the following are policy direc-
tions.

1. Tax incentives for development of rural shopping
centers. Rural shopping centers could alleviate. the
hardships on rural residents caused by loss of local
shopping facilities. However, developers are reluc-
tant to build in rural areas because of sparse
population, especially when metro shopping centers
can successfully draw rural residents from afar.
Tax, incentives could also help local governments
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and merchants with expanding, rebuilding and
developing existing shopping facilities.

2. Loan programs to assist in building rural shopping
centers. In the final analysis, financing is proba-
bly the most critical factor in developing any new
facilities. Because of their deteriorating situation,
some rural merchants have a particularly difficult
time in raising both capital and operating funds.

3. Tax incentives and funding for development of rural
retail goods distribution systems. One factor that
creates higher cost of goods for rural merchants is
the higher transportation costs brought about by
remoteness from distributors and duplicity in the
system. Greater efficiency in the distribution
system could reduce net energy requirements also.

Possible Community Actions

Community government must act in harmony with merchants to
solve some of the problems causing outmigration of retail customers.
Parking in many rural towns is inadequate even for lower levels of
trade recently experienced. Local governments could assist merchants
greatly by providing adequate, convenient parking for retail customers.

The local government could also assist retailers by providing
efficient traffic flow. Current traffic flow in some rural towns is incon-
venient to say the least.

The provision of comfort facilties is also an action that community
governments could take. Inadequate restroom facilities are a common
complaint heard from older people and parents with young children.

Possible Actions By Businesses

Merchants can accomplish little on their own until they cooperate in
a unified effort. Unfortunately, this is a major problem in many smaller
communities.

Business people should develop a strategy that would allow their
businesses to effectively compete with their primary competition. This
involves recognizing trade potentials, customer characteristics and
limitations. It involves finding a niche where the business community
can effectively compete. For many small towns, this probably means
concentrating on convenience goods and services.

Some towns may be able to capitalize on a heritage theme or on
certain degrees of tourism. Where applicable, these themes can be
effective in maintaining vibrant retail sectors.
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MODELS AND METHODOLOGY

This study revolves around the methodology for determining poten-
tial sales for counties. Potential sales were compared to actual sales to
determine if counties had leakages or surpluses of retail sales.

PROCEDURE FOR DETERMINING POTENTIAL RETAIL SALES

For this study, county potential sales were based stricllv on-the
characteristics of the population within the county. County retail sides
potential was determined by multiplying county population by state per
capita retail sales expenditure. This product was further multiplied by
index of income to take into account differing county income levels.
The equation is:

Prs = CP x SE x I

where: Prs County Potential Retail Sales

CP = County Population

SE = State Expenditure (per capita) for retail sales

I = Index of Income

County population, CP, was found in Survey of Buying Power. It
is based on the last U.S. Census of Population and is updated annuai-
ly.

State expenditure (per capita) is derived by the following equa-
tion.

SE = T5s
SP

where: TS = Total state retail sales

SP = State population

Total state retail sales were found in Census of Business and in
Market Guide, a commercial data source.

Index of income was determined by using the following equation.

I _ CI
SI

where: CI =County average income

SI = State average income

The following example illustrates the procedure for determining
potential retail sales for a hypothetical county.
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ASSUME: County Population (CP) = 12,000
Total State Retail Sales (TS ) = $10,000,000
State Population (SP) = 3,0ob,000
State Average Income (SI) = $6,000
County Average Income (CI) = $5,500

THEN: Prs = CP x SE x I

= CP x TSs x Cl

12 1'~ x 10,000,000,000 5,500,000 x 3000000 x 6,000

= 12,000 x 3,333 x 0.917

$36,676,000

The procedure for determining potential sales for merchandisegroups is similar to the above procedure except that state per capitaexpenditure for the merchandise group is substituted for total stateexpenditure for retail sales.

PROCEDURE FOR DETERMINING LEAKAGES OR SURPLUSES

After potential county retail sales were determined, a comparisonwas made to actual sales. When potential sales were greater than actualsales, the difference was considered a "leakage." When actual saleswere greater than potential sales, the difference was considered a"surplus. "

Surpluses and leakages were converted to percentages by dividingthe dollar amounts by the potential sales in dollars.

LIMITATIONS OF METHODOLOGY

Since potential retail sales is the main determinant in this study, itis important to understand the methodology used in its calculation. Ifthe population was uniform in its make-up and if it were uniformlydistributed, the technique used here would be extremely accurate. Thetechnique is probably accurate for a certain portion of the population,however, the model does not take into consideration the age of thepopulation. Also, proximity to larger population centers is not con-sidered in the model. Other factors such as tourism and geographiclocation of the population within the county are also not included. Amuch more detailed study would be necessary to include these desiredvariables.

The assumption that retail sales per capita varies directly withpeople's incomes is not completely accurate. It is known that differentpeople have different consumption functions, but in lieu of this specificknowledge potential sales as calculated herein are believed accurateenough for study purposes for most of the counties.
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THE DA'T'A BASE

The retail sales data for 1958 and 1967 come from the Census of
Business for those years. At the time research began it was believed
that the 1977 Census of Business would be available in time for use.
However, the data were delayed. Consequently, there was no choice
except to use commercial data sources. Retail sales data for 1977 were
found in Market Guide.

Population and income figures for 1958, 1967 and 1977 were found
in Survey of Buying Power.

Sales by merchandise group for Iowa were found in the 1978 Iowa
Retail Sales and Use Tax Report.

It generally is assumed that the Census of Business is the stan-
dard of excellence for accuracy in reporting retail sales. Checks of the
commercial data for several years indicate that it generally is within 10
percent of the Census of Business, and usually much closer than that.
Therefore, the use of commercial data for 1977 retail sales should not
substantially affect the results and conclusions.

FOOTNOTES

Stone, Kenneth E., "Retail Trade Migration," Business
Management Newsletter, Iowa State University, July, 1979.
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