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Dispersion of Nonwhite Residence in Washington, 
D. C.: Some of Its Implications 

By GEORGE B. NESBITT* 

ECENT housing literature reveals 
the increasing movement of non- 

whites into existing neighborhoods and 
into housing of better quality and that, 
with few exceptions, this change has been 
taking place peacefully and without mass 
exodus on the part of whites.! In some 
instances the pattern of this movement 
appears to amount to a dispersion of 
nonwhite residence? as distinguished from 
mere protrusions of areas of nonwhite con- 
centration. However, locality experience 
with this interesting phenomenon has 
received little detailed examination for 
its possible constructive implications. 

This paper will examine the extensive 
racial transition in residence since 1940 

* The views contained herein are the writer’s and not 
necessarily those of the Urban Renewal Administration of 
the Housing and Home Finance Agency which he serves 
as a racial relations specialist. Acknowledgement is made 
of the advice and assistance of the writer’s associates in 
the Agency, particularly that of B. T. McGraw. 

1“Minority Housing,” House and Home, April 1955; B. T. 
McGraw, “Desegregation and Open Occupancy Trends in 
Housing,” Journal ef Human Relations, Fall 1954; Address 
by Charles E. Sigety, Deputy Commissioner, FHA, 
September 7, 1955. 

ion of nonwhite residence” refers to its progres- 
sive distribution over wider areas of the city and generally 
in variety of direction from established areas of nonwhite 
settlement. Within such dispersal diverse racial patterns 
of residence may obtain, ranging from blocks and groups of 
blocks occupied in racial interspersion and by relatively few 
nonwhites to those totally occupied by nonwhites. 

in Washington, D. C., where it has taken 
place in dispersed or scattered sections 
and generally without either panic and 
flight on the part of white residents or 
organized efforts to discourage flight and 
achieve neighborhood readjustment. It 
seeks to determine the characteristics of 
housing market demand and supply 
factors which appear to have advanced 
the peaceful dispersion of nonwhites over 
an ever-broadening expanse of the city 
and to suggest some of the resultant im- 
plications for a freer housing market as 
housing development and renewal pro- 
ceed in such a locality. 

Dispersion of Nonwhite Residence 

That an extensive and continuing dis- 
persion of nonwhite residence obtains in 
Washington is evident. The 51 percent 
increase in nonwhite population during 
1940-50 was outstripped by a 56 percent 
increase in nonwhite occupied dwellings, 
the gain occurring mainly in existing 
housing variously located within a wide 
expanse of the city. Nonwhite occupied 
dwellings increased 26,000 units during 
1940-50, with the additional owner- 
occupied dwellings alone numbering 
19,000 units, a 166 percent increase. 
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The extensive racial transition in 
housing during 1940-50 amounted to a 
dispersion of nonwhite residence, as 
shown in the following table. By 1950 
nonwhites had found residence in 459 
blocks more than they occupied in 1940, 
with the number of blocks containing 

TABLE I—Resnentiat Biocxs, sy Type or RAcIAL 
Occupancy: Disrrict or CoLumsra: 1940 anp 1950* 

Type of RESIDENTIAL BLOCKS 
Racial — 

Occupancy 1940 1950 
Number Percent | Number Percent 

Nonwhite only..... 390 | 10.2 407} 10.5 
Nonwhite pre- 
dominantly*..... 422] 11.1 602; 15.5 

White only. ...... 2,041 | 53.5 1,656 | 42.6 
White pre- 
dominantly*..... 960 | 25.2 1,222 | 31.4 

ss) ED ees 3,813 | 100.0 3,887 | 100.0 

* 50 percent or more. 
Source: U. S, Census, 1940, Housing Supplement to the 

First Series, District of Columbia, Block Statistics, U. S. 
Census of Housing 1950, Washington, D. C. Block Sta- 
tistics. 

only white occupancy being reduced by 
385 blocks. Moreover, the increase in 
the number of predominantly nonwhite- 
occupied blocks was sufficiently limited to 
leave nonwhites predominant in less than 
16 percent of the city’s residential blocks, 
while more than 31 percent or almost 
twice that percentage of blocks became 
predominantly white. Meanwhile, the 
number of blocks totally occupied by 
nonwhites remained almost at relative 
standstill. 

The Budget Office of the District of 
Columbia Government released a report 
in 19525 containing several findings 
which indicate, on a census tract basis, 
that this racial transition in housing was 
not universally a matter of progressive 
and wholesale outmigration of whites 
accompanied by a similar inmigration of 

3 “Population Change and Governmental Planning in the 
District of Columbia,” Budget Office, District of Columbia 
Government. 

nonwhites. This report states that: 
(1) “In 25 of the 39 tracts showing an 
increase of whites, the number of non- 
whites also increased.” (2) “Of the 68 
tracts showing an increase of non- 
whites the number of whites increased 
in 23.” The same report also disclosed 
that during 1940-50 the majority of 
transfers of residence from whites to non- 
whites occurred in predominantly white 
census tracts. Of the total 11,360 dwell- 
ing units transferred from white to non- 
white occupancy, 968 were in tracts 50 
percent or more nonwhite in 1940 and 
4,375 in tracts becoming 50 percent or 
more nonwhite between 1940 and 1950 
but 6,017 were in tracts still 50 percent 
or more white in 1950.4 The report also 
revealed indications of some white ab- 
sorption of dwellings previously occupied 
by nonwhites. In 14 tracts there were 
such transfers of housing for 1,263 per- 
sons. ® 

In 1953 Berthold Brenner analyzed, 
for the Washington Housing Association, 
the racial occupancy in selected blocks in 
Washington containing a high percentage 
of dwellings occupied by whites and non- 
whites. Brenner’s findings and conclu- 
sion were as follows: 

“The number of blocks in Washington, 
D. C. in which 25%-75% of the inhabitants 
were nonwhite increased 56% between 1940 
and 1950. Of the 272 blocks in which 25- 
75% of the inhabitants were nonwhite in 
1940, 144 or 53% were still in this category 
in 1950, that is, ten years later. This seems 
to indicate that in blocks where there is a 
high percentage cf both white and nonwhite 
inhabitants there has been a slightly greater 
tendency for the two groups to continue to 
live together than for them to displace each 
other.” 

4 Dwelling unit figures were derived by dividing the Budget 
Office’s figures on nonwhite population to whom housing 
was transferred from whites by the 1940 median nonwhite 
household in the District, 3.87 persons. 

’Though much of the particular change took place 
incident to the Georgetown “restoration” program, not all 
all of it occurred in that area. 
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DISPERSION OF NONWHITE RESIDENCE IN WASHINGTON 203 

An extended examination of the 1950 
block statistics on the housing in the 144 
blocks exhibiting a settling of racially 
interspersed residence suggests no un- 
usual motivation or controls to produce 
such pattern and stability. The blocks 
appear in quality to include “high 
value,” deteriorating, and in-between. * 

The dwellings are in the central portion 
of the city for the most part but some are 
in blocks nearing the outer edges of the 
city in all directions. 
An additional bit of evidence disclos- 

ing the conversion of apartment buildings 
from all-white to inter-racial occupancy, 
as revealed by a local public official in 
1951, can be cited.: 

“There is one Negro Real Estate dealer in 
the city, who from all reports, manages more 
inter-racial housing than any other local 
dealer, White or Negro. This Real Estate 
man presently manages ten (10) inter-racial 
apartment buildings ranging from three (3) 
to forty-four (44) dwelling units each, with 
a total cf 142. The buildings are scattered 
throughout the Northwest and Northeast areas of 
the city in racially mixed residential areas occupied 
by middle income families. All of these buildings 
are owned by Negroes. Without exception, 
the buildings were formerly occupied by 
white families exclusively, current rents range 
from $36.60 to $93.50 per month.” [Emphasis 
added] 

As the first sentence in the above excerpt 
suggests, a number of additional apart- 
ment buildings are tenanted on a racially 
open basis. 
More recently the continued dispersal 

of nonwhites is nearing the District 
boundaries at new points. The move- 

¢ Average monthly 1949 rents in 78 or over half of the 
blocks were in the $40-49 and $50-59 brackets, but in 15 
blocks the average rents ran up to $100 and over and in 43 
blocks fell in the $30-39 bracket. Correspondingly, this 
median average value of single-family dwellings in the 
blocks containing such structures was roughly $13,000, with 
the spread falling below $7,000 and running as high as 
$26,000 and above. In some 40 blocks the percent of 
dwellings without private bath or dilapidated was less than 
the 1950 city figure of 12.4%, although 27 of the blocks 
contained more such deficient dwellings than standard ones. 
Only in 53 of the blocks were more than ten percent of the 
dwellings overcrowded. 

ment is forming an irregular pattern of 
thin scattering, loose clusterings, and 
spots of concentration, with here and 
there a block altogether unpenetrated by 
nonwhites. Negroes are currently offered 
and are occupying properties located in 
the uppermost part of the city, a few 
blocks from the Maryland state line. 

Within such an expanse of dispersion, 
existing residential properties of virtually 
every type generally available in the 
District of Columbia are currently of- 
fered to the nonwhite bidder. The 
familiar row house, mostly in brick, 18 
to 22 feet in width and with 6 to 8 and 
occasionally 9 rooms, is widely available. 
The newer row houses are of smaller 
room-sizes and the older ones more 
spacious, with extra bath or powder 
room and finished sun porch or basement. 
Larger frame bungalows, colonial styled 
brick houses, small and large, and even a 
few modern ramblers are also offered. 
The asking price ranges generally from 
$13-14,000 for the smaller row houses and 

from $17-23,000 for the larger and better 
located row, semi-detached, and detached 
brick dwellings. Some of the latter, in 
more select locations such as the Crest- 
wood vicinity, are listed at $25,000 to 

$45,000 and upward. 

Orderly Character of the Dispersion 

Washington has not experienced the 
recurrent violence associated with racial 
transition in housing in a number of 
other larger cities, such as Chicago, dur- 
ing the period. Indeed little or no overt 
manifestation of racial tensions has ac- 
companied the change. The one notable 
exception took place shortly after the 
racial covenant decisions by the United 
States Supreme Court in May 1948 when 
there was a flurry of movement by non- 
whites into neighborhoods new to non- 
whites. Several of the new possessions 
were in the River Terrace section where 
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the home of the first of the new families 
to take possession was stoned and the 
new property owners’ automobile dam- 
aged. But police protection was im- 
mediate and effective; the church in 
which the resistant white residents met 

promptly withdrew the group’s privileges 
to meet there; the local citizen’s associa- 

tion disavowed those responsible for the 
damage; and the city’s newspapers vigor- 
ously condemned the vandalism. 

“For sale” signs have occasionally 
“sprouted” with some thickness upon 
first nonwhite possessions in blocks con- 
taining lower-priced row housing. But 
the signs generally come down and the 
listings thin out within a few days. 
Moreover, initial nonwhite occupancy in 
areas of more costly residences rarely 
provokes flurried offerings. In such 
sections salesmen point out blocks in 
which the second nonwhite purchase has 
followed the first by as much as two years. 
They identify other blocks still with a 
single Negro resident after a year of 
possession and with no active offerings 
elsewhere in the block. 

Again, in the better residential sections 
experiencing nonwhite entry, several re- 
lated and possibly significant occurrences 
are noted. Some “white” churches have 
proceeded with the construction of new 
buildings subsequent to the nonwhite 
penetration. Similarly, owner-building 
on the part of whites has gone ahead sub- 
sequent to nonwhite move-ins. Still 
more relevant, perhaps, purchases of ex- 
isting homes by whites have occasionally 
followed nonwhite possessions in the 
same blocks. 

Adverse Factors 

Racial transition in Washington neigh- 
borhoods proceeds not only peacefully 
but also despite the presence of some 
powerfully adverse factors. Foremost 
among them was the Federation of 

Citizens Associations, primarily an or- 
ganization of groups of white property 
owners themselves organized on a neigh- 
borhood basis. The Federation, its 
neighborhood affiliates, and allied real 
estate interests, beginning in the twenties, 
saw housing as the basic vehicle for the 
maintenance of segregation. This col- 
lection of organizations promoted and 
supported racial restrictive covenants; 
sought to block public housing projects 
in order to keep neighborhood racial pat- 
terns intact; tried to abolish the National 
Capital Housing Authority because, even 
though each of its projects was then either 
“white” or “‘Negro,” the National Capi- 
tal Housing Authority did not strictly 
enough meet “‘local [neighborhood] in- 
terests on sites and types of tenancies;” 
attempted to have excluded from the 
Community Chest Fund social welfare 
agencies supporting nonwhite housing 
expansion; and undertook safeguarding 
segregation in the school and recreation 
systems consciously to preserve segre- 
gaged neighborhoods. 

In addition, segregated public Jow- 
rent housing, school, and recreation facili- 
ties served also to discourage and inhibit 
nonwhite expansion into new areas. 
There was also reinforcement of residen- 
tial segregation inherent in the Negro 
exclusion prevalent in places of employ- 
ment, hospitals, hotels, churches and the 
two thousand dining establishments and 
forty neighborhood theatres spread 
throughout the city. At the same time, 
there was a high and increasing non- 
white population ratio in the District— 
amounting in 1940 to a fourth and in 
1950 to a third of the total population. 

All of these factors were operating, 
moreover, with a physical framework of 
rugged topography, public and other 
large buildings, and major street boun- 
daries that might have been expected 
together to ring off “white” living areas 
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and to protect them from nonwhite 
move-ins. 

Facilitative Factors 

There was a great volume of overall 
new home construction in the metropoli- 
tan area during the 1940-50 decade, with 
about a fourth of it in the District itself. 
Moreover, the new dwellings were in 
good proportion rental as well as sales 
housing and marketed at wide distribu- 
tion from low to luxury price levels. 
Over 195,000 dwelling units were au- 
thorized in the area, 45,000 of them in 
the District. Some 87,500 were private 
multi-family rental units and 18,500 were 
public-financed and other lower-rent 
apartments. Large-scale builders pro- 
duced increasing volumes of lower- 
priced sales housing during the latter 
part of the period. 

The magnitude and especially the 
tenure and price distribution of this new 
housing could and did attract a similar 
diversity of white housing consumers from 
the existing supply, thereby bringing 
different types of housing vacancies on 
the market accessible to nonwhites. 

Significant portions of the new housing 
—located in various sections of the city, 
for sale and rent, and at several price and 
rental levels—went directly to nonwhite 
families. Perhaps 12,000 such dwellings, 
principally rental and located in the 

District, reached the nonwhite market. 

This housing is located Northwest, South- 
west, Northeast and Southeast, although 
only a dribbling of the small volume 
of new sales housing is in the North- 

west and Southeast. 

By 1952 the local FHA office had in- 
sured loans on 22 rental and cooperative 

projects open to nonwhite occupancy. 
Monthly rentals, including gas and elec- 
tricity, ranged from a low at $60 to a 

high of $130. Most of the sales housing, 
typically a 5- or 6-room row or semi- 
detached dwelling, sold at $12,000 to 
$13,000, subject to FHA and VA loans. 
Several hundred single-family, two-bed- 
room structures also went to nonwhites, 
initially selling at an approximate $6,000 
and subsequently bringing $9,000. By 
December 1951 the local public housing 
authority had 4,000 units for nonwhite 
occupancy under management. 

The existing housing vacated by whites 
and absorbed by nonwhites was also 
located in various sections of the city. 
Sixty-eight of the 96 census tracts in the 
the city increased in nonwhite population 
in 1940-50. The bulk of the transition 
took place in areas surrounding several 
older, established sections of nonwhite 
residence. 

But the transition has fanned out be- 
yond that central area in all directions. 
Thirty-two of the forty tracts in the city 
with less than 100 nonwhite occupied 

dwellings in 1940 showed such increases 
in 1950. Ten of these tracts are located 
west of Rock Creek Park. In the South- 
east corner of the city, a tract with 24 
nonwhite occupied dwellings in 1940 con- 

tained over 537 in 1950. A tract near 
the far northeast section of the city with 

two nonwhite occupied dwellings in 1940 
had 80 in 1950. Ina second group thirty 
tracts containing more than 100 non- 

white-occupied dwellings in 1940 (but 
not over 40 percent of the total), an 

average 34 percent of nonwhite occupied 
dwellings were located in an average of 
almost 80 percent of the blocks. 

The existing housing vacated by whites 
was largely single-family housing and 

marketed to nonwhites at a wide range 

of prices. Typically a 6- or 8-room, 16 
to 20 feet wide row or semi-detached 
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house of standard condition was marketed 
at $12,000 to $15,000. Similar dwellings, 
but generally of poorer quality and often 
with smaller room sizes, were available 
at less than $12,000 in older sections of 
Northwest and Southeast. In the River 
Terrace and Trinidad sections of North- 
east Washington newer but smaller row 
houses were available. More spacious 
and better constructed though older 
houses sold in the Parkview and Petworth 
sections of the Northwest. 

In the Brookland and Woodridge sec- 
tions, Northeast, detached houses in 
various sizes and conditions were offered 
at a wide price range of perhaps $13,000 
to $19,000, with an occasional more 
costly property transferring. 

The tradition and practice of home 
ownership among Negroes in the District 
are deep-rooted at all income levels. 
W.P.A. historical writers found that, 
even during the 1860’s: ‘Negro houses 
ran the gamut from hovels to com- 
modious homes . . . . The homes of the 
well-to-do were scattered here and there 
. . . . At the time of the Emancipation 
Act, Negroes in the District of Columbia 
were paying taxes on $650,000 worth of 
real estate.”’ Property holding on the 
part of the upper and middle classes 
became as important as a standard and 
value for the Negro community as it is a 
factor in and of itself. Thus, in 1940, 
before the nation-wide upward surge in 
Negro home ownership, as many as 18.5 
percent of the employed nonwhite service 
workers in Washington were home- 
owners. In 1950 about 42 percent of 
nonwhite families, as compared with 43 
percent of white families, owned their 
homes. 

7 Among the 11,000 free Negroes in Washington in 1860 
were not only waiters, building mechanics, shoemakers, 
blacksmiths, wheelwrights, and printers, but those who 
operated livery and drayage businesses, barber shops, 
hotels, saloons, and restaurants. Margaret Leech states 
that “the well-to-do among them owned property and 
paid taxes.” 

Nonwhite family incomes in Washing- 
ton are among the highest in metropoli- 
tan centers in the country. In 1949 
median nonwhite family income in the 
Washington metropolitan area was 51 
percent greater than for all nonfarm 
areas. Multiple wage-earning is a sig- 
nificant factor among nonwhites in the 
metropolitan area, 56 percent of non- 
white families having two or more wage- 
earners in 1947. Sustained high levels of 
federal government employment and ex- 
tensions of fair employment opportunity 
with government also contribute. By 
1952 the median nonwhite family income 
was estimated at $3,310 with 37 percent 
of the families enjoying incomes of 
$4,000 and above. Currently, median 
nonwhite family income for the District 
is reliably estimated at $4,300, with 35 

percent of such families believed to 
enjoy incomes of $5,000 or more. 

A more ample and facile flow of funds 
for financing mortgages on properties 
purchased by nonwhites in racial transi- 
tion areas appears to have obtained in 
Washington than in many other large 
cities.* The well-established tradition of 
Negro real estate ownership, particularly 
in stable neighborhoods of racially-inter- 
spersed as well as nonwhite residence, 
certainly has helped to produce this 
relatively more favorable climate. The 
favorable incomes and advancement op- 
portunities, the strong dual wage-earning 
pattern, and the relative stability of 
tenure afforded government workers, 
school teachers, and other professionals 
among nonwhites have produced good 
credit risks and experience. Among non- 
whites in the occupations mentioned 
many are doubtless stable investors in the 
large number of savings and loan associa- 
tions as well as depositors in commercial 
banks, thriving in Washington. A local 

8 This, of course, is not to suggest that no racial differential 
in mortgage financing patterns obtains in Washington. 
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Negro-owned and -operated insurance 

company exists and plays a selective but 
strategic role in financing nonwhite home 
purchases in expansion areas. ‘These 
factors together have made for facile and 
effective ‘‘Negro property” lending. 

Many white families do not seem to 
flee Negro-penetrated neighborhoods as 
rapidly as has been the tendency in many 
other large cities. The nature of govern- 
ment employment does make for high 
mobility among its employees. Many 
family heads in Washington may, there- 
fore, not expect to “‘stay put” and instead 
tend to anticipate fluidity in the neigh- 
borhood residence. 

In 1957 a survey of 38,000 families 
of the city and its environs revealed that 
12 percent of the families did not know 
their immediate neighbors; another 17 
percent knew only one or two neighbors; 
and 41 percent defined a good neighbor 
as “one who minds his own business.” ® 
It might be conjectured too that among 
government employees “social status’’ finds 
such unusual support in occupational 
prestige—that is, the amalgam of such 
factors as political rank or belief, classified 
grade level, professional recognition, bur- 
eaucratic identity, etc.—as to lessen the 
social weight often attached to ‘‘address”’ 
and “neighborhood.” 

It would also seem likely that the 
presence of Negroes in a block or neigh- 
borhood has been less disturbing in 
Washington where historically there has 
obtained a fairly extensive distribution of 
racially-mixed pattern in a number of 
areas over the city, including neighbor- 
hoods otherwise quite desirable. Al- 
though there are, to be sure, areas of con- 
centrated Negro residence in Washing- 
ton, Negroes have long lived in a number 
of clusterings scattered about the city. 
Washington rather typifies the southern 

* Washington Post, 12/15 /47. 

and border city in which the well-to-do 
deemed it convenient and desirable to 
have the quarters of the servants at the 
rear of their homes in the early days.'° 
In 1897 there were 333 alleys in Washing- 
ton on which bordered dwellings con- 
taining almost 20,000 people, 3 out of 4 
of them Negroes. Early Negro foothold 
on living space away from the built-up 
sections of the city was furthered by the 
settlement of escaped slaves in and about 
the forts and camps encircling the city 
during the Civil War. 

Dispersion Implications 

The expanse of this dispersion of non- 
white residence manifestly affords non- 
whites broader and freer access to the 
diversity of type, quality, location, and 
price ranges of existing housing in the 
District. The overall pressure of non- 
white need for living space is receiving 
considerable relief as well as release in 
diverse directions. The loosening mar- 
ket conditions for housing available to 
non-whites may even be squeezing some 
of the “race inflation” from the premium 
prices extracted from nonwhites for 
shelter. But of course the larger signifi- 
cance of the nonwhite dispersion trend 
lies in its implications for the whole 
city, its growth, and its renewal. The 
nonwhite dispersion trend represents, at 
once, movement toward a more efficient 
and flexible housing supply and progress 
towards a freer and more efficient hous- 
ing market. This, in effect, arms the city 
with added and facile opportunity for 
more rational planning and management 
of its land use and housing supply as its 
renewal program is put underway. Re- 
sponsible forces in urban affairs and the 
housing industry can thus make the most 

10Helen Nicholay, in describing Washington in 1861, 
noted. several “densely built-up localities” and “sparsely 
populated regions . . . . which resembled neither town 
nor country ... .” and then observed that “everywhere, 
crowding in between the larger houses, were Negro huts 
and cabins.” 
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of the opportunity which the “natural” 
ferces in the freer market offer. Some 
of these possible facilitative implications 
can be noted. 

Planning. Planning, already in 
strengthened position for adept handling 
of the race factor by virtue of heavy 
racial minority involvement in urban 
renewal activity, !! receives added impetus 
and fresh direction from such a dispersion 
trend. As nonwhite dispersion lessens 
crowding and congestion, this should, in 
turn, serve to ease the planning prob- 
lems!* which inevitably are more com- 
plicated and heaped high along with the 
people in areas of minority congestion. 
Moreover, housing standards certainly 
become more enforceable; parking and 
traffic flow should prove more manage- 
able; schools and other community facili- 
ties might well tend to recover capacity; 
and the like. 

But also and more importantly, plan- 
ning begins to find itself planning under 
less distortive pressure—less compelled 
to go or to be taken along with such 

41 Because urban renewal deals with grave and complex 
problems lying especially within the competence of planning, 
planning’s position in the urban governmental machinery is 
being rapidly strengthened. This makes also for increased 
monies and extensions of authority and responsibility to 
planning, further enhancing the role and security of the 
function. In net, the administrators and civic leaders must 
hear more from planning and planning is promised a larger 
and better-heard voice—with racial, as other, complications. 
Finally, in many larger cities with extensive rundown areas 
of nonwhite congestion, nonwhite population growth is 
disproportionately large and accelerating, with the incomes 
and economic opportunity afforded the group rapidly ad- 
vancing. In such cities, both an expeditious and effective 
effort to renew the city and its continued growth and suste- 
nance rather strongly ordain the achievement of racially 
freer housing market. Planning is at least free to face and 
delineate this central problem. 

18 Overcrowded and excessively used housing. Worn out, 
obsolete sub-standard housing, land crowded with so many 
structures that air, space, and greenery are crowded out. 
Schools and other neighborhood facilities that are crowded, 
run-down, outmoded and sometimes all of these together. 
Zoning that is honored more in the breach than in com- 
pliance. Sewerage systems that are overloaded. Badly 
needed but long-delayed street widening and realignment. 
Traffic congestion and neighborhood humps in the traffic 
flow. Such problems arise, are often intensified, and their 
answers confused and delayed, because of racial restriction 
and its attendant complications in housing. 

distortions as the exceptional zoning 
patterns, heavier land use and higher 
density in housing frequently considered 
“realistic” for the racial ghettos. Re- 
building minority congested areas ‘“‘for 
nonwhites” becomes less necessary and 
perhaps risky in the face of the nonwhite 
dispersion trend. But converting such 
areas to a “for white” character is like- 
wise less necessary and perhaps also risky 
in the face of white suburbanization and 
the psychological handicap inherent in 
the area’s former “‘Negro slum” character. 
Planning such areas for residential reuse 
‘in the face of the realities” can thus well 
take the direction of planning for freer 
rather than for a restricted or mono- 
racial housing market. 

Renewal Activities. |The promising 
sweep and magnitude of the Zeckendorff 
or Southwest Washington Area C re- 
development project are doubtless also 
facilitated and the proposal able to enjoy 
nonwhite leadership acceptance because 
good housing is available to nonwhites 
elsewhere over the community in a 
volume hardly to be matched elsewhere 
in the country. Thus a proposal for 
clearing an area in excess of 440 acres, 
with a population of nearly 18,000 of 
which an estimated 60% is nonwhite, 
can nevertheless make sense even to non- 
white leadership in the city. Roughly 
130 acres of this land is to be reused 
for an inner loop expressway, govern- 
ment buildings and a town center, 
a plaza, and waterfront development. 
These uses, of course, parallel a similar 
allocation of land for industrial and com- 
mercial buildings, with supporting access, 
in the typical, industrialized larger city. 

It is rather clear too that nonwhite dis- 
persion is already proving advantageous 
to other elements of urban renewal 
progress and outlook in Washington. 
The recent successful campaign for a 
stronger housing code and strengthened 
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code enforcement machinery enjoyed 
vigorous support from nonwhite, as well 
as other, civic and property-owning 
leadership. This resulted from the great 
lump increase on the part of nonwhites 
in ownership of single-family housing 
and particularly the increasingly better 
quality of housing and neighborhood 
which dispersion is making available to 
them. Certainly, too, it is the relieved 
pressure from backlog of nonwhite hous- 
ing need and pent-up housing demand 
which leaves both nonwhite civic leaders 
and responsible public officials more 
strongly positioned to push for and carry 
out better enforcement of higher housing 
standards. 

That the rehabilitation and conserva- 
tion approaches to urban renewal are 
afforded a good locale in the better and 
more desirable neighborhoods of racially 
interspersed owner-occupancy also has 
some promise of demonstration in Wash- 
ington. In the Foggy Bottoms area, the 
Foggy Bottoms Restoration Association 
consists of both white and nonwhite resi- 
dent owners. Here again, this indigen- 
ous movement could hardly have arisen 
without common awareness, on the part 
of whites and nowhites in the neighbor- 
hood, of lessened nonwhite pressure of 
housing need and nonwhite residential 
mobility towards many and _ diverse 
neighborhoods in the city. Where a 
housing supply takes on these character- 
istics, the residents of the racially-mixed 
neighborhood can readily address them- 
selves to the common problems and ob- 
jectives inherent in a program for neigh- 
borhood protection and rebuilding.'* In 
this context racial distinctions recede 
into the background, while restabiliza- 

18 On November 7, 1955 the white property owners con- 
stituting the 16th Street Highlands Citizens Association 
voted to drop barriers against Negro membership, despite 
such action’s entailing risk of expulsion from the Federation 
of Citizen’s Association. Several other white property 
owner groups are reported to have under consideration 
removal of barriers against Negro membership. 
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tion of the neighborhood can move to the 
forefront and become more readily 
feasible. 

However, the clearest index of the 

facility which racially freer housing pat- 
terns have provided renewal activity is 
the orderly and expeditious manner in 
which a thousand nonwhite families were 
relocated from the city’s first redevelop- 
ment area, Southwest Project B. Of the 
total, the 515 families relocated in stand- 
ard private housing were distributed in 
each quadrant of the city, as follows: 
in the Northwest, 91; the Northeast, 106; 
the Southwest, 181; and the Southeast, 
137. The private housing resources for 
this relocation operation, acclaimed by 
the Administrator of the Housing and 
_Home Finance Agency as the “‘most suc- 
cessful undertaking of its kind yet carried 
out in any American city,”’ were located 
within the dispersion pattern described 
herein. 

Market. Housing market analysis con- 
ducted within a pattern of dispersed and 
dispersing nonwhites faces first hand the 
behavior of the nonwhite consumer under 
more “normalized” conditions of a freer 
market demand and supply. Evidence 
should accumulate which belies assump- 
tions that nonwhites “like to live that 
way,” ‘fare happier with their own,” 
‘“‘won’t maintain property,” ‘depreciate 
values,” ‘“‘won’t live far out,” and the 
like. The conditions under which racially 
balanced neighborhoods appear to sta- 
bilize can be analyzed and the feasibility 
of new housing of similar pattern be made 
predictable. The venture in open oc- 
cupancy housing is provided some prag- 
matic indicia of white market response to 
racially flexible housing patterns. With 
the removal of the typically excessive 
and imbalanced pressure of nonwhite de- 
mand for private housing, fears of whole- 
sale inundation by nonwhites in existing 
neighborhoods lessen, and “‘feasible pro- 
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portions” of nonwhites in new develop- 
ments for open occupancy are envision- 
able. 

Lenders and mortgage bankers serving 
the extensive dispersion of nonwhite 
residence will have had superior oppor- 
tunity to become more accurately fa- 
miliar with the characteristics of the 
particular market. They will know 
better than to believe that nonwhites 
universally “fare bad credit risks” and 
‘don’t pay their notes.” Within the 
diversity of nonwhite borrowers and the 
properties they acquired, lenders will 
have learned that nonwhites, like whites, 

also vary in their individual tastes, capac- 
ities, aspirations, their credit attitudes 
and practices, and hence are to be ap- 
proached with the same care and selec- . 
tivity as are white buyers. Among the 
lending group will be some who have 
become familiar with nonwhite consumer 
patterns in stable neighborhoods of white 
and nonwhite residence. The lenders 
and mortgage bankers experiencing 
“good business” in such sectors of the 
existing housing supply have a shorter 
step to take in lending on open occu- 
pancy ventures in new housing. 

It is obvious too that as nonwhites 
take up residence here and there over 
an ever widening expanse of the city, 
more sites “suitable” for housing 
open to minorities should become 
‘available’ to interested developers. 
As a greater proportion of the land 
in the city suitable for residential de- 
velopment or redevelopment becomes 
accessible to minorities, better sites, in- 
cluding those with special locational or 
other advantages to open occupancy de- 
velopment, should become available. 

Vacancies in new private housing of 
recent and current development, both 
rental and sales, are available to non- 
white families in atleast a half dozen diff- 
erent developments. While this housing 

is for Negroes, three new rental develop- 
ments have been tenanted on an open oc- 
cupancy basis. It is significant too that, 
completely without established require- 
ment of law or local policy, the housing 
to be built in Washington’s first two 
redevelopment project areas is expected 
to market without regard to race. 

Community Facilities. Finally, the grow- 
ing dispersion of nonwhite residence in 
Washington appears to have provided a 
physical setting and a socio-psychological 
atmosphere within which a more rapid 
and smoother desegregation has taken 
place in community facilities than would 
otherwise have occurred. The loosening 
racial patterns in private housing, it is 
quite evident, have been helpful in the 
establishment and implementation of 
desegregation policy in the District’s 
public low-rent housing, public schools 
and public recreational facilities and in 
its restaurants and motion picture houses. 
An analysis has been made which suggests 
that just as the segregated neighborhood 
makes for a segregated school, so does the 
dispersion of nonwhite residence appear 
to provide a neighborhood structure 
making for easier and more effective de- 
segregation of schools and other com- 
munity facilities.‘4 Effectively desegre- 
gated community facilities, in turn, 
should facilitate and reinforce the de- 
velopment and marketing of housing for 
racially open occupancy. 

In Summary 

Altogether the nonwhite dispersion 
trend and the implications touched upon 
suggest that as urban development and 

renewal proceed in Washington, the 

total community reaps the benefits of a 

16 George B. Nesbitt, “Nonwhite Residential Dispersion 
in the District of Columbia and Desegregation,” Journal of 
Negro Education, Winter 1956 issue. See also The Right of 
Every Child, report by the Community Relations Program of 
the American Friends Service Committee in Washington, 
D. C., April 1955. 
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freer housing market and a more flexible 
housing supply.!® At the same time, the 
opportunity is easily present for adopting 
a character of city design and housing 
development which supplement and ex- 
tend the nonwhite dispersion trend. The 
emerging freer housing market in Wash- 
ington makes not alone for a more equal 
housing opportunity but for freer and 
more effective planning, renewal and 
housing activity. 

Planning which accords with an es- 
tablished trend toward a freer housing 
market is both realistic and logical. If 
the dispersion trend is to receive accom- 
modation and not thwarting, it becomes 
simpler to pursue such typical planning 
objectives as: city central areas reorgan- 
ized for more rational and efficient use, 

neighborhood density standards, bal- 
anced distribution of elementary schools 
and recreational centers and well-inte- 
grated residential neighborhoods. 

Renewal which accepts the facility in 
a fortuitous nonwhite dispersion can let 

the loosened racial pattern abide and 
extend it. Freed from the pressure of 

excessive and pent-up nonwhite housing 
need, a renewal progran can apply the 
renewal remedy required by the gravity 

of the deterioration, with less risk of 
racial relations controversy; attack racial 
minority congestion community-wide and 
as a basic cause of slums; afford a vigorous 
and uniform enforcement of housing 

standards in the community; enjoy the 
renewal program facility in an expeditious 
relocation operation; expect a greater 

degree and quality of citizen acceptance, 

18 As movement towards a freer housing market proceeds 
in Washington the emerging racial pattern differs markedly 
from the almost uniform practice of new “white” subdivision 
development in its suburban environment. However, 
the question of the prospects for stabilization of current 
patterns of racial interspersion in the District in the face of 
the disparate pattern in the suburbs is beyond the provi 
of this examination. 
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support, and participation than other- 
wise would be likely; and of course look 
forward to a surer, more lasting upgrad- 
ing in renewed areas. 

Finally, in response to the lessons and 
leverages in serving and observing first- 

hand what happens as the nonwhite is 
housed under more “‘normalized” condi- 
tions, those who finance, produce and 
market housing operate with increased 

efficiency. As an ever widening expanse 
of the city opens to nonwhite occupancy, 
the focus of market analyst, appraiser, 
salesman and manager must shift from 
race factors and fears and center more on 
more objective realities. The increased 
nonwhite absorption of existing housing 

tempts ventures in new housing open to 
nonwhites. The spreading distribution of 
nonwhites brings land for such construc- 
tion sites within reach of the venturers. 

The location of suitable sites in areas of 
peaceful and settling racial interspersion 

suggests the possibility of open occupancy 
character for housing. The market 
analyst and the investor may accept the 

open occupancy proposition as feasible 
since similar patterns are working in the 
existing supply. There need be little 
fear of nonwhite inundation and a 
“controlled” percentage of nonwhites in 

the open occupancy housing may hardly 
be necessary, particularly for higher 
rental and costlier sales housing. ‘These 
in sum, are some of the hopeful character- 

istics which appear present or in the 
offing in a city gifted with nonwhite «lis- 

persion and tending to pick up the 

pattern. 

It need hardly be observed that many 
of our metropolitan centers are experi- 
encing disproportionate and accelerated 

nonwhite population growth, while un- 
dertaking renewal projects in areas of 



212 LAND ECONOMICS 

heavy racial minority congestion,!* as is 
the case with Washington. Could they 

46In the nation’s ten largest metropolitan areas—New 
York, Chicago, Los Angeles, Philadelphia, Detroit, Boston, 
Pittsburgh, San Francisco, St. Louis and Cleveland—the 
rate of growth of the nonwhite population far exceeded that 
of the white during the 1940-1950 decade. In June of last 
year there was located in the principal central city of each 
of these areas except one, an active, federally-aided slum 
clearance and urban renewal program heavily involving 
minority families. Altogether, in these cities, 21,513 or 
65.2 percent of the families living in the project areas are 
nonwhite. In one of them only 8 percent of the residents is 

achieve a similar increasing dispersion of 
nonwhite residence, benefits similar to 

those described here would appear likely. 

nonwhite but in each of the other cities it is well over half 
nonwhite. In such cities, sound and expeditious renewal 
activity as well as the sustenance and continued growth of 
an urban economy which increasingly finds its new labor 
supply in nonwhites may well ordain the achievement of 
racially freer housing markets. As the Administrator of the 
Housing and Home Finance Agency has observed, “‘The 
question is not whether this will occur, but how it will be 
accomplished.” 
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Locational Aspects of Economic Development 

By JOHN R. P. 

I 

CTIVITY needs space. Where sev- 
eral activities are to be carried out 

jointly, their relative position in space is 
important in influencing the efficiency at 
which they will perform. Thus, the 
spatial incidence of investment, produc- 
tion, distribution, and consumption ac- 
tivities is crucial to the effective function- 
ing of these activities in the economy. 
Always from the interaction of people in 
pursuit of economic goals a spatial 
pattern of relationships arises. It is the 
task of location theory to describe and to 
explain these patterns. 

In economic analysis, space may be 
considered, in a negative sense, as dis- 
tance which must be overcome. This is 
the so-called “friction” of space and 
Isard has called the costs of overcoming it 
“distance inputs.”! In practical economy, 
we try to minimize this cost of moving 
people and commodities. As economic 
activities are placed into their physical 
and institutional setting, and in accor- 
dance with this criterion, foci of activi- 
ties arise. These, in turn, become 
linked, one with the other, resulting in a 
distinct pattern of physical and economic 
relationships which is super-imposed 
upon the landscape. It is finally the 
competition for space, this jostling for the 
most advantageous position with respect 
to supplies, factors of production, and 
consumers, which yields the characteristic 
spatial pattern of an economy. The 
most thorough attempt to provide a 
theoretical explanation for the emergence 
of spatial patterns may be found in the 

} Staff Member, United States Operations Mission to 
Brazil. The views expressed herein are not necessarily en- 
dorsed by the Mission in any way. 

1Walter Isard, “The General Theory of Location and 
Space Economy,” Quarterly Journal of Economics, November 
1949, pp. 476-506. 
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studies of August Loesch.? More re- 
cently, empirical evidence for the United 
States has been assembled by Donald 
Bogue.* 

Indicative of the degree of economic 
interdependence among its parts, this 
structure is reflécted in the flow of com- 
modities from point to point. Thus 
Isard and Freutel point up the signifi- 
cance of commodity flows for regional 
analysis: 

“If these flows are regarded as bonds which 
link components of the system to one another, 
it can be seen that the greater the magni- 
tude of these flows in any area, the more 
highly interrelated are the components in 
that area. Further, if there is a tendency for 
economic activity to agglomerate around 
certain focal points, an examination of flows 
over a wide geographic area will reveal this 

If around such a focal point a boun- 
dary be struck as a locus of points where 
flows fall to a minimum, it could be said of 
the components within the boundary that 
they exhibit a relative maximum (and 
generally a high degree of interdependence 

. .). Such demarcation could be 
said to embrace “natural” aggregation over 
space of economic activities, an aggregation 
due, in large part, to the impact of distance 

Our criterion for regional demarca- 
tion would then be internal interdependence 
of income, as revealed through flow phe- 
nomena. Furthermore, if there are such 
natural aggregations, and if the aggregations 
display a hierarchical tendency, then we 
might expect to find regions of varying 
order.”’4 

This model of a space economy is sug- 
gestive. However,. it is still drawn in 

2 Die raumliche Ordnung der Wirtschaft (Jena: 1939). 
Translated as The Economics of Location (New Haven: Yale 
University Press, 1954.) 
* The Structure of the Metropolitan Community (Ann Arbor, 

: University of Michigan, 1950). 
‘ Walter Isard and Guy Freutel, “Regional and National 

Product Projections and Their Interrelations,” in Leng-Range 
Economie Projection, Studies in Income and Wealth, Vol. 16, 
Conference on Research in Income and Wealth (Princeton: 
Princeton University Press, 1954), pp. 456-7. 
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static dimensions. It is as if an observer 
would rise up in a balloon and survey the 
economic landscape beneath him. Is 
there not some link which would permit 
us to join what we know about spatial 
structure, on the one hand, with our 

knowledge about the processes of eco- 
nomic growth on the other? The recent 
upsurge of interest in the role of cities in 
economic development is symptomatic 
of the urgency with which such a link is 
being sought. ® 

It is the purpose of this essay to ex- 
plore the possibilities of such a link. 
First, a suitable vocabulary will be 
introduced for describing. the spatial 
structure of an economic system. Various 
types of regions will be identified, fol- 
lowed by a more detailed analysis of the 
nature of the changes in regional struc- 
ture which tend to accompany economic 
growth. Attention will be focused on 
the various influences impinging on this 
changing spatial ordering, particularly 
on the forces which encourage agglomera- 
tion. We shall see that each stage of in- 
dustrialization has its characteristic spa- 
tial pattern; that this pattern reinforces 
the initial tendencies for structure; and 
that the pattern which finally emerges 
helps to explain observed geographic 
differences in the economic progress of 
a nation. 

II 

Some time ago, T. W. Schultz pro- 
posed the concept of a “locational 

5 The problem was posed concretely by Bert F. Hoselitz, 
“The Role of Cities in the Economic Growth of Under- 
developed Countries,” The Journal of Political Economy, 
June 1953, pp. 195-208. This early expression of interest 
culminated a year later in a conference on The Role of 
Cities in Economic Development and Cultural Change held 
at the University of Chicago in May of 1954. Papers read 
at this conference were eventually published, comprising 
two numbers of Economic Development and Cultural Change 
(October 1954 and January 1955). Of special significance 
in the present context is the article by Eric E. Lampard, 
“The History of Cities in the Economically Advanced 
Areas,” (January 1955, pp. 81-136). The results and 
implications of these papers were summarized in a second 
article by Hoselitz, “Generative and Parasitic Cities,” 
same journal, April 1955, pp. 278-294. 

matrix” as an area with reference to 
which decisions about the location of 
economic activities are made.* This 
concept provides us with a suitable link 
for joining the theories of spatial struc- 
ture and economic development into a 
unified theory of a dynamic space 
economy. 

Each matrix represents a particular 
type of economic region with reference to 
which business men and others will make 
location decisions. Depending on the 
nature of these decisions and on the 
resultant types of economic activities 
performed in different places, we will be 
able to establish a hierarchy of regions, 
each having its own unique center. The 
criterion of relative economic advan- 
tage which will determine the selection 
of one location for. the available loca- 
tions in the economy is the maximiza- 
tion of profits. Thus the hierarchy of 
matrices or regions comes to be differenti- 
ated according to major functions and 
the areas corresponding to these func- 
tions, will, in the aggregate, span the 
total space economy, approximating the 
system of cities (and regions) envisioned 
by Vining.’ 

_ Let us observe some of the character- 
istics of a functional hierarchy of loca- 
tional matrices as it might be said to 
exist in the United States today. A 
tentative vocabulary has been developed 
to describe it (Table I and Figure 1).® 

*Theodore W. Schultz, The Economic Organization of 
Agriculture (New York: McGraw-Hill Book Co., Inc., 1953), 
p. 147. 

7 Rutledge Vining, ‘A Description of Certain Spatial 
Aspects of an Economic System,” Economic Development and 
Cultural Change, January 1955, pp. 147-195. 

8 Adapted in simplified form from Walter Christaller’s 
schema as reported by Vining, of. cit.. pp. 160-164. The 
graphic presentation owes much to Eugene Van Cleef, 
“Hinterland and Umland,” The Geographical Review, April 
1941, pp. 308-311, The functional classification which, 
however, should be taken as merely suggestive, was indicated 
in part by P. Sargent Florence’s “Economic Efficiency in 
the Metropolis,” in Robert M. Fisher (ed.), The Metropolis 
in Modern Life (Garden City, N. Y.: Doubleday and Co., 

(Continued on page 215) 
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TABLE I—A Funcrionat Hierarcny oF Cities! 

Locational Matrix Approximate Size and Examples Major Economic Functions 
(1950) 

Primate City 3,000,000 and over Center of mfg. and of specialized 
services (finance, publishing, science, 

Los Angeles, Chicago, New York arts, communications, fashions); areas 
of greatest.market potential.? 

Regional City 500,000-3,000,000 Regional service center, esp. whole- 
(dominant) saling; large department stores serv- 

Atlanta, Dallas, New Orleans, ing regional market; regional ad- 
Houston, St. Louis ministrative center. 

Provincial City 100,000-500,000 Sub-regional service center and center 
(sub-dominant) of manufacturing; often state capital. 

Roanoke, Montgomery, Columbus 

(Ga.), Knoxville, Chattanooga, 
Mobile, Richmond, Nashville, 
Birmingham, Louisville, Memphis 

Local Service City 25,000-100,000 Local, often rural services; some 
(sub-sub-dominant) manufacturing (rural and_labor- 

Paducah, Asheville, Jackson oriented). 
(Tenn.), and Greensboro 

Satellite Communities 5,000-100,000 Manufacturing; education; resort, 

and other Specialized mining; dormitory. 
Cities? Alcoa and Oak Ridge, Tenn. (mfg.); 

University, Ala. (ed.); Gatlinburg, 
Tenn. (resort); Big Stone Gap, Va. 
(mining); Norris, Tenn. (dormitory) 

1 Distribution of functions and size groupings roughly approximate conditions in 1950; in the long run either of them 
may change. All examples are drawn from the Southern regions and should be considered hypothetical only. 

2 Chauncy D. Harris, “The Market as a Factor in the Localization of Industry in the United States,” Annals of the Associa- 
tion of American Geographers, December 1954), p. 331. Harris defines “market potential” as an “‘abstract index of the intensity 
of possible contacts with markets.” (p. 321). 

Except for satellite communities, these cities are not part of the hierarchy of locational matrices. 

Its application is still to be tested. What 
we have here is, in effect, an “‘ideal- 
typical”? system of locational matrices at 
an advanced stage of economic develop- 
ment, in an economy with a rapid trans- 
port and communications technology and 
a high degree of functional specialization. 

(Continued from page 214) 

Inc., 1955), p. 116; by a study published by the Federal 
Reserve Bank of St. Louis, “From Arkadelphia to Zeigler: 
A study of the Place of Cities and Towns in the Eighth 
District Economy,” Monthly Review, July 1953, pp. 86-95; 
and by Chauncy D. Harris and Edward L. Ullman, “The 
Nature of Cities,”? Annals of the American Academy of Political 
and Social Science, November 1945, pp. 7-17. 

As suggested in Table I, the United 
States may be divided into three great 
regional areas: The East served by New 
York City, the Central area served by 
Chicago, and the West served by Los 
Angeles.* These cities represent the 
largest aggregations of economic activi- 
ties in their respective areas. 

Within each major area will be found 
a number of Regional Cities, somewhat 

*® Chauncy D. Harris, “The Market Factor in the Localiza- 
tion of Industry in the United States,” Annals of the Association 
of American Geographers, December 1954, p. 331. 
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FIGURE 1—Smepuirrep Mopet or THe SpatiaL Structure oF LOCATIONAL Matrices IN A DEVELOPED Economy 
Legend: Primate City not shown. R_ Regional City P Provincial City L Local Service City I Industrial 

Satellite Community M Mining Community E Educational Community D Dormitory Community Mg Manu- 
facturing City RI RegionofInterdependency P,—P, Potential Linear City. Areas shown by broken lines immediately 
surrounding central cities and lying within regions of interdependency represent City Regions. Unbroken lines between 
cities represent stronger, broken lines weaker economic relationships. 

smaller in size and performing fewer 
specialized functions than the Primate 
City. On the rung below the regional 
cities will be found a still larger number 
of Provincial Cities, and below them a host 

of Local Service Cities performing selected 
central functions for a predominantly 
rural area. In the interstices between 
the individual cities of this hierarchy will 

be single-function or Specialized Cities. 
Where these are located near one of the 
larger cities in the hierarchy and also are 
highly interdependent with this city, we 
may be justified in calling them Satellite 
Communities. Otherwise, their location is 
frequently dependent on the existence of 
a certain raw material, for instance, coal, 
or on specially favorable climatic condi- 
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tions, or an historical accident, for in- 
stance, as occasionally in the founding of 
a university.?° 

It is evident from an inspection of the 
table that broad groupings according to 
population size correspond also to major 
economic functions. Within each cate- 
gory a certain amount of variability as 
to function is, of course, quite possible: 
the model has been simplified, and a 
continuum of functions would perhaps be 
a closer approximation to reality. Never- 
theless, the adopted classification would 
seem to retain some analytical advanta- 
tage. 
Two kinds of economic regions, sur- 

rounding each major center in the 
hierarchy, are shown: (1) the city region 
and (2) the region of interdependency. ?? 
To speak of these regions as though they 

10 The functional hierarchy might have been elaborated 
further by including in it hamlets, villages, and towns with 
less than 5,000 population. For the sake of simplicity, 
however, they have been left out of the picture. See the 
excellent study by John E. Brush, “The Hierarchy of 
Central Places in Southwestern Wisconsin,” The Geographi- 
cal Review, July 1953, pp. 380-402. 

11 As indicated, the size classification is based on popula- 
tion data for 1950. If our breakdown of the U. S. Economy 
into three major regional segments is correct, population in 
each class would be roughly scaled on the total population 
in the Primate City within each segment. As Primate Cities 
grow in size, the lower members of the hierarchy would 
undergo more or less proportional increases. See Vining’s 
interesting, if tantalizing, discussion of the Pareto function 
in this connection, of. cit., pp. 148ff. Vining, however, 
rests his argument on a distribution based on the size of the 
New York-Northeastern New Jersy urbanized area alone. 
The “rank-order” rule in relation to three Primate Cities 
still needs to be tested. If it is verified, I believe it would 
give indirect though perhaps not sufficient support to the 
thesis that the United States, in 1950, could be meaningfully 
divided into three global economic regions. 

12 Reference to a “center” here raises a number of theoreti- 
cal difficulties regarding the definition of this center—or the 
city defined in its more narrow and proper sense. See, in 
this connection, the challenging but little-known monograph 
by Max Weber, “Die Stadt: eine soziologische Unter- 
suchung,” Archiv fir Sozialwissenschaft und Sozialpolitik, Sep- 
tember 1921, pp. 621-772. As used in this essay the concept 
of “city” refers solely to the continuously built-up part of an 
urban community with some minimum standard as to 
density. For practical purposes in collecting statistics, 
however, it has been necessary to adopt the traditional census 
definition which is in every case coincident with the political 
boundaries of the community. The “city region,” on the 
other hand, overlaps to a large extent with the customary 
definition of “metropolitan area,” except that it may be 
applied to central communities with populations of less 
than 50,000. 
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had precise, observable boundaries is 
misleading: we may rather consider 
them each as a “gravitational field” in 
which the “pull”? of economic forces 
grows stronger as one approaches the 
center and diminishes with distance from 
it. The City Region is marked by the 
close interaction of production, buying, 
and selling activities within its area. 
Most of the commuting to city jobs will 
originate within the city region. Cul- 
turally as well as economically the city 
region blends into an organic extension 
of the city proper. 

Less intensive relationships with the 
central city mark the Region of Inter- 
dependency. ‘This region will tend to co- 
incide with the wholesale area of the 
central city. It will also be the area from 
which specialized central services (e.g., 
insurance) and selling (e.g., large de- 
partment stores) will draw some of their 
customers, and the area from which 
farmers will send their products to the 
city’s markets and for distribution else- 
where. 

The actual size of the region of inter- 
dependency will, of course, vary from 
place to place. Not only will each 
product and service sold to consumers at 
some distance from the central city have 
its typical marketing radius determined 
largely by the cost of transportation— 
the boundary line being drawn at an 
average distance of all marketing radii 
emanating from a central point—but 
transportation technology, the density of 
population, the spacing of cities at the 
next lower level in the hierarchy, the 
intensity of resource use, and the special 

functions performed by the central city 
for the area around it will influence the 
size of its area. The region of inter- 

dependency for Boston or New York will 

be smaller than for Chicago which “‘feeds” 
on a much larger rural hinterland. 
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One region merges into another and 
frequently there may be an overlapping 
of regional boundaries. Economic ac- 
tivities which locate in the “marginal 
zone” between two overlapping regions 
may be economically related to two centers 
in nearly equal proportions. The city 
labelled L., in Figure I illustrates this 

condition. 

Another type of spatial configuration 
occurs where two or more cities are lo- 
cated close to one another (cities P,, and 
P;) and where this proximity gives rise to 
intense exchange activities between or 
among them. Here, the growth of 
population and built-up areas extends 
outward from each center along major 
transport routes, eventually joining into 
a single, continuous development having 
predominantly urban characteristics. 
Where this outward growth (accretion) is 
along a single transport route, such as a 
major highway, we may call the resulting 
ribbon development a Linear City. Sev- 
eral such cities joined together and often 
following topographical features, such 
as valley routes, may form a Belt of Con- 
tinuous Urbanization. | Where accretion 
extends along a number of transport 
routes in different directions, with several 
near-by cities growing together into a 
single whole, the resulting structure may 
be called a Conurbation.'* 

The structure of locational matrices 
that we have sketched is now nearly 
complete. But we must still account for 
the claims of factor homogeneity as a 
possible criterion for regional delinea- 
tion, in addition to the criterion derived 
from the structural interdependence of 
activities. There are, indeed, areas like 
the American Southeast which have 
passed through a common history of 
development and now exhibit a typical 

43 Excellent graphic illustrations of conurbations in 
England are given in Arthur Smailes, The Geography of 
Towns (London: Hutchinson House, 1953), pp. 37 and 114. 
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balance of economic activities appropri- 
ate to their respective stage of develop- 
ment; or other areas which we may clas- 
sify as major type-of-activity zones, such 
as the wheat belt, the cotton belt, the 
manufacturing belt, mining regions, or 
major range and livestock areas which 
show a characteristic economic pattern 
throughout, based on a similarity of 
resources or common topographical fea- 
tures.'4 These areas with their typical 
conditions of labor, resources and trans- 

portation, to name only a few relevant 
factors, offer a distinct locational environ- 
ment which attracts certain types of 
activities while it “rejects” others. Each 
such area will form a unique _loca- 
tional matrix which may be _super- 
imposed upon a pattern of city regions 
and regions of interdependency. We 
shall call such an area a Development 
Region. Some of the relations between 
it and other types of regions which are 
significant from the viewpoint of eco- 
nomic growth will be discussed at a 
later stage in this essay.'® 

III 

The foregoing tentative description of 
the spatial structure of an economic 
system has been given for a single point in 
in time: it represents a cross-sectional 
view of spatial structure in a highly de- 
veloped industrial economy. A dynamic 
approach, however, would concentrate 
on changes in this structure that go along 
with changes in the nature and balance 
of activities indicative of economic 
growth. Accordingly, we propose to 
distinguish between “immature” and 
“mature” regional structures. These 

1s Harvey S. Perloff, ‘Problems of Assessing Regional 
*? manuscript to be published in a forthcoming 

volume of the National Bureau of Economic Research 
Series, Studies in Income and Wealth. 

18 The development of the concept of a “homogeneous” 
region in the United States for policy and planning purposes 
has been critically reviewed by the writer in “The Concept 
of a Planning Region,” Land Economics, February 1956. 
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terms should not be taken too literally; 
no biological analogy with decline and 
death following maturity is implied. 
The imagery we suggest is that of a 
continuum of change, with constant develop- 
ment toward greater maturity of spatial 
structure. 

What criteria shall be employed to 
measure the degree of “maturity” at- 
tained? Lampard has shown how the 
growth of cities and gains in productive 
efficiency were accompanied in the 
western world by specialization of eco- 
nomic activities in space.'® Areal special- 
ization, functional differentiation, and the 

degree of interaction among activities dis- 
tributed in space may be accepted as 
being among the more important criteria 
for measuring the ‘‘maturity” of regional 
structure. 

“Immature” regional structures will 
be characterized by a low order of 
functional specialization, with many in- 
dependent small communities spread out 
fairly evenly over the landscape. Each 
little community will be the economic 
center of a small agricultural production 
area. To be sure, a larger city may grow 
up here and there, such as an important 
religious or administrative center or an 
entrepét for commerce with the outside 
world. Yet, during the early stages of 
a region’s development, there will tend to 
remain many “gaps” in the structure of 
communities, with perhaps one or two 
primate cities and a few regional cities 
growing disproportionately to the rest 
of the economy.'? A more “mature” 
system of cities, on the other hand, would 

resemble the pattern described in the 
previous section, with linear cities, belts 
of continuous urbanization, and conur- 
bations emerging in due time within the 
more densely populated areas. 

1 Eric E. Lampard, op. cit, pp. 86 ff. 
17 Bers F. Hoselitz, “Generative and Parasitic Cities,” 

op. cit., pp. 291-293. 
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These new urban types occur as a 
“spilling over” of economic activities 
from adjoining cities that were no longer 
able to contain within their boundaries 
the accumulation of wealth that they had 
generated. In this way, entirely new 
locational matrices are formed. Conurba- 
tions and “belts of continuous urbaniza- 
tion,” no longer the individual “cities,” 
will tend to become the important foci of 
attraction. Yet these new configurations 
by their very origin are no longer part of 
the existing hierarchy of regions. As 
locational matrices they form what we 
referred to earlier as ‘development re- 
gions” and will create substantial “gaps” 
in the existing hierarchies. At this late 
stage in the maturation of the spatial 
structure of an economy it may well 
happen that the extensive growth of very 
large, dense urban patterns will tend to 
replace the older, simpler matrices based 
on the concept of the “city” and the 
‘‘city region” and thus eventually obviate 
the usefulness of further analysis in terms 
of hierarchial structures. The whole 
concept of “hierarchy” seems, in fact, to 
be applicable only to the intermediate 
period between the early “homogenous” 
stage of development and the most ad- 
vanced stage characterized by the phe- 
nomenon of continuous urbanization. 

Examples of “belts of continuous 
urbanization” and linear cities in the 
United States may already be observed 
along the eastern seaboard from Phila- 
delphia to Boston; along the sequence of 
urban settlements from Pittsburgh to 
Cleveland; or along the southern shores 
of Lake Michigan from South Bend, 
Indiana through the Gary-Chicago re- 
gion north to Milwaukee.'* The de- 
velopment of rapid mass transit for these 
huge urban structures, perhaps on the 

18 See the Map United States: Rural and Urban Population, 
prepared by Floyd A. Stilgenbauer, Department of Geo- 
graphy, Wayne University, Detroit, 1953, for detailed 
graphic evidence of the spread of potential linear cities. 
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principle of the mono-rail being suggested 
for Los Angeles and Chicago, promises 
to create a whole new set of considera- 
tions for location decisions and spatial 
analysis, perhaps linking the entire 
“belt” in such a way as to create a real 
sense of the whole, that is, a true city. 
The powerful economic attractions which 
the belt of greatest market potential ex- 
tending from New York to Chicago has 
exerted on the location of economic ac- 
tivities is indicative of the impending 
changes in the spatial structure of a 
*‘maturing”’ economy.!® 

Greater areal specialization and re- 
gional interdependency tend to accom- 
pany the evolution of an economic 
system. But it is well to remember that 
the various regions in a national econ- 
omy may be found at different points 
along the time axis of development. Not 
only will there be differences with regard. 
to the degree of economic ‘“‘maturity”’ 
reached by several development regions 
simultaneously, but it will be possible to 
find cities and corresponding city regions 
which have attained a high level of tech- 
nical and economic achievement and are 
yet surrounded by relatively primitive 
and often inaccessible rural economies. 
Parts of the American Southeast are more 
alike to northern New England, for ex- 
ample, than the latter region is compared 
to its southern half—Massachusetts, Con- 

necticut, and Rhode Island. Both the 

Southeast and northern New England 
retain a relatively “immature” structure 
of locational matrices, while southern 

New England, with its characteristic 
linear cities, conurbations, and its high 
degree of regional interdependence, typi- 
fies a more advanced stage of develop- 
ment. On the other hand, many primate 

19The location of the new dominant, secondary and 
tertiary activities is not tied primarily to the distribution of 
raw materials but exhibits a correspondence to the disposi- 
tion of regional and national markets; yet these very markets 
are partly an outgrowth of the historical development of 
these self-same activities,” Harris, op. at., p. 317. 

and even regional cities and city regions 
in Asia and South America have reached 
a much higher level of development than 
the rest of the country on which they 
feed and which continues in its econo- 
nomically backward condition. Primi- 
tive and advanced economies exist thus 
side by side and are in competition with 
each other. 

This lack of uniformity in the rate of 
development of an economy may have 
far-reaching implications for location 
decisions. Conditions for further eco- 
nomic advance are considerably greater 
in the more “mature” locational 
matrices. Even labor- and _ resource- 
based industries which do not “normally” 
seek out centralized urban locations 
will, in these dual economies, often 

prefer a metropolitan environment where 
transportation is well developed, where 
modern services are available, and where 

the basic amenities and sometimes lux- 
uries of living exist. It is enormously 
difficult to readjust this original im- 
balance and to create a_ successfully 
competitive environment for location 
in the “‘interior” of the country through 
the development of transportation and 
resources. At best, this is a weary and 
expensive process. It is, however, the 
course that many of the world’s under- 
developed national economies have 
chosen to undertake. Decentralization 
has become a key-work in those countries 
where economic “‘progress”’ remains con- 
fined to a few coastal cities. Thus, the 
efforts of Brazil to remove the federal 
capital to the interior state of Goias may 
in part be traced to the hope of establish- 
ing in this pioneer region a new and more 
efficient matrix that will gradually help 
draw the center of economic development 
away from the littoral. 

Once the major foci of development 
are given and the general outlines of the 
emerging hierarchy of regions are de- 
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fined, the course of further economic 
progress will tend to fall in with the 
established pattern. This pattern, in 
turn, will show strong tendencies to persist. 
The various locational matrices in an 
economy are in competition with each 
other in the effort to attract new enter- 
prise. In this contest, the already exist- 
ing centers have an enormous advantage 
over potential locations. Attempts to 
disperse manufacturing activities in the 
interest of a well-meaning philosophy of 
“regional balance,” and without prior 
equalization of locational advantages 
with respect to minimum requirements 
for electric power, transportation, and 
communications and _ basic services, 
would result in an inefficient spatial or- 
dering that is costly to carry out and 
more costly to maintain. The difficulties 
of equalizing locational advantages for a 
substantial portion of all economic ac- 
tivities should, moreover, not be mini- 
mized. They account, for instance, for 

the continued economic dominance of 
the northern urbanized-industrial belt in 
the United States and indeed for its 
emergence and gradual westward ex- 
pansion. 

We should be cautious, however, in 
accepting the fact of structural persistence 
as a return to a static interpretation. The 
very fact that we can assert the presence 
of an evolutionary process in the develop- 
ment of spatial structure suggests that 
gradual changes in the spatial configura- 
tion of an economy do occur, if slowly 
and at times even imperceptibly. True, 
the major existing urban foci may con- 
tinue to grow at faster rates than other 
and more recently established central 
places; and belts of concentrated activity 
and early comparative advantage are 
likely to maintain their lead. But 
changes in production and transportation 

technology will, in the long pull, un- 
doubtedly contribute to the rise and fall 

of different centers and of regions.?° 
Witness, for example, the recent outcries 
of New England that it is losing its pre- 
eminent position in the national economy. 

Nor should the impact of large-scale 
resource development be underestimated. 
“Economic development on this vast 
continent,” writes Harvey Perloff, “has 
tended to ‘flow’ in large waves. Thus 
population has moved and once again 
moves to the West. An entire industry— 
such as the textile industry—moves the 
center of its activities from the North to 
the South; the cattle industry has been 
extended, step by step, over a vast inter- 
mountain and plains area.”?! These 
basic economic shifts were not, I believe. 

primarily the result of over-crowding in 
the older regions but of the creation of 
new and favorable locational matrices 
through resource development. *? 

IV 

The evolution of regional structures to 
greater “‘maturity,”” marked by increas- 
ing specialization and greater inter- 
dependence of activities, is the result of 
a process of economic development that 
tends to proceed from an emphasis on 
resource-based to market-based activi- 
ties. This is another way of saying that 
economic development in a region leads 
from a dispersed structure to the con- 
centration of activities. This shift in the 
locational structure of a developing 
economy is evident not only in the spec- 
tacular rise of service activities, but is also 

apparent from an analysis of the loca- 

20 The influence of changes in transport technology on 
the pattern of cities is traced in a suggestive monograph by 
Harlan W. Gilmore, Transportation and the Growth of Cities 
(Glencoe, Illinois: The Free Press, 1953). 

21 Perloff, op. cit. 

22 The whole question of the persistence of spatial struc- 
tures and possibilities for change is examined, from a theo- 
retical point of view, in John Friedmann, The Spatial Structure 
of Economic Development in the Tennessee Valley, Research Paper 
No. 1, Program of Education and Research in Planning, The 
University of Chicago, March 1955, chapter 6. 
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tional requirements of new industrializa- 
tion. In the Tennessee Valley, where the 
writer has carried out extensive investiga- 
tions into the spatial structure of eco- 
nomic development, the trend is un- 
mistakable (Table II). The proportion 
of manufacturing employment oriented 
to raw materials in the region declined 
substantially between 1929-1950, despite 
a notable increase in power-oriented in- 
dustries (aluminum, ferro-alloys, chlor- 
ine, etc.). A further relative decline 
appears to be likely during the next 
few decades. The largest gains in 
the past were made in the labor-oriented 
industries—textiles, shoes, and apparel— 
but further growth of these categories 
appears to be limited. Market-oriented 
employment, on the other hand, seems to 
be definitely in the ascendancy: nearly 
one-half of total new industrial employ- 
ment projected for a 25-year period be- 
ginning with 1950 may be in plants 
which have located in the region pri- 
marily to be within easy reach of markets. 

An increasing concentration of non- 
farm activities accompanied these 
changes in the locational orientation of 
economic development in the Tennessee 
Valley. No less than fifty-six percent 
of the new manufacturing jobs between 
1929 and 1950 were located in only 13 
metropolitan counties (out of a total of 
201 counties) and this despite the em- 
phasis on labor-intensive industries which, 
as a rule, prefer more rural and decentral- 
ized locations. Moreover the corres- 
ponding increase in tertiary employment 
was by far greater in these countries than 
anywhere else in the region.?* 

Under the impact of these changes 
the urban hierarchy in the Tennessee 
Valley and the surrounding states can be 
said to have advanced to greater “‘ma- 
turity.”” To test this conclusion, tabula- 

38 Friedmann, The Spatial Structure of Economic Development in 
the Tennessee Valley, op. cit., Tables 1 and 8. This trend seems 
to be gathering momentum. Between 1950-1953, more than 
70 percent of new manufacturing jobs in Tennessee alone 
may have located in the five metropolitan areas of the state 
(Ibid., p. 36, note 2). 

TABLE II—LocaTionaL OrmeNTATION OF MANUFACTURING WoRKERS IN THE TENNESSEE VALLEY, 1929-50, 
wirn Projections To 1975! (In Percentages) 

Miscel- 
Total Markets Materials laneous 

Consumer Industrial Total | Power All Other | Total Labor 

Local | Regional | Local and Reg. 3 

RUE cuss asante 4 100 8 13 10 31 1 31 32 35 

| ES Res 100 8 14 10 32 5 21 26 39 3 

Percentage In- 
crease 
1929-1950...... 72 68 87 68 76 679 22 45 92 | 88 

Percentage of 
Total Increase 
1929-1950...... 100 8 15 9 32 10 10 20 45 3 

Percentage of 
Total Increase 
1950-75........ 100 45 ais we 15 35 5 

1 Data for 1929-50 based on Census of Manufacturers, 1929; County Business Patterns, 1st Q., 1950; and unpublished estimates 
furnished by TVA. Projection of employment categories based on detailed analysis in John Friedmann, The Spatial Structure 
of Economic Development in the Tensessee Valley, op. cit., chapter 7. The distinction between consumer and industrial market- 
oriented industries is an important one for many types of economic development analysis. 
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tion was made for seven southeastern 
states of changes in the number of cities of 
different size groups between 1900 and 
1950 (Table III). This tabulation was 
then compared to the urban hierarchy of 
New England, a region felt to represent a 
more highly elaborated urban pattern. 
A gradual trend to greater similitude in 
spatial structures is evident from the 
data, with a sharp relative decline in the 
number of small towns in the Southeast 
(from 58 to 48 percent), and a somewhat 
slower filling out of “gaps” in structure 
which were still quite prominent at the 
beginning of the century. In evaluating 
these changes it should be borne in mind 
that the Southeast, as late as 1950,was 
only half as urbanized as the six New 

England states combined. Further rapid 
urban growth should bring the two urban 
hierarchies into even closer conformity 
with each other. 

What special factors, we may ask, 
underlie this process of “maturation” of 
spatial structures? At each major stage 
in the economic development of an area, 
a different set of locational matrices will 
tend to be considered by potential in- 

vestors. Initially, the availability of raw 
materials and of a low-cost supply of 
labor throughout a large and structurally 
undifferentiated or homogeneous area 

may be a major factor in influencing new 
locations. But even during this early, 
“colonial” period of development some 

TABLE III—NumsBer or URBAN ComMUuNITIES IN 7 SOUTHWESTERN AND NEw ENGLAND STATES 
By Major Size Groups, 1900-1950! 

Southeast New England Southeast New England 

Size of City 1900 | 1950 |Percentage 1950 1900 | 1950 1950 
Change 

No. | No. 1900-50 No. Per- | Per- Percent 
cent | cent 

2,500-5,000......... 111 | 275 148 81 58 48 36 

5,000-10,000........ 41 157 283 43 22 27 19 

10,000-25,000.. ..... 23 85 270 44 12 15 20 

25,000-50,000........ 10 30 200 26 5 5 12 

50,000-100,000....... 4 15 275 17 2 3 8 

100,000-250,000....... 2 9 350 11 1 2 5 

250, 000-500,000....... “s 4 2 1 

500, 000-1,000,000..... 1 1 

| arrears 191 | 575 201 223 100 | 100 100 

Percent Urban....... 15 40 76 

3 Source: Census of Population, 1950, II, Table 3. The following states are included: Alabama, Georgia, Kentucky, 
Mississippi, North Carolina, Tennessee, and Virginia. 

2 Absolute increase was from 0 to 4. 
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activities will be concentrated in already 
existing cities mainly because these cities 
will happen to be strategic for the de- 
velopment of transport and communica- 
tions.24 As development proceeds to 
higher levels, local and regional markets 
will gradually replace resources and 
even labor as major locational attrac- 
tions and the march of urbanization 
will gather momentum. At a more 
advanced stage in economic develop- 
ment, then, it is the city and the evolv- 

ing city region which as a locational 
matrix will gain in importance relative 
to the original ‘development region.” 
Nor will manufacturing and_ services 
alone be centered on the city region. As 
Ruttan has demonstrated, high farm in- 
comes are also to a large extent depen- 
dent on the existence of cities and in- 
dustries near-by.” The city region, we 
conclude, becomes a major focus for the 
development of a larger area. 

Vv 

The preceding argument may be 
summed up by saying that the rise of 
cities and city regions and their respective 
regions of interdependency within a 

24 As pointed out already, the Primate City of an under- 
developed country may attract a disproportionate share of 
new employment in the beginning because it represents the 
one efficient locational matrix in an economy which other- 
wise lacks many of the simplest requirements for industrial 
expansion. 

26 Vernon W. Ruttan has provided statistical evidence of 
the hypothesis that “‘the (median) income level achieved by 
rural farm families (from farm and non-farm sources) does 
bear a direct and positive relationship to the relative level 
of urban-industrial development in the same general area.” 
(“The Impact of Urban-Industrial Development in 
Agriculture in the Tennessee Valley and the Southeast,” 
Journal of Farm Economics, February 1955, pp. 38-56). 
While this relationship seems generally valid for most 
areas of the nation, Ruttan’s analysis does not support 
the conclusion that high levels of income in rural 
areas cannot be achieved without extensive local urban- 
industrial development or that such development necessarily 
results in high levels of rural income. The seven high-income 
northern Great Plaines states form clearly an exception to 
the positive relationship between farm income and local 
non-farm development. Indeed, there is evidence that the 
high level of uniform income in these states is a function of 
the income level achieved in the agricultural sector. In the 
Southeast, however, there are no extensive areas which 
stand as clearly outside the general pattern as the northern 
Great Plains states do in the national picture. (Jbid., p. 42). 
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functional hierarchy of regions is one of 
the characteristic consequences of eco- 
nomic development. There remains, 
then, the question of what forces, or 
combination of forces, may account for 
this. 

A possible answer may be found in the 
theory of agglomeration. The basic 
factors leading to the agglomeration of 
activities are well known: in principle, 
they may be derived from a comparative 
analysis of the relative efficiency of 
different locational matrices in attracting 
economic activities.?® 

Five general conditions can be identi- 
fied which contribute to the ascendancy 
of the city and the city region in eco- 
nomic development: (1) facility of access 
to sources of supply and to markets via 
alternative transport media, (2) expan- 
sion of local markets for products and 
services, (3) availability of specialized 
business and professional services and 
labor skills, (4) technical linkages, (5) 
amenities. 

Accessibility may possibly loom as 
the most important of the five condi- 
tions listed. According to Bogue, “the 
metropolis is a metropolis because of 
its superior ability to serve, and be 
served by, the hinterland. With this 
assumption, the problem of delimiting 
areas of like degree of dominance be- 
comes a problem of delimiting areas of 
like degree of accessibility. Accessibility 
is taken as a variable which will co-vary 
with dominance.”?7 Cities tend to lie 
at the nodal points of a transportation 
network which includes not only rail and 
highway facilities, but often air trans- 

26 An account of some of the elements of a theory of ag- 
glomeration may be found in Loesch, of. cit., pp. 68-78 and 
in Florence, op. cit., pp. 90ff. Economists sometimes lump 
the various advantages of agglomeration together under the 
general term: “external economies of scale.” This term, 
however, though fully descriptive of the nature of the econo- 
mies involved, is not sufficiently refined to be of much help 
in the formulation of an adequate theory of agglomeration. 

7 Bogue, op. ait., p. 21. 
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portation, navigation, oil and natural 
gas pipe lines, and possibly, in the future, 
movable belt lines. The larger cities 
will lie at the more important nodes of a 
regional or national system and will tend 
to have the largest number of alternative 
transport routes (and media) available 
for use. On the other hand, the smaller 
cities in the hierarchy may be relatively 
inaccessible. Looking at this picture in 
reverse, we may generalize by saying that 
the more efficient locational matrices, 

that is, the larger cities towards the top 
of the functional hierarchy, will appear 
at the optimum points of accessibility 
within a given transportation system. In 
fact, they will have a hand in creating 
these optimum conditions. 

Cities and city regions may also be 
viewed as important local market centers, 
both for the products of industry and for 
services. Demand is a function of the 
total population and of their incomes 
in an area, other things remaining the 
same. The higher incomes in cities and 
the concentration of large numbers of 
people lead to the development of ex- 
tensive local markets. Moreover, the 

functional specialization of work within 
the city region gives rise to a specialized 
demand that tends to increase with city 
size.2® As in the case of accessibility, the 
relationship is here reciprocal: larger 
local markets attract new business which, 

in turn, tends to enlarge the existing 
markets. 

The availability of certain specialized 
services and skills is again a function of 
the degree of urbanization (and vice 
versa). It is in the cities where trade 
organizations are localized that there 

28 The relative increase of employment in production for 
the home market over production for export has been 
empirically verified in a number of studies concerned with 
an elaboration of the concept of a basic-nonbasic employ- 
ment ratio. This literature has been critically evaluated in 
a paper by Victor Roterus and Wesley Calef, “Notes on the 
Basic-Nonbasic Employment Ratio,” Economic Geography, 
January 1955, pp. 17-20. 

exist organized and large-scale outlets 
for buyers and sellers. Warehousing has 
been developed to a high level of per- 
fection in the larger cities, as have a large 
variety of specialized repair, research, 
design, legal, and promotional services. 
In addition, the labor-market—largely a 
function of accessibility and information 
—tends to be more efficiently organized 
in cities and city regions than elsewhere. 
Where several concerns requiring the 
same or similar labor skills locate in 
proximity to each other, a tradition of 
skill develops, and total labor costs (in- 
cluding the cost of training unskilled 
workers) will tend to be lower. This ad- 
vantage may be partially off-set, how- 
ever, by the improved bargaining power 
of organized labor in the traditional 
skills. The availability of a pool of 
skilled labor did not prevent the textile 
industry, for instance, from shifting the 
center of its operations from the cities 
of New England to the more rural parts 
of the Southeast. 

Technical linkages represent a special 
factor of agglomeration. They arise 
where the products of one industry be- 
come the raw materials of another, and 

where this relationship can be consu- 
mated with greatest efficiency by a cluster- 
ing of complementary production proc- 
esses. This condition exists most com- 
monly in the well-known instance of the 
manufacture of by-products, as in the 
meat and oil refining industries. It is 
also frequently encountered in the chemi- 
cal industry where flow processes en- 
courage the proximate locations of 
‘‘linked”’ industries. The tertiary services 
which arise in support of these manufac- 
turing industries may give rise to rather 
important urban concentrations. Fur- 
thermore, technical linkages are capable 
of almost infinite extension especially 
with the rapid increase of inventions in 
the chemical field. 
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Finally, urban cultural and civic 
amenities may be an important contribut- 
ing factor in rendering the locational 
matrix of city regions more efficient.?® 
Business executives are frequently guided 
in their location decisions by “‘personal”’ 
factors, such as preference for opera, 
night clubs, libraries, book stores, society 
life, big athletic events, good restaurants, 
foreign movies, or theater-amenities 
which are found in only the larger cities. 
The relative importance of amenities in 
location decisions is difficult to assess; un- 

questionably, they have attracted large 
numbers of people to the “bright lights” 
and the cultural stimulation of city life. 
Over-congestion and physical deteriora- 
tion in the center of the city has led to an 
exodus of middle-class salaried workers 
and business management from the city 
to the suburbs, preceded or closely fol- 
lowed by a similar movement of job 
opportunities into the fringes of the city 
region. 

The total effect of the economics of 
agglomeration is cumulative. Accessi- 
bility, local markets, specialized service, 

linkages, and amenities all tend to im- 
improve with increasing development. 
Foreseeable changes in transport and 
communications technology are unlikely 
to affect a radical change in the existing 
configuration of locational matrices in the 
United States.*®° A functional hierarchy 
of regions is established and once estab- 
lished, tends to perpetuate itself. Larger 
communities are also the more efficient 
locational matrices and will tend to 
attract at least a proportionate share of 
all new employment, having experienced 
in the early stages of development a 

29Cf. Edward L. Ullman, “Amenities and Regional 
Growth, ” The Geographical Review, January 1954, pp. 119-132. 
8 Maurice Fulton,“ Plant Location-1965,” Harvard Business 

Review, March-April 1955, pp. 40-41. Fulton foresees a 
trend to locations in smaller communities. He fails, however, 
to observe where these are situated: many of them would 
undoubtedly be found within the radius of existing major 
city regions. 

much faster rate of progress than the 
rest of the economy. 

VI 

That there is significant interaction be- 
tween the spatial structure of an economy 
and its economic development is the 
fundamental thesis of this paper. 
Whether this interaction is systematic 
and generally consistent, whether it will 
assume similar forms in dissimilar places 
and under dissimilar conditions of change 
remains an important area for further 
emprical research. 

In the present analysis we have sug- 
gested the concept of a“‘locational matrix” 
as a convenient construct to study the 
nature of the interaction process. A 
locational matrix, we have said, is an 
area with reference to which decisions 
about the location of economic activities 
are made. A hierarchy of locational 
matrices for a developed, urban-indus- 

trial economy was established, and a 
vocabulary suggested to describe it. 
Cutting across this hierarchy, regions 
of similar developmental characteristics 
were identified. 

The notion of a dynamic spatial struc- 
ture was then introduced, with structure 

moving from relatively “immature” to 
more “mature” configurations and re- 
lationships. In the early stages of eco- 
nomic development, the structure of the 
economy was characterized as consisting 
of small, isolated, and functionally un- 
differentiated communities which may 
occasionally support, in the larger na- 
tional economies, one or two primate 
cities and a few regional centers. At 
later stages of development, a functional 
hierarchy of locational matrices would 
gradually become established and give 
way, in turn, to more or less “autono- 
mous” linear cities and conurbations of 
very large proportions. A high level of 
specialization and _ interdependency 
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would be characteristic of this later 
period. However, at the same time, the 
national space economy may be made up 
of several development regions which 
have attained to different levels of 
economic “maturity” simultaneously. 
A shift in emphasis from material to 

market-oriented activities underlies this 
process of growth to greater structural 
maturity. This shift is typical for eco- 
nomic development wherever it occurs 
and is part of the rationale proposed for 
explaining the process of structural differ- 
entiation. |§ Market-oriented activities 
tend to locate centrally. Such adevelop- 
ment is cumulative and tends to proceed 
more rapidly in the larger than in the 
smaller centers. 

While the shift to market-oriented ac- 
tivities is suggestive of the kind of struc- 
tural changes likely to occur, it remains 
to account for the strong and growing 
attraction of cities and city regions as 

locational matrices. The theory of ag- 
glomeration was felt to provide an ade- 
quate explanation. Five factors were 
singled out for comment: accessibility, 
local markets, special services and skills, 
technical linkages, and amenities. Any 

or all of these factors, in combination, 

may lead to the centralization of eco- 
nomic activities. More important still, 

they will tend to be improved with pro- 

gressive centralization. This character- 
istic feature of centralization leads to a 
process of cumulative agglomeration 

which may be considered one of the main 
reasons for the persistence of spatial 
structures over relatively long periods of 

time. While technological changes and 
resource development tend to introduce 
significant changes into the spatial pat- 
tern of the economy, their effects are 
normally felt only gradually and over 
longer periods of time. 



Some Aspects of Motor Carrier Costs: Firm Size, 
Efficiency, and Financial Health 

By MERRILL J. ROBERTS* 

HE motor carrier industry is a 
sprawling giant of comparative 

youth, embracing firms of widely differ- 
ent operating types whose only common 
denominator is the movement function. 
Accordingly, much territory remains un- 
explored in charting its economic char- 
acteristics. At the same time, its size and 

complexity intensify problems of regula- 
tion and management and necessitate 
maximum comprehension of the in- 
dustry’s basic attributes and relation- 
ships. 

One area of inquiry that merits sub- 
stantial attention is cost, clearly vital for 
both management and social control. 
Among the important cost influences 
requiring clarification is firm size, which 
constitutes the central purpose of this 
analysis. A related objective is the de- 
termination of the relationship between 
efficiency and financial health. The 
propositions established provide insight 
for managerial and regulatory policies 
involving such matters as rate structures, 
general rate levels, and firm expansion 
through unifications and certificate ex- 
tensions. 

Procedures and Firm Selection: The Problem 
of Homogeneity 

In determining the effect of size on 
costs, one must guard against the inter- 
vention of other influences which obscure 
the scale factor. This renders the selec- 
tion of carriers highly important. The 
specific selection was designed primarily 
to include as many firms as possible and 
still maintain a high degree of homo- 
geneity with respect to cost influences 
other than size. 

* University of Florida, Gainesville. 

These requirements were best satisfied 
by studying 114 Class I carriers of 
general commodities operating primarily 
over regular routes and entirely within 
Central Territory. A large number of 
firms operate in this area and there is a 
high degree of geographical homogeneity. 
It is one of the smallest of the reporting 
districts, embracing only Illinois, Indi- 
ana, Ohio, and the Lower Peninsula of 
Michigan. It therefore provides reason- 
ably similar operating conditions with 
respect to such important cost influences 
as terrain, population and traffic density, 
and factor and supply prices.! In addi- 
tion, vehicle sizes and types are quite 
comparable among Class I firms in a 
given region, with variations tending to 
be rather generalized throughout the 
territory.2 To supplement the homo- 
geneity supplied by the process of firm 
selection, additional refinements are in- 

troduced appropriately in the analysis by 
subclassification of firms on the basis of 
further operating characteristics. 

The problem of data availability and 
the firm selection process combine to 
require the omission of both very small 
and very large firms. Data for Class II 
and III carriers, those with annual 

operating revenues under $200,000, are 

very limited. Although numerous, these 
companies occupy a relatively unimpor- 
tant position in the market, accounting in 

1 Many important purchases are made in national markets 
and prices are therefore little affected by the locale of a 
firm’s operations. This would be true for such items as 
vehicles, tires, and insurance. In addition, this analysis 
deals with a vehicle-mile cost range from 30 cents to around 
$2.00. Within this range broad cost categories are es- 
tablished which would not be very sensitive to local price 
differences. 

2 Letter from Mr. C. W. Emken, Director of the Bureau of 
Accounts, Cost Finding and Valuation, Interstate Commerce 
Commission, dated April 7, 1954. 
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1952 for only about 20 percent of the 
operating revenues of all regulated inter- 
state property carriers.? The omission of 
the very large interterritorial operators 
from the detailed analysis arises from the 
expressed premise of firm selection, i.e., 
maximum operating homogeneity. 
Another critical matter is the selection 

of the appropriate cost measures. One 
alternative is the average cost of handling 
traffic units, such as tons or ton miles. 
But these measures are significantly con- 
ditioned by the type of traffic handled, 
which varies widely between motor 
carriers. There are no published data 
which permit the adjustments required to 
classify groups of carriers by such signifi- 
cant cost-conditioning traffic charac- 
teristics as commodity density and size 
of shipments. Even if it were possible 
to do so, the sub-classification of firms 
required to minimize these influences 
would leave groups so small as to impair 
the validity of the cost generalizations. 
The alternative employed in this study 

is the average cost of providing a unit of 
capacity—a vehicle mile. Although they 
do not fully reflect the relative success of 
firms in adapting operations to traffic 
characteristics, capacity units do provide 
a satisfactory common denominator.‘ 
Besides less sensitivity to traffic charac- 
teristics, this unit has an independent ele- 
ment of validity which makes its employ- 
ment desirable in a service industry where 
no storing is possible. 

The use of average cost per vehicle 
mile as the basic indicator of efficiency is 
subject to an important qualification. 
Total and average terminal costs are 

3 Interstate Commerce Commission, Statistics of Class I 
Motor Carriers, 1952, p. 2. 
‘The relative merits of traffic units and capacity in 

measuring costs is somewhat controversial. The subject is 
debated briefly by Professors]John Carter and Harold Koontz 
in a comment and rejoinder stemming from Koontz’ use of 
Capacity units in ‘Domestic Airline Self-Sufficiency,” 
American Economic Review, March 1952, pp. 103-25. The 
exchange is found in ibid., June 1953, pp. 368-377, especially 
pages 370 and 374. 
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substantially influenced by the propor- 
tion of a company’s total traffic that re- 
ceives terminal handling.’ The carriers’ 
accounting system provides a terminal 
cost category which includes on the 
average about 15 percent of total oper- 
ating expenses. Being sensitive to the 
terminal requirements of traffic, they are 
excluded from the vehicle-mile costs and 
are separately treated. 

In addition to the expenses labeled 
“terminal”? in the account classifications, 
additional costs associated with terminal 
operations appear in other accounts, 
such as pick-up and delivery drivers’ 
wages, fuel and tires for city trucks, de- 
preciation and maintenance of city ve- 
hicles, and related items. Furthermore, 

parts of other expense items are allocable 
to pick up and delivery operations. The 
complete division of all costs into strictly 
line haul and terminal categories there- 
fore requires a separate cost study for 
each carrier.* This is an involved under- 
taking requiring intimate access to a 
company’s operating data, but one which 
is fortunately not necessary for purposes 
of this analysis since allowance can be 
made for interfirm differences in ter- 
minal requirements. 

The intrusion of some terminal outlays 
in costs which are stated in vehicle-mile 
units penalizes carriers performing larger 
amounts of terminal services. The result 
is an inflation of vehicle-mile costs which 

&As a general proposition, truck-load shipments are 
loaded and unloaded by the customers and do not pass over 
the terminal docks. Less-than-truckload shipments, on the 
other hand, usually go through the terminals. 

*Cost studies of the Commission’s staff indicate that 
strictly line haul ex those that vary with mileage 
operated—account for about 55 percent of the total. The 
present study, however, is not directly concerned with the 
identification of such costs, which would exclude many 
items of supervision, insurance, and other expenses. The 
concern here is with measuring the cost of supplying a unit 
of capacity and such items should be included whether or 
not they vary directly with mileage. Expenses associated 
with the terminal function, however, are of a different sort 
since the terminal requirements of a traffic pattern directly 
determine the amount of work which a carrier must do 
precedent to vehicle movement. 



230 LAND ECONOMICS 

is unrelated to efficiency and is par- 
ticularly severe for short-haul carriers. 
The greater terminal requirements entail 
larger outlays in getting a vehicle or- 
ganized for movement and a relatively 
short haul places a high burden on each 
vehicle-mile preformed. 

The statistical distinctions that are 
important in identifying vehicle-mile 
costs with such operating disabilities are 
the percent of total traffic which moves 
in truckload quantities and average 
length of haul of shipments. Two cate- 
gories of costs are accordingly recognized 
in this study. First in importance are 
those which exclude the terminal cost 

, accounts but which nevertheless reflect 
‘terminal elements requiring interpreta- 
tion in terms of relevant operating data. 
These are expressed in terms of vehicle- 
miles. The second category, embracing 
the expenses in the terminal cost accounts 

_as such, covers the major portion of 
termina] outlays and is couched in 
terms of tons. 

Firm Size and Operating Costs 

The derivation of relationships between 
firm size and unit costs requires the de- 
termination of an acceptable measure of 
scale which poses something of a problem 
in connection with transport enterprises. 
In ordinary terminology the scale of 
operations increases with the applica- 
tion of additional investment and may be 
measured by assets. In transport enter- 
prises, additional output may be realized 
through route extensions not necessarily 
entailing investment increments. Such 
expansion is neither precisely a more in- 
tensive utilization of a given plant, the 
situation portrayed by the short run 
average cost curve, nor a change in the 
scale of operations. Despite this am- 
biguity, it seems clear that assets are 
superior to route miles as the scale indi- 
cator since, as a practical matter, route 

extensions are doubtless commonly as- 
sociated with some investment incre- 
ments for servicing the additional routes. 

Further characteristics | somewhat 
unique to the motor carrier industry also 
complicate the selection of a scale indi- 
cator. Many firms lease one or more 
terminals as well as portions of their 
mobile equipment. Also, differences in 
the magnitude of terminal facilities occa- 
sioned by the amount of truckload traffic 
handled by carriers are significant. Be- 
cause of such factors a company may be 
small as measured by assets but actually 
operate on a relatively large scale.’ 

An alternative scale measure is operat- 
ing revenues, but this is not completely 
satisfactory because firms of the samé size 
as measured by total owned and leased 
assets have different revenue-generating 
Capacities. However, a very high corre- 
Adtion between assets and revenues indi- 
“cates that this conflict is not serious. 
When assets and revenues were plotted 
on a scatter diagram all but twoof the 114 
companies followed a closely confined 
path. Furthermore, virtually the same 
cost pattern appears whether size is 
measured by assets or operating revenues. 
Accordingly, assets is accepted as the 
basic measure of scale. 

The Cost Pattern. The evidence indi- 
cates a general association between small 
scale and high costs. Different cost 
plateaus emerge for three ranges of 
plant size—up to $350,000 of tangible 
assets, $350,000 to $1,000,000, and over 
$1,000,000. This pattern is described by 

7Since the annual reports do not attempt to provide 
asset values for leased equipment, it is impossible to eliminate 
the problem by using a combination of owned and leased 
assets as a measure of size. 

*This grouping will be maintained throughout, with 
reference being made to small, medium, and large firms. 
The same pattern appears when costs are plotted against 
operating revenues. In this case the plateaus are associated 
with small firms up to $1,000,000 in revenues, middle-sized 
firms from $1,000,000 to $3,500,000, and large companies 
over $3,500,000. The high-cost carriers identified as small 
in the asset test are identical with those characterized as 
small in the revenue test. 



iS=- 

at 

li- 

re 

in 
a- 

‘ic 

2e 

ly 

t- 

i- 

st 

SOME ASPECTS OF MOTOR CARRIER COSTS 231 

comparative average vehicle-mile costs 
of 67 cents for small, 56 cents for middle- 
sized, and 51 cents for large companies. * 
Perhaps the outstanding feature of the 

cost distribution is the concentration of 
firms of all sizes within the 40- to 60-cent 
band, with the most numerous and 
greatest departures from this range oc- 
curring primarily for firms under $350,- 
000. Instead of a regression truly por- 
traying a negatively inclined curve of 
scale economies, the basic shape is a step 
pattern, with the floor at the 40- to 60- 
cent band, a step to 80 cents between 
$1,000,000 and $350,000 in assets, and 
another step to the vicinity of $2.00 
below $350,000. According to this 
evidence, small firms are commonly as 
efficient as large ones. However, certain 
factors associated with small size create a 
propensity for some companies to ex- 
perience extraordinarily high unit costs. 
Further analysis is required to identify 
the operating factors that induce high 
costs by some small firms and to deter- 
mine whether they are a function of size. 

* This and other summary data are drawn from Table I. 
Space does not permit inclusion of complete data for the 
114 firms. 

Interpretation of the Cost Pattern. Al- 
though high unit costs are associated 
primarily with small firms, a closer 
study of relevant cost and operating 
data reveals two basic propositions re- 
garding the relationship between firm 
size and efficiency: (1) The high costs of 
some firms are attributable to specific 
operating characteristics. (2) The oper- 
ating features identified with high unit 
costs are commonly associated with small 
firms but they are not a necessary feature 
of these companies. Small operators as 
favorably situated in these respects as the 
larger ones are just as efficient. These 
propositions are supported in the follow- 
ing sections. 

Operating Features and Vehicle-Mile Costs. 
Since the present interest is in scale 
economies, it is imperative to detect the 
influence on cost of differences in plant 
utilization. Furthermore, the intrusion 
of terminal outlays in the vehicle-mile 
costs makes them sensitive to variations 
in terminal requirements and length of 
haul. According to the evidence, de- 
ficiencies in utilization and haul pat- 
terns largely account for high costs. 

TABLE I—Group Summary or Costs AND OPERATIONAL CHARACTERISTICS BY SIZE CATEGORY, 

CENTRAL TERRITORY MorTor Carriers: 1952 

Carrier Size Category 
Operational Characteristics 

Large Medium Small 

All 60 Cents Over 60 
and under Cents 

Number of companies............. 9 37 68 31 37 
Average cost per vehicle mile (cents) 51 56 67 51 83 
Vehicle Miles per route mile....... 3,500 2,800 | 2,635 3,100 2,249 
Percent traffic truckload........... 56 54 50 48 53 
Average haul (miles).............. 173 173 125 171 84 
Cross products (000).............. 566 526 308 450 193 
Operating ratio................6. 94.4 93.2 | errs eee 

Source: Computed from Carrier Annual Reports to the Interstate Commerce and American Trucking Commission 
Associations, Financial and Operating Statistics, Class Moter Carriers of Property, 1953. Data for 1952 were the most recent 
available when this study was commenced. 
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Since the high costs were realized mostly 
by small firms, attention will be focused 
on this group of carriers. 

A basic indicator of utilization is 
vehicle-miles per route mile, which 
measures the intensity of vehicle employ- 
ment in terms of routes operated. The 
influence of this factor is indicated by the 
cost performance of sub-groups of small 
firms. While the all-company average 
was 2,635 vehicle-miles petJroute mile 
those in the 40- to 60-cent cost range 
averaged 3,100. On the other hand, 
costs from 60 to 80 cents were associated 
with a composite utilization ratio of 
2,565 and the high cost carriers over 80 
cents achieved only 1,858. Only one 
carrier in the latter group exceeded the 
small company average. Of the 39 with 
costs over 60 cents, 29 were below aver- 

age in route utilization. Conversely, 
only 4 of the 25 with above average ratios 
exceeded the 70-cent cost level. It is 
apparent, however, that route utilization 
does not fully explain the cost distribution. 
Many carriers achieved low costs despite 
a low utilization factor; 15 of the 32 com- 

panies under 60 cents had ratios below 
the over-all average. 

The extent of the intrusion of terminal 
expenses in the vehicle mile costs is indi- 
cated by the percentage of traffic which 
is handled in truck-load quantities, and 
therefore requires no terminal handling. 
Analysis of this measure reveals that the 
high-cost carriers experienced no disad- 
vantage in this respect. But the cost in- 
fluence of terminal requirement also 
depends on haul patterns. The shorter 
the haul, the heavier the terminal burden 

falls on each performance unit. 

Grouping the small firms by cost per- 
formance reveals a consistent pattern 
associating higher costs with shorter 
average hauls. Carriers who main- 
tained costs under 60 cents had a com- 
posite haul average of 171 miles. By 

contrast, the 60- to 80-cent group aver- 
aged only 103 miles and the high-cost 
group (over 80 cents) only 78 miles. 
Only 6 of the 20 with costs under 60 cents 
were faced with an average haul less 
than 75 miles. As with route utilization, 
however, the exceptions to the basic 
pattern indicate that average haul varia- 
tions do not fully explain the observed 
cost behavior. Since each provides a 
partial explanation, it is meaningful to 
assess their combined role in explaining 
the cost differentials. 
A useful device for combining these 

two cost determinants is the cross product 
of the route utilization ratio and the 
average haul for each firm.'® Relating 
the cross products to vehicle-mile costs 
provides a highly consistent pattern that 
almost completely explains the high costs 
of some of the small companies. 

High costs are confined exclusively to 
firms with cross products under 300,000. 
Only one company above this level ex- 
perienced costs over 70 cents and only 
three over 60 cents. Of the 35 companies 
exceeding the 60-cent cost level, 32 had 
cross products below 300,000. This 
figure appears to establish a critical mini- 
mum beyond which there is little chance 
of experiencing high costs. Further- 
more, there appears to be no cost ad- 
vantage in a higher figure. The products 
ranged continuously to well over 1,000,- 
000; but throughout the range over 
300,000, costs varied indiscriminately 
within the 40- to 60-cent band. How- 
ever, low costs were achieved by some 
companies despite an unfavorable cross 
product. Fifteen companies with indi- 
cators under the critical minimum kept 
their costs under 60 cents. 

~ The ability of some carriers to maintain 
favorable costs despite low cross products 
raises the question of the relative signifi- 

10 For example, a carrier with a 100-mile average haul 
and a route utilization factor of 2,000 would have a cross 
product of 200,000. 
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cance of the two components, average 
haul and route utilization. Comparing 
firms with costs over and under 70 cents 
suggests that a low product arising from 
unfavorable route utilization is not so 
damaging as one resulting from a short 
average haul. Of 26 companies under 70 
cents despite low cross products, 15 were 
above average in average haul and fell 
below the 300,000 limit because of low 
route utilization. By contrast, only four 
were superior in route utilization. 

Firm Size and Efficiency. It is clear that 
the operating attributes which occasion 
high costs are a common liability of 
small firms. As a group these companies 
exploit their routes less intensively than 
medium and large ones, as indicated by 
average utilization ratios of 2,600, 2,800, 
and 3,500 for the successively larger 
categories. Similarly the short-haul 
propensity of smal] companies is shown 
by an average of 125 miles, somewhat 
less than the 173 miles achieved by the 
two groups of larger carriers. Thecom- 
bined influence of the utilization 
and haul deficiencies of the small com- 
panies is reflected in a group average 
cross product of only 308,000, far below 
the 526,000 and 556,000 achieved by the 
middle-sized and large companies. 

But it is equally clear that utilization 
and haul deficiencies are not a necessary 
characteristic of small operations. 
Eighteen of the 68 small companies ex- 
ceeded the large firm utilization average 
and 17 the haul average. This superiority 
was combined in 15 firms who were 
therefore able to exceed the average 
cross product of the large carriers. 

As a general proposition, small com- 
panies who were not disadvantaged in 
utilization and haul characteristics per- 
formed as efficiently as bigger ones. 
Thirty-one small operators held costs 
below 60 cents, comparable to those for 
the bigger companies. This cost per- 

formance was achieved with a composite 
cross product of 450,000, somewhat below 
the 566,000 of the large group. This 
reflects the proposition previously ad- 
vanced that little or no cost advantage 
arises from a cross product over 300,000. 

Terminal Costs. Consideration of costs 
in the strictly “terminal” category 
(omitted from the previous analysis) 
reveals no advantage for large firms; in 
fact, there is a strong indication that 
small firms have lower terminal costs than 
do bigger ones. Since terminal outlays 
are sensitive to the proportion of traffic 
handled in truckload quantities, costs 
must be interpreted in these terms. A 
least-squares regression line drawn from 
a scatter diagram of terminal costs and 
truckload percentages shows _ the 
‘normal’? relationship between these 
variables. Terminal costs above such a 
regression line are relatively high con- 
sidering the amount of traffic which 
ostensibly received terminal handling 
and those below are comparatively 
superior. Relating each firm’s actual 
costs to the regression value associated 
with its truckload percentage measures 
its comparative performance. This pro- 
cedure produced the following pattern 
for different size firms: 

Number of Firms 
Size Category | Average Below Regres- 

Deviation Total sion Line 

Small......... —$.23 29 23 
Medium....... +.11 36 14 
Large. ........ + .82 7 0 

Most of the small companies exceeded 
the standard performance while all of 
the large ones were deficient. 

The sensitivity of terminal costs per 
ton to traffic characteristics makes this 
conclusion somewhat tentative. But 
there is no apparent a priori reason why 
large firms should suffer cost disabilities 
from such considerations as commodity 
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density and size of shipments. The pos- 
sibility was recognized that the greater 
emphasis of large firms on distribution 
(as contrasted with key point) operations 
might inflate terminal costs but this does 
not appear to be the case. This proposi- 
tion was tested by selecting for com- 
comparison 20 firms with assets under 
$500,000 and 22 larger than this size. 
The selection was made to secure com- 
parability in truckload percentages and 
route mile-average haul ratios.1! These 
indicators for the two groups were vir- 
tually indentical—55 to 54 and 7.5 to7.4. 
Despite this comparability, average ter- 
minal costs per ton were $1.67 for the 
smaller firms and $2.29 for the larger. 

The Large Interterritorial Carriers. Con- 
sideration of the large interterritorial 
carriers does not alter the fundamental 
pattern. Analysis of the vehicle-mile 
costs of 92 interterritorial carriers operat- 
ing in Central Territory and adjacent 
states reveals the same 40- to 60- 
cent bulk line. Seventy-three percent of 
these companies, whose assets ranged to 
over $8,000,000, were in this same broad 
range that characterized the intraterri- 
torial carriers whose maximum size was 
about $2,000,000. Ten were over this 
band and 15 under, with departures 
quite unrelated to size. 

Operating Efficiency and Financial Health 

A basic objective of both management 

and regulation policy is financial sta- 
bility for individual firms. Since the 

operating ratio is the commonly accepted 
measure of financial health in rate cases 
and in fiscal analysis generally, it is de- 

sirable to determine its relationship to 
firm size and efficiency. It is important 
to see how firm expansion and efficiency 

11 This ratio indicates the relative importance of distribu- 
tion operations and key point (terminal-to-terminal) opera- 
tions; the higher the ratio, the greater the distribution 
activity. 

improvements contribute to financial 
health. 

Firm Size and Operating Ratios. The re- 
lationship between firm size and operat- 
ing ratios indicates the extent to which 
carrier expansion may be expected to 
yield improved ratios and minimize 
financial paucity arising from region- 
wide rate adjustments. The data reveal 
virtually no operating ratio variations in 
the several size categories. The group 
averages were 93.7 for small, 93.2 for 
medium, and 94.4 for the large carriers, 
with comparable ranges among the 
three groups. There is no basis for ex- 
pecting a reduction in operating ratios 
from expansion since big carriers are not 
necessarily the financially strong carriers 
according to this test. In fact, among 
the firms covered here, weak carriers are 
in general slightly larger than strong 
ones. !? 

Efficiency and the Operating Ratio. Factors 
other than efficiency are of sufficient im- 
portance in determining the operating 
ratio to preclude a close association be- 
tween the two variables. Classifying the 
carriers by their performance relative to 
the average operating ratio (93.8) and 
the top of the bulk-line cost band (60 
cents) produces the following four groups. 

Group Companies Description 

Eevodectecwes M0: .s% High costs and low op. ratio 
(high cost deviates) 

WRG 5: s:oieisiave ciaiete BO ssaae High costs and high op. ratio 
(high cost normals) 

MR sioryia) sisereicts BBs <0 Low costs and low op. ratio 
(low cost normals) 

BW cuss \isoeisiocs Biccas Low costs and high op. ratio 
(low cost deviates) 

According to this classification, 61 com- 
panies maintained a normal relationship 
where high costs combined with high 
operating ratios and low cost with low 
ratios. On the other hand, 51 companies 
deviated from this normal pattern and 

12 Comparative group average asset figures are $367,000 
for 52 strong carriers and $409,000 for 62 weak ones. Strong 
carriers are here defined as those with operating ratios 
below the 93.8 group average. 
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suffered high operating ratios despite low 
costs or enjoyed low ratios despite high 
costs. !8 

The efficiency measure reflects only 
costs, but the operating ratio is derived 
from both costs and revenues. The per- 
versity must therefore arise from revenue 
considerations. The total costs and 
revenues which comprise the operating 
ratio may be reduced to capacity units 
and expressed as the ratio between cost 
and revenue per vehicle mile.'4 With 
equal levels of efficiency, operating ratios 
will depend on ability to exploit the 
revenue potential of each vehicle mile of 
capacity produced. Vehicle-mile reve- 
nues will vary with either or both: 
(1) the revenue-producing employment 
of each vehicle mile and (2) the rates 
associated with the useful employment. 

Revenue-producing employment is 
measured by vehicle utilization, which 
has two dimensions—the proportion of 
total vehicle miles operated with loads 
and the weight carried by loaded units. 
Both aspects are included in reported 
average loading figures which are com- 
puted from the ratio of ton miles to total 
vehicle miles, both loaded and empty. 
But utilization considerations do not 
appear to explain the observed relation- 
ship between efficiency and operating 
ratios. The two high-cost groups had 
virtually identical loading averages and 
the slight difference in the figures for the 
low-cost carriers actually favored those 
who suffered high operating ratios (group 
IV). But the most pointed comparison is 

18 These classifications are predicated on “other than 
terminal costs.”” The exclusion of this cost group is, however, 
of little significance. The margin between the average 
terminal cost for groups I and II was 27 cents, which amounts 
on the average to less than 1 cent per vehicle mile. 

16 Operating ratio= 
vehicle miles x average cost per vehicle mile 

vehicle miles x average revenue per vehicle mile 
The vehicle miles may be cancelled out, leaving the average 
cost and revenue relationship as the measure of the operating 
Fatio. 

between the two groups of deviates. The 
low cost-high operating ratio group (IV) 
handled 9.2 ton miles of revenue freight 
for each vehicle mile, somewhat higher 
than the 7.3 loading of the group that 
managed a low operating ratio despite 
high costs (I). Despite their revenue 
disability, firms in the former group had 
a distinct advantage in vehicle utilization 
over those that were unusually strong in 
revenue-generating capacity. According 
to this evidence, the efficiency-operating 
ratio discrepancies which were traced to 
differences in revenue-generating ability 
are associated with the revenue produc- 
ing character of the traffic handled. 

Since important rate structures are 
commonly of general application within a 
territory, rate differences are a function 
of types of traffic handled in a system of 
discriminatory prices. Analysis of this 
proposition is furthered by reducing the 
operating ratio to traffic units and 
restating it as the ratio between average 
cost and average revenue per ton mile. 
Average cost per ton mile is determined 
by the general level of efficiency, meas- 
ured by vehicle-mile costs, and by the 
types of traffic handled. Average rev- 
enue is controlled, in a system of 
differential pricing, by the rates applied 
to various services and, as is true for 

costs, by the traffic pattern. If two firms 
of equal efficiency have different traffic 
patterns, their operating ratios will be 
the same with identical cost-revenue 
margins for their respective traffic units. 
If, however, the margin is typically much 
narrower for one, it will have a higher 
operating ratio despite the equal efh- 
ciency. 

A relatively high operating ratio will 
emerge in two types of circumstances. 
The first involves high-cost carriers un- 
able to exact rates sufficiently high to 
compensate for their inefficiency, which 
describes the “high-cost normals.” The 
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other case includes efficient firms with 
service patterns having low revenue-cost 
margins, represented by the “low-cost 
deviates.” Similarly, favorable operat- 
ing ratios are realized by efficient carriers 
with rate structures appropriate to traffic 
unit costs (the “low-cost normals”) and 
by high-cost carriers whose rates are high 
relative to the cost characteristics of their 
traffic patterns (the “‘high-cost deviates’). 

Observations on Management and Regulatory 
Policy 

The generalizations developed in the 
foregoing analysis provide a basis for 
observations regarding management de- 
cisions and regulatory policy involving 
especially questions of firm expansion, 
rate making, and weak carriers. 

Expansion. The evidence indicates that 
firm expansion per se is not an avenue to 
greater efficiency as measured by unit 
capacity costs. Expansion which leads 
to more intensive route utilization or an 
increase in average haul may reduce 
costs but the possibilities are distinctly 
limited. Unless the firm’s pre-expansion 
cross product is below the critical mini- 
mum, little cost reduction can be ex- 
pected since it is probably operating at 
or near the minimum attainable cost 
level. Managerial expansionist policies 
should accordingly be tested in terms of 
these propositions although cost reduction 
is clearly not the only motive for ex- 
pansion. 

These observations are especially rele- 
vant for regulatory policy in certificate 
and unification cases. Subject to the 
limitations indicated above, a case for 

economy may generally be made in cer- 
tificate extensions which broaden com- 
modity authority or eliminate restrictions 
on service to intermediate and off-line 
points and thereby permit fuller route 
utilization. Capacity cost reductions 
may also arise from commodity or route 

extensions which contribute to a longer 
average haul, but route additions which 
simply entail traffic increments with the 
same general haul pattern are not apt to 
bear much economy fruit. In this cir- 
cumstance other considerations in ex- 
pansion litigation, such as service im- 
provements and the desirability of addi- 
tional competition, may well be con- 
trolling without sacrificing economy. 

In unification cases generalized claims 
of enhanced efficiency are suspect unless 
acquisitions contribute to cost-reducing 
operating patterns. Specifically, end-to- 
end consolidations are apt to increase 
average haul and parallel combinations 
may improve route utilization. But in 
general, and as a limiting factor, there is 
little prospect for economy unless the 
firm is fairly small with high costs and a 
low route utilization-average haul cross 
product. In the absence of such specific 
showings, it is appropriate to base deci- 
sions on considerations other than 
economy. 

In both certificate and unification 
cases, the problem of the effect on rival 
carriers has received substantial con- 
sideration. It is not likely, however, 
that diversion of traffic will in itself im- 
pair serviceability or increase costs in 
the long run because of the constant cost 
pattern. In fact, the diversion of short- 
haul traffic to a carrier well over the 
critical cross product from one under this 
minimum may well lower the costs of 
one and not adversely affect the efficiency 
of the other. The reverse is also true; 
diversion of long-haul traffic may be 
desirable in terms of over-all economy, 

depending on the operating patterns of 
the carriers involved. 

The Weak Carrier Problem. Weak car- 
riers—inferior in financial respects and 
identified by high operating ratios— 
are an inevitable problem where rate 
levels are administered on the basis of 
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regional averages. Such firms increase 
the average rate requirements of the 
carriers collectively. They also pose the 
problem of maintaining their service 
standards in a setting geared to the 
financial needs of an “average cartier” 
more favorably situated. 

The evidence strongly indicates that 
there is no close association between 
financial weakness and size. Accordingly, 
there is little prospect for curing the weak 
carrier problem through expansions or 
unifications as such. But despite the 
loose group association between size and 
operating ratio, expansion for a specific 
firm which embraces cost-reducing char- 
acteristics will clearly yield a lower oper- 
ating ratio with a given level of rates and 
earnings. 

Significant aspects of the weak carrier 
problem can be identified by reference 
to the four categories of firms established 
in the operating-ratio analysis. (1) Weak 
carriers with high costs constitute the 
high cost norm. Their operating ratio 
and weak position can be improved by 
extensions which increase efficiency and 
reduce money costs. (2) Weak carriers 
with low costs are the low cost deviates, 
having a high operating ratio despite 
relative efficiency. The chances are less 
good for improving their financial situa- 
tion by expansions designed to increase 
efficiency. The more fruitful approach 
is in rate revisions or commodity ex- 
tensions designed to eliminate maladjust- 
ments in the relationship between rates 
and traffic unit costs. Improvement will 
result from certificate amendments au- 
thorizing commodities with large revenue 
margins over costs, but there is little 
opportunity for this with general com- 
modity haulers. Such traffic acquisitions 
are largely a managerial problem of 
solicitation. (3) Strong carriers with 
high costs—the high cost deviates—re- 
ceive a windfall. Relative inefficiency is 

obscured by a preponderance of high- 
margin traffic. This proposition might 
well be considered in certificate and uni- 
fication cases where carriers which would 
be adversely affected are in this category. 
(4) The final group, strong carriers with 
low costs, are the low cost norms and 
and represent no problem. 

Rates. According to the I.C.C. staff 
studies, aggregate costs are about 10 
percent constant and 90 percent vari- 
able.'* These studies are based on 
utilization, measured by ton miles per 
route-mile. As traffic density increases, 
total costs rise only 90 percent as fast as 
volume. For example, if firm A has x 
ton-miles per route-mile and B has 2x, 
B’s total costs per route-mile will be 1.9 
times A’s. It is inferred from this that, 
if A doubles output and traffic density 
(i.e., assuming no increase in route miles 
operated), total costs will increase by 90 
percent. These cost formulations, which 
have been employed in recent territorial 
motor carrier rate cases,/associate volume 
increases with enhanced traffic density to 
produce declining marginal costs. Ac- 
cording to the evidence developed in this 
analysis, however, reduction in unit costs 
from business expansion reguires an in- 
crease in density (measured by vehicle 
miles per route mile) or a more favorable 
operating pattern, particularly a longer 
average haul. Although volume incre- 
ments doubtless are often associated with 
density increases, this is clearly a special 
case. Large companies in terms of 
assets, operating revenues, and other size 
indicators, commonly operate more route 
miles than smaller ones. If a firm ex- 
tends its routes to serve new points, the 
new traffic would not contribute to 
a density increase on the old routes. 

18Bureau of Accounts, Cost Finding and Valuation, 
Explanation of the Development of Motor Carrier Costs with 
Statements as to their Meaning and Significance, (Washington: 
Interstate Commerce Commission, April 1954), Statement 
1-54. 
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Some expansions clearly occur under 
conditions of constant long run marginal 
costs. Predicating rates for such traffic 
increments on the declining marginal 
costs indicated in the cost studies, may 
cause maladjustments in cost-revenue re- 
lationships on specific traffic segments. 

Another source of maladjustment 

emerged in this analysis. The phenome- 

non of relatively efficient carriers with 
high operating ratios and relatively in- 

efficient firms with low ratios suggests an 

anomaly in the rate structures. The 

discriminatory process may produce rev- 

enues adequate on the whole to cover 

the financial requirements of a bulk line 

of carriers. However, the traffic make- 

up of carriers is quite different, even for 

general commodity haulers. Specializa- 

tions have developed and the relative im- 

portance of revenues received from speci- 

fic categories of traffic will vary widely. 
A carrier with a heavy concentration on 

low margin traffic will suffer a high oper- 

ating ratio, even though operating effi- 

ciently. 

Such maladjustments are empirically 
confirmed by the Commission’s territorial 
cost studies which relate out-of-pocket 
costs and revenues for specific traffic 
segments.'® ‘These studies show that a 
number of traffic categories are carried 
at rates below out-of-pocket costs. This 
suggests that price differentiation is not 
appropriately applied in connection with 
motor carrier rates. The motor carriers 

apparently have depended too much on 
railroad price leadership and accorded in- 
sufficient weight to their own costs. 

16 See, for example, Bureau of Accounts, Cost Finding and 
Valuation, Southern Motor Carrier Cost Study—Year 1950 
(Washington: Interstate Commerce Commission, April 
1953), Statement 2-53, pp. 269 ff. In this study, out-of- 
pocket deficits are primarily associated with short hauls of 
small shipments. 

Rate structure revision designed to adapt 
more closely to costs may be detrimental 
to some companies and beneficial to 
others in specific competitive situations. 
But it would rationalize the industry at 
the appropriate level of investment. 

General Summary 

This study has described—within the 
limits of available data, time, and space— 
some significant cost relationships in the 
motor carrier industry. The evidence 
adduced for the firms studied establishes 
the absence of economies of scale in this 
industry. It futher indicates a devious 
relationship between efficiency and finan- 
cial health which renders motor carrier 
rate structures highly suspect and suggests 
serious maladjustments in rate-cost re- 
lationships. 

The propriety of present regulation is 
receiving unprecedented study. The 
Weeks’ Committee Report and imple- 
menting legislation propose substantial 
revision in current practices of rate regu- 
lation.'7 The Senate Select Small Busi- 
ness Committee recently issued a report 
sharply criticizing the Commission’s per- 
formance in motor carrier certificate and 
unification cases.1* The generalizations 
developed here may be useful in gauging 
the ultimate effects of existing rate- 
making practices and of expansionists 
policies. It is hoped that the propositions 
established will be further tested and 
that new areas of inquiry will be ex- 
plored. 

17 Presidential Advisory Committee on Transport Policy 
and Organization, Revision of Federal Transportation Policy 
(Washington: Superintendent of Documents, 1955). Im- 
plementing legislation is proposed in S. 1920 and H.R. 6141, 
84th Congress, 1st Session. 

18 Competition, Regulation, and the Public Interest in the Motor 
Carrier Industry, Report of the Select Committee on Small 
Business, United States Senate, Senate Report No. 1693, ‘ 
84th Congress, 2nd Session (Washingtcn: Superintendent 
of Documents, 1956). 
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Effects of Credit and Monetary Policy on Real 
Estate Markets: 1952-1954 

By SAUL B. KLAMAN* 
REDIT and monetary policy is gen- 
erally regarded as having had an 

important influence on the course of 
residential mortgage and real estate de- 
velopments in recent years.. The precise 
nature of this influence has not always 
been readily discernible in the record, 
partly because periods which encom- 
passed both a policy of credit restraint 
and credit ease have been short relative 
to the time ordinarily required for market 
adjustments to take place, and partly 
because other factors are always at work 
influencing market activity. Despite 
such limitations, however, a study of 
recent changes in mortgage and housing 
markets does reveal how general credit 
and monetary policy has operated first 
to restrain and then to encourage activity. 
Conclusions which clearly emerge are 
that the impact of changes in monetary 
policy varies widely between the major 
types of mortgage lenders, between FHA- 
insured, VA-guaranteed and conven- 
tional mortgage financing, and between 
transactions in new and existing proper- 
ties. Furthermore, there is a substantial 
lag in the response of mortgage and hous- 
ing market activity to changes in mone- 
tary policy. 

Credit Restraint, Mid-1952 to Mid-1953 

Effects on Mortgage Markets. At the 
beginning of the period of general 
credit restraint in mid-1952, real estate 
mortgage credit was already under re- 
straints affecting both demand and 

* Economist, Division of Research and Statistics, Board 
of Governors, Federal Reserve System. The views expressed 
in this article are those of the author and do not necessarily 
reflect the views of the Board of Governors. Mr. Klaman is 
currently on leave to the National Bureau of Economic Re- 
search where he is preparing a monograph on the “Post- 
war Mortgage Market” as part of the Bureau’s Postwar 
Capital Market Study. 

supply. Selective regulation of real 
estate construction credit, imposed in 
October 1950 under Regulation X, was 

exerting a restraining influence on con- 
sumer demands for mortgage credit.! 
Funds for mortgages and other long-term 
investments had become less readily 
available after the Federal Reserve with- 
drew its support of the government securi- 
ties market in March, 1951.2 Investment 

in mortgages underwritten by the Federal 
Housing Administration and Veterans 
Administration, for which maximum 
interest rates were fixed by law or regula- 
tion, had declined substantially in 1951 
and the first half of 1952, as shown in 
Chart 1, following the general rise in 
market interest rates and yields on alter- 
native investments. Conventional mort- 

gage lending, meanwhile, increased sub- 
stantially, reflecting the greater flexibility 
of interest rates on such loans, the in- 

creased importance in the market of 

savings and loan associations, and the 

exemption from Regulation X of con- 

1 For a description and analysis of the selective regulation 
of real estate credit (Regulation X) see: (1) Board of Gov- 
ernors of the Federal Reserve System, Thirty-seventh Annual 
Report, 1950, pp. 16-18 (2) U. S. Congress, Joint Com- 
mittee on the Economic Report, “Monetary Policy and the 
Management of the Public Debt: Their Role in Achieving 
Price Stability and High-Level Employment (Replies to 
questions and Other Material for the Use of the Sub-commit- 
tee on General Credit Control and Debt Management),” 
82nd Congress, Senate Document No. 123, Part 1, pp.|419- 
427; (3) R. J. Saulnier, “An Appraisal of Selective Credit 
Controls,” American Economic Renew, Papers and Proceed- 
ings, May, 1952, pp. 247-268. 

2 There have been numerous statements and articles de- 
scribing and analyzing the effects of the Federal Reserve- 
Treasury ‘“‘accord” of March, 1951, e.g., Board of Governors 
of the Federal Reserve System, Thirty-eighth Annual Re- 
port, 1951, pp. 3-9; G. L. Bach, “The Federal Reserve and 
the Treasury,” Harvard Business Review, November, 1951, pp. 
29-39; Wm. McC. Martin, Jr., “The Transition to Free 
Markets,” Federal Reserve Bulletin, April 1953, pp. 330-335; 
Albert R. Koch, “Money Market Developments”—from 
the “Accord” to mid-1952, The Journal of Finance, May, 1955 
pp. 286-291. 
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ventional mortgage credit extended on 
existing houses. 

In late 1952 and early 1953, all direct 
controls on real estate were terminated 
and general credit measures became the 
chief restraining influence. Over-all de- 
mands for credit were strong and interest 
rates increased markedly from mid-1952 
to mid-1953. To remove or moderate the 
competitive disadvantage for federally- 

CHART 1—Home Mortcace Lenpinc 
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1950 1951 1952 1953 1954 
Note:—Semiannual totals. Conventional loans represent 

the difference between nonfarm mortgage recordings of 
$20,000 or less and government underwritten loans on 1- 
to 4-family houses. Government-underwritten loans are 
loans insured by the Federal Housing Administration and 
those guaranteed or insured by the Veterans Administration. 

underwritten mortgages, maximum in- 
terest rates on FHA-insured and VA- 
guaranteed mortgage loans were in- 
creased, in early May 1953, from 4% and 
4 percent respectively, to 4% percent. 
This action followed the treasury offer- 
ing in late April of a long-term govern- 
ment bond with a coupon rate of 3% 
percent, the highest in several years. 
Yields on non-mortgage long-term in- 
vestments continued to rise after. early 
May, and the increase in FHA and VA 
interest rates improved only slightly the 

competitive position of such mortgages 
in the capital market. 

Demands for mortgage credit, during 
the period from mid-1952 to mid-1953, 
were generally in excess of the supply of 
funds available at interest rates and other 
terms then prevailing. Nevertheless, the 
total amount of new mortgage credit ex- 
tended (over 19 billion dollars) was a 
record high. Funds for government- 
underwritten mortgages, however, were 
scarce in many areas of the country and 
in other areas were available only at 
large discounts from par. Prior to the 
increase in maximum interest rates, dis- 
counts on FHA and VA loans ran as 
much as 8 or 9 points in the South, West, 
and Far West areas. In mid-summer, fol- 
lowing the rate increase, discounts were 
reduced somewhat but still ranged from 
3 to 5 points in many places. 

Lenders were apparently less willing 
to make VA-guaranteed loans than FHA- 
insured loans, because the former carried 
a lower rate of interest during most of 
this period. The dollar volume of GI 
loans closed on new houses in the twelve 
months ending June 1953, shown in 
Table I, declined markedly, and was a 

much smaller proportion of total mort- 
gage lending than in preceding compar- 
able periods. The inability of many 
veterans to obtain GI loans in this period 
was a deterrent to mortgage borrowing 
and held down the effective demand for 
both new and existing houses. Conven- 
tional mortgage loans, with flexible rates, 
were generally available to borrowers at 
higher interest rates, and on more re- 
strictive terms than had been the case 
prior to credit restraint and selective 
credit regulation. 

Effects on Major Types of Mortgage 
Lenders. The influence of Federal Reserve 
credit measures on real estate markets 
generally has been effected largely 
through their impact on operations of 
mortgage lenders. This impact on the 
major institutional investors has been 
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TABLE I—Mortoace Crepir Extenpep on New and Existina Houszs* 
(In billions of dollars) 

{ 
For new house purchases For existing house purchases 

Total For 
Period mortgage Conven- Conven- | other 

lending | Total | FHA | VA tional | Total | FHA | VA tional | purposes 

Year ending June 30: 
SMe cede cesiceets 16.9 6.8 1.6 2.4 2.8 7.0 8 1.2 5.0 3.1 
Gia - ceusecniaaes ts 16.9 5.9 9 2.4 2.6 7.7 8 9 6.1 3.3 
Li ne 19.1 6.2 1.2 1.8 3.2 9.1 1.0 9 7.1 3.7 
MEIN Ss sderosekeacces 20.3 6.6 1.2 2.2 3.3 9.7 9 1.0 7.8 4.0 

Half year: 
1950—2nd........... 8.9 3.7 9 1.1 1.7 3.6 5 7 2.5 1.6 
1951—1st............ 8.0 3.1 7 1.3 1.1 3.4 sa 5 2.5 1.5 

1951—2nd antsice sine 8.4 3.3 5 1.4 1.4 3.5 4 4 2.7 1.6 
1952—1st............ 8.5 2.6 4 1.0 1.2 4.2 4 5 3.4 1.7 
ie 
1952—2nd........... 9.5 3.3 6 8 1.9 4.4 5 4 3.4 1.8 
1953 Eat. 0.0.60 0000s 9.6 2.9 6 1.0 1.3 4.7 5 5 3.7 1.9 

1953—2nd........... 10.1 3.6 6 1.1 1.9 4.5 5 5 3.5 2.0 
1954—1st........ 10.2 3.0 6 1.1 1.4 5.2 4 5 4.3 2.0 

1954—2nd........... 12.8 4.3 5 1.6 2.2 5.9 5 1.1 4.4 2.6 

* Figures for total mortgage lending are from Federal Home Loan Bank Board and represent nonfarm mortgage re- 
cordings of $20,000 or less. 
estimates based on data from government and other sources. 

broad or limited, quick or slow, depend- 
ing on the primary function of the insti- 
tution and on its position in the financial 
markets. Financial institutions like life 
insurance companies, which have a wide 
degree of investment flexibility, adjust 
their operations quickly to market 
changes resulting from credit and mone- 
tary policy. For commercial banks, 
which place funds in a variety of short- 
term as well as long-term loans and in- 
vestments, lending capacity is directly 
and immediately influenced by the effect 
of Federal Reserve actions on reserve 
positions. Other institutions, like sav- 
ings and loan associations, and to a lesser 
extent mutual savings banks, which 
function largely as depositories for savings 
of individuals and specialize in real es- 
tate mortgages, are only indirectly in- 
fluenced by money market develop- 
ments. * 

2A general discussion of the impact of Federal Reserve 
policy on lending institutions appears in U. S. Congress, 
Joint Committee on the Economic Report, ‘Monetary 

Loans made for new and existing house purchases and for other purposes are Federal Reserve 

Reactions of institutional mortgage 
lenders to changes in money market 
conditions are influenced also by their 
preference for conventional or federally- 
underwritten mortgages, and by differ- 
ences in the extent to which they make 
advance commitments, and in the extent 
to which they obtain their mortgages by 
purchase rather than make them directly. 

Life Insurance Companies. Life insur- 
ance companies invested a much smaller 
amount of funds in new mortgages from 
mid-1952 to mid-1953 than they had in 
preceding years. Acquisitions of VA and 
FHA mortgages, in particular, shown in 
Chart 2, which had dropped rapidly 
during 1951 and most of 1952 following 
the imposition of Regulation X and the 
withdrawal of FederaJ Reserve support 

Policy and the Management of the Public Debt,” op. at., 
pp. 370-373. For a more specific discussion, see symposium 
on “Effects of Recent Credit and Debt Management Policies 
upon Financial Institutions,” by Norris D. Johnson, James J. 
O’Leary, George T. Conklin, Jr., William E. B 
Burton C. Hallowell, Roland I. Robinson, Journal of Finance, 
May 1952, pp. 296-330. 
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of Government securities, remained at a 
reduced level in the last quarter of 1952 
and the first half of 1953. Moreover, a 
large volume of outstanding commit- _ 
ments undoubtedly prevented the decline 
during 1951 and 1952 from being even 

CHART 2—Lirz Insurance Company ACQUISITIONS OF 
FeprraL Housinc ADMINISTRATION AND VETERAN ApD- 
MINISTRATION MORTGAGES 
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Note:—Monthly data from the Institute of Life Insurance. 

greater. While taking up these commit- 
ments, the companies reduced their 
volume of new commitments markedly, 
and committed and invested a larger 
proportion of their funds for corporate 
securities, whose yields were rising. With- 
in the mortgage sector, they adjusted 
their lending to include more of the 
higher yield conventional loans. 

These changes in lending activity of 
life insurance companies were shortly re- 
flected in their mortgage portfolios, as 
can be seen in Table II. From mid-1952 
to mid-1953, additions to residential 

mortgage portfolios totaled only 1.4 
billion dollars, compared with increases 
of 2 billion and 3.4 billion in the two pre- 
ceding twelve-month periods. The pro- 

4 James J. O’Leary, “The effects of Recent Credit and 
Debt Management Policies upon Life Insurance Company 
Investments,” Journal of Finance, May 1952, p. 311. 

portion of federally-underwritten mort- 
gages held at mid-1953 was down sub- 
stantially from earlier periods. 

Savings and Loan Associations. Savings 
and loan associations, in the face of 

general credit restraint, acquired mort- 
gages in record volume from mid-1952 to 
mid-1953 as the flow of savings to these 
institutions continued its rapid postwar 
rise. Since federally-underwritten loans 
were much less readily available from 
other lenders than earlier, many bor- 
rowers turned to conventional loans 
available from the savings and loan as- 
sociations. The increase in their mort- 
gage lending during the twelve months 
ending in mid-1953 amounted to almost 
three-fourths of the increase in all mort- 
gage loans made in that period. 

It is important to note that, while the 
increased volume of lending by savings 
and loan associations reflected chiefly 
conventional mortgages, their lending on 
GI mortgages also increased during the 
period of credit restraint. This contrasts 
with a substantial reduction in the 
volume of GI loans made by other im- 
portant lenders. Savings and loan asso- 
ciations, as shown in Table III, made 
well over one-fourth of all GI loans in the 
twelve months ending in mid-1953, com- 
pared with about one-fifth in the preced- 
ing year. 

The amount of new mortgage credit 
extended by savings and loan associations 
during the years of credit restraint far 
exceeded mortgage debt repayments to 
these institutions, and their mortgage 
portfolios expanded markedly. As can 
be seen from Table II, the increase in 

residential mortgage holdings during the 
year ending June 1953 was nearly 1% 
times that of the preceding twelve 
months, and from 24 to 3% times that 

of other institutional lenders. 
Mutual Savings Banks. Mutual savings 

banks are much fewer in number than 

TAE 
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TABLE II—INcREASES IN RESIDENTIAL MortTGAGE Dest HELp By SELECTED TyPrEs OF FINANCIAL 
INSTITUTIONS * 

(In billions of dollars) 

Private institutions 
| Federal 

Total, Life Savings Mutual National 
Period selected insurance | and loan savings | Commercial] Mortgage 

institutions | companies | associations | banks banks Association 

Year ending June 30: 
Sica dinvavdes 8.7 3.4 1.7 1.7 1.4 5 
Sree 6.7 2.0 2.2 1.3 Pe 5 
O'S Ae aera 7.3 1.4 3.1 1.4 2 4 
re ee 7.3 1.6 3.5 1.6 7 —.2 

Half-year: 
1950—2nd......... 4.8 1.7 9 9 9 va 

1951—1st.......... 3.9 1.6 8 8 a a 

1951—2nd......... 3.5 1.2 9 8 4 mF 
1952—Ist.......... 3.2 8 1.3 .6 3 By 

1952—2nd......... 3.6 i 1.4 7 6 2 
1953—Ist.......... 3.7 AY) 1.7 7 4 3 

1953—2nd......... 3.6 8 1.7 8 4 1 

1954—Ist.... ees 3.6 8 1.9 8 3 —.2 

1954—2nd......... 5.6 KS 2.2 1.0 9 1 

1 Less than 50 million dollars. 
* Data are from Federal Home Loan Bank Board, Federal Deposit Insurance Corporation, Federal National Mortgage 

Association, and Federal Reserve. Data for savings and loan associations represent loans on 1- to 4-family nonfarm houses‘ 
which include more than 95 percent of their residential mortgage loan holdings. All figures for life insurance companies 
are Federal Reserve estimates. 

other financial institutions, and are con- 
centrated in New England, New York, 
and Pennsylvania. Like the savings and 
loan associations their investment pro- 
grams are limited largely to mortgages 
and U. S. Government securities. Un- 
like savings and loan associations, how- 
ever, they invest a much larger propor- 
tion of their funds in federally-under- 
written mortgages, both as originators 
and as purchasers of such loans. § 

As a result of their emphasis on local 
mortgages and their concentrated loca- 

‘John Lintner’s “Mutual Savings Banks in the Savings 
and Mortgage Markets” (Boston: Harvard University 
Press, 1948) presents a comprehensive analysis of the opera- 
tions of mutual savings banks. 

tion in eastern financial centers where 
investment funds were much more readily 
available during the period of general 
credit stringency, mutual savings banks 
continued during this period to regard 
mortgages favorably. They were unique 
in their willingness to invest an increas- 
ing proportion of their funds in federally 
aided mortgages, particularly GI loans. 
This development is not fully reflected in 
the record of GI loan originations, 
shown in Table III, because mutual 
savings banks acquire many mortgages 
by purchase in secondary markets. 

The increased importance of GI loans 
is reflected more clearly by changes in 
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TABLE III—VA-Guarantzep Home Loans Ciosep sy Tyr or Lenper * 
(Amounts in millions of dollars) 

Percentage distribution 

Life | Savings} Mu- | Com- Real Life | Savings| Mu- Real 
insur- | and tual | mer- | estate & insur- | and | tual | Com-/| estate & 

Period Total | ance | loan |savings| cial | mortgage| Total | ance | loan | sav- | mer- | mortgage 
com- | associa-| banks | banks | com- come | associa-| ings | cial com- 
panies | tions panies! panies | tions | banks | banks/ panies! 

Year ending 
June 30: 

1951...... 3,634 | 435 787 352 734 1,325 100 12 22 10 20 36 
1952...... 3,203 | 331 683 434 674 1,080 100 10 21 14 21 34 
9953... 0045 2,737 86 733 466 529 924 100 3 27 17 19 34 
1954...... 3,195 | 125 867 509 434 1,261 100 4 27 16 14 39 

Half-year: 
1950—2nd | 1,800 | 162 432 168 349 688 100 9 24 9 19 38 
1951—1st | 1,834 | 273 355 184 385 636 100 15 19 10 21 35 

1951—2nd | 1,781 | 221 348 238 379 595 100 12 20 13 21 33 
1952—ist | 1,422} 110 335 196 295 485 100 8 24 14 21 34 

1952—2nd | 1,299 45 359 218 275 403 100 3 - 28 17 21 31 
1953—1st | 1,438 41 374 248 254 521 100 3 26 17 18 36 

1953—2nd | 1,626 56 480 282 243 566 100 3 30 17 15 35 
1954—1st | 1,569 69 387 227 191 695 100 4 25 15 12 44 

1954—2nd | 2,688 | 187 496 333 319 1,353 100 7 19 12 12 50 

1 Includes a small amount of mortgages held by individuals and others. 
* Data are from Veterans Administration. 

mortgage holdings even though these are 
affected by repayments as well as new 
lending. From mid-1952 to mid-1953 
when the total increase in mortgage hold- 
ings at mutual savings banks was about 
the same as in the two preceding twelve 
month periods, the increase in federally- 
underwritten loans, especially VA-guar- 
anteed loans, was at a substantially faster 
rate than the increase in conventional 
loans. Partly this reflected the fact that 
savings banks were able to purchase GI 
loans originated in areas outside the East 
at large discounts, and hence realize an 
effective yield which compared very 
favorably with other mortgage and non- 
mortgage investments. 

Commercial Banks. Commercial banks, 
as investors in residential mortgages, 
acted somewhat differently from other 
financial institutions in the period of 
credit restraint. Part of bank adjust- 

ments to changes in reserve positions and 
to security yields resulting from Federal 
Reserve actions is in their mortgage port- 
folios. Because mortgages usually repre- 
sent a small part of their total assets, 
however, these adjustments may not be 
very great nor are they always made 
quickly. 

Moreover, the special nature of com- 
mercial bank operations in the mortgage 
market and limitations of data obscure 
in part the effects of changes in monetary 
and credit policy on their mortgage 
activity. Commercial banks provide a 
substantial volume of funds to the mort- 
gage market through short-term or in- 
terim loans to mortgage lenders and 
builders. Many of these loans are re- 
ported as business loans rather than real 
estate loans, and changes in their volume 
cannot be readily detected in reports of 
condition. 
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The record of commercial bank mort- 
gage lending and portfolio increases re- 
veals that such activity from mid-1952 to 
mid-1953 was somewhat greater than in 
the preceding twelve months. Part of the 
increased volume of new lending repre- 
sented temporary construction loans to 
builders under arrangements for per- 
manent financing by other investors. 
The reduced attractiveness of federally- 
underwritten loans in this period of rising 
interest rates, however, resulted in a 
steady reduction of GI loans made, as 
shown in Table ITI. 

The greater increase in commercial 
bank mortgage portfolios from mid-1952 
to mid-1953 than in the preceding twelve 
months reflected in part the relatively 
small increase during the earlier period 
following withdrawal of Federal Reserve 
support from the Government securities 
market. With the exception of this un- 
usual period, the increase in commercial 
bank mortgage portfolios during the 
twelve months ending in mid-1953 was 
smaller than in any other preceding post- 
war twelve month period. 

Effects on Residential Building and Markets. 

Reduced demand for and availability of 
real estate credit, described earlier, 
caused many builders to limit their 
output of new houses during the period of 
credit restraint. From mid-1951 to mid- 
1952 building under arrangements for 
FHA and VA financing was reduced to 
less than two-thirds of the large volume 
of the preceding twelve months. The 
subsequent increase in housing starts dur- 
ing the year ending in mid-1953, as well 
as the rise in applications to FHA and 
VA for mortgage insurance and guaran- 
tee, reflected the suspension of Regula- 
tion X in September 1952 and the com- 
plete elimination of this and associated 

FHA and VA regulations in April 1953. 

Even so, total starts remained well 

below pre-regulation levels as many 
builders were unable to obtain construc- 
tion loans or firm commitments for per- 
manent financing in the tight credit 
market. 

Residential real estate markets, in 
general, changed markedly during the 
period of selective and general credit 
restraints, as purchases of conventional- 
financed existing houses were exempt 
from direct regulation, and the number 
of new houses available, for purchase with 
federally-underwritten mortgages was 
reduced. In the twelve months ending 
mid-1953, estimated new house purchases 
remained at a reduced level, as the sharp 
drop in the number purchased with VA- 
guaranteed mortgages almost offset in- 
creases in purchases with FHA-insured 
and conventional mortgages. At the 
same time, estimated purchases of exist- 
ing houses increased to a record level, 
with about three-fourths of the increase 
in units financed with conventional 
mortgages. 

Credit Ease After Mid-1953 

The restrictive effects of general credit 
restraint may be suggested, retrospec- 
tively, by the expansion which occurred 
in residential mortgage and real estate 
markets after mid-1953. The change 
around that time in general credit and 
monetary policy from restraint to active 
ease and the resulting decline in yields on 
non-mortgage investments, improved the 
competitive position of mortgages in the 
capital market.* Interest rates on fed- 
erally-underwritten mortgages had al- 
ready been raised to bring them more 
nearly in line with other market rates. 
Moreover, the flow of savings to financial 
institutions continued to grow at a rapid 
rate and the supply of corporate security 

¢ For an excellent discussion of the formulation of Federal 
Reserve policy in mid-1953 and evaluation of effects, see 
Winfield W. Riefler, “Monetary Policy,” The Journal of 
Business, July 1954, pp. 235-242. 



issues available to investors was reduced 
somewhat. These factors combined to 
increase the supply of mortgage funds 
available to borrowers on favorable 
terms, which in turn stimulated residential 
building and purchases. 

Effects on Mortgage Markets. The general 
decline in interest rates and advance in 
security prices after mid-1953 did not 
affect the mortgage situation appreciably 
until late in that year. A survey of mort- 
gage lenders by Federal Reserve Banks in 
September 1953 showed that mortgage 
terms were still about the same as they 
were in the first half of the year. Funds 
for mortgage investment had become a 
little easier to obtain by some types of 
borrowers but generally were not readily 
available, especially for mortgages with 
federal underwriting. There was con- 
siderable variation among areas, how- 
ever, with tightness most evident in the 
Southwest and West. 

By the early part of 1954, with the con- 
tinuing decline in yields on competitive 
investments, funds for mortgage loans, 
especially those federally-underwritten, 
became much more readily available and 
both FHA and VA loans sold in secon- 
dary markets at prices close to par. In 
view of the improved situation, the 
Federal National Mortgage Association 
on February 1, 1954 announced an in- 
crease in the sale price of its holdings of 
VA-guaranteed 4 percent mortgages 
from 96 to 98 percent of par, and its 
FHA-insured 4 4% percent mortgages from 
9734 to 9934. The Association con- 

tinued prices for all 414 percent mort- 
gages at par. Meantime, sale of mort- 
gages by FNMA, though relatively small, 
increased steadily to a postwar high in 
April. 

During the spring and summer 
the market for mortgages eased con- 
siderably further and financial institu- 
tions began actively seeking mortgages 
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on terms they would not have granted six 
months earlier. According to a federal 
Reserve survey in August, interest rates 
on conventional loans had declined \% 
to % percent from the winter months 
and on _ federally-underwritten loans 
discounts were substantially reduced or 
had disappeared. Reduced down pay- 
ments and lengthened maturities were 
commonly reported for VA-guaranteed 
loans, and such loans had become much 
more important in the mortgage market 
in all Districts. 

Reflecting the marked easing in mort- 
gage markets, lending on small nonfarm 
properties increased to successive new 
records through early winter, and in the 
second half of 1954, as indicated in 
Table I, was more than one-fourth 
larger than in the first half of the year. 
Well over two-fifths of the increase was 
accounted for by GI loans made on both 
new and existing houses, which rose to 
all-time highs. Terms to borrowers on 
such loans eased substantially during 
the winter months and in December the 
proportion made with no down payment 
was almost two-fifths, compared with 
one-fourth just six months earlier. Also, 
30-year maturities on GI loans became 
fairly common, rising to about two-fifths 
of the total from one-fifth at mid-year. 

An apparently widespread opinion 
held that legislation embodied in the 
Housing Act of 1954, approved on 
August 2, 1954, was a major stimulus to 
mortgage and housing markets during 
the second half of 1954. Available 
evidence, however, does not support such 
opinion. The sharp increase in real 
estate market activity financed with VA- 
guaranteed mortgages (see Table I and 
Chart 3) can hardly be traced to this 
Act which provided for no change what- 
ever in GI mortgage terms. Thirty-year, 
no down payment terms on such mort- 
gages had been in effect continuously 
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from April 1953 when remaining post- 
Korean restrictions imposed in 1950 were 
removed, while the interest rate, as noted 
earlier, was increased to 434 percent in 
May 1953. The Housing Act of 1954 
liberalized terms only of FHA-insured 

CHART 3—Cuanoes in Private Hovsine Srarts: 1953 
to 1954 

| Thousands of unite 

VA 

Total 

¥ L, 

[| 

— Prone 

Note:—Starts under Federal Housing Administration in- 
surance and Veterans Administration guarantee represent 
those on which a first compliance inspection has been made 
by these agencies. Other starts represent the difference 
between total private starts as reported by the United States 
Department of Labor and starts reported by Federal Hous- 
ing Administration and Veterans Adminstration. 

mortgages and the volume of such loans 
made on new and existing houses showed 
little change during 1954. 

Effects on Major Types of Mortgage 
Lenders. All major types of financial in- 
stitutions increased their mortgage lend- 
ing activities markedly during the period 
of credit ease. Those lenders who earlier 
had sharply reduced their mortgage lend- 
ing, again made funds readily available 
for federally-underwritten mortgages. 
Some responded more quickly than 
others, expanded their operations more 
rapidly, and made greater changes in 
types of mortgages selected and in other 
features of mortgage lending policy. 
The greater participation of all major 

types of lenders in mortgage markets 
reflected not only the easing of monetary 
policy but also, especially for those insti- 
tutions limited almost entirely to mort- 
gage investments, the increased inflow of 
savings. 

Life Insurance Companies. Reflecting 
their investment flexibility and prompt 
response to changes in capital market 
conditions generally, life insurance com- 
panies began to invest more heavily in 
mortgages after the summer of 1953. 
They increased their acquisitions of VA- 
guaranteed mortgages through 1954 
about as rapidly as they had reduced 
them earlier when the competitive posi- 
tion of such investments had weakened. 
By the end of the year, as shown in 
Chart 2, life companies were acquiring 
GI loans in substantially greater volume 
than ever before. Acquisitions of FHA- 
insured mortgages, which earlier had 
declined far less rapidly than GI loans, 
fluctuated around a fairly low level until 
the end of the year. 

The increased mortgage lending ac- 
tivity of life insurance companies after 
mid-1953 was soon reflected in their 
mortgage portfolios. Residential mort- 
gage holdings increased somewhat more 
in the year ending June 1954 than in the 
preceding year, as shown in Table II. 
The further sharp rise of 1.3 billion 
dollars in the last half of 1954 was the 
largest since the first half of 1951. 

Savings and Loan Associations. Mortgage 
lending by savings and loan associations, 
which continued to expand during the 
period of credit restraint, increased sub- 
stantially further during the period of 
credit ease as the inflow of savings 
reached successive new highs. The 
record volume of lending was achieved 
notwithstanding the increased availability 
of funds for federally-underwritten mort- 
gages from other lenders on easy terms. 
The renewed strong interest of life in- 
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surance companies in acquiring GI 
mortgages, was accompanied by a sub- 
stantial reduction in the proportion of 
such loans made by savings and loan 
associations during 1954, as shown in 
Table III. Otherwise, the associations 

met the competition of other mortgage 
lenders in part by easing terms, and in 
part by aggressively seeking loans, es- 
pecially in markets and on properties not 
readily served by other lenders. 

Reflecting the sharp expansion in 
mortgage credit extended after mid- 
1953, residential mortgages held by sav- 
ings and loan associations increased 
steadily further during 1954. Increases 
during each half of 1954, as shown in 
Table II, were substantially larger than 
in preceding comparable periods. 

Mutual Savings Banks. The emphasis 
given to federally-underwritten mort- 
gages, particularly GI loans, by mutual 
savings banks during the period of credit 
restraint, for reasons already noted, was 

accelerated after mid-1953. The greater 
increase in residential mortgage portfolios 
during the twelve months ending June 
1945 than in the preceding twelve months, 
as shown in Table II, reflected entirely 
the accelerated rate of acquiring GI 
loans. The rise in conventional loans 
during this period was about the same 
as in the preceding year while FHA- 
insured loans increased by a somewhat 
smaller amount. 

This trend at mutual savings banks 
continued through the second half of 
1954. Of the record increase of one 
billion dollars in residential mortgage 
loans, two-thirds was accounted for by 
GI loans. The increased attention given 
to GI loans by savings banks after mid- 
1953, clearly reflects the improved posi- 
tion of these mortgages in a period of de- 
clining interest rates. 

Commercial Banks. The influence of the 
policy of credit ease on commercial bank 

mortgage lending was not apparent im- 
mediately. After mid-1953, mortgages 
originated at commercial banks increased 
steadily but slowly until the second half 
of 1954 when they advanced markedly to 
an all time high. The gradual in- 
crease in loans made during the twelve 
months ending in mid-1954 reflected 
chiefly the rise in conventional and FHA 
mortgages. GI loans made by com- 
mercial banks during this period declined 
in the face of the aggressive seeking of 
such loans by life insurance and mortgage 
companies. During the last half of 1954, 
however, all types of mortgage loans 
made by commercial banks increased 
substantially. 

Increases in commercial bank resi- 
dential mortgage portfolios in the year 
ending June 1954 were smaller than in 
the preceding year, owing partly to the 
sale of mortgages originated earlier, and 
partly to the fact that at some com- 
mercial banks mortgage portfolios were 
considered adequate, and at others may 
have increased to the point where further 
expansion was limited by statutory pro- 
visions. The continued growth in time 
deposits, though at a declining rate, 
coupled with strong demands for mort- 
gage credit, increased the ability and 
willingness of commercial banks to ex- 
pand their mortgage holdings. In the 
second half of 1954, as shown in Table II, 
their residential mortgage portfolios in- 
creased by an estimated 900 million 
dollars, three times as much as in the 
preceding half year, and almost equal to 
the record expansion in the second half 
of 1946. 

Effects on Residential Building and Markets 

Because of the nature of the house 
building process, the long period of 
planning required, and the time neces- 
sary for site acquisition and development, 
the volume of residential construction 
did not change much until several 
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months after mortgage markets had 
eased. The number of housing units 
started in the late months of 1953 and 
early months of 1954, was little different 
from comparable periods in preceding 
years, but pre-building activity was al- 
ready increasing markedly. Requests by 
builders to the Veterans Administration 
for appraisal of proposed houses in- 
creased rapidly in early 1954, and by 
August were more than double the 
largest monthly total in the three preced- 
ing years. Applications to FHA for mort- 
gage insurance on new houses (which 
represent in part some duplication of VA 
appraisal requests), rose less dramatically 
but substantially, with the late 1954 
volume the largest since 1950. 

Reflecting this upsurge in pre-building 
activity, new private housing units 
started, beginning in June, increased 
contra-seasonally through the end of the 
year. The increase of 128,000 private 
starts from 1953 to 1954, shown in 
Chart 3, reflected chiefly a doubling in 
units started under VA guarantee to the 
largest total on record. 
The total number of houses purchased 

in the second half of 1954 advanced 

sharply, with marked gains in both new 
and existing house purchases. The in- 
crease in purchases of existing houses re- 
flected chiefly the unprecedented rise in 
purchases with GI mortgages. New 
houses purchased with VA-guaranteed 
and conventional mortgages increased to 
near-record highs, while purchases with 
FHA-insured mortgages declined slightly. 
This fact bears out other evidence that a 
large proportion of houses built under 
FHA commitments was being financed 
on completion with GI and conventional 
mortgages. 

The influence of easing in the capital 
markets on builder operations was clearly 
revealed in the Federal Reserve survey of 
mortgage lenders and builders in August 
1954. Builders reported, that with 
both construction loans and advance 
commitments to take permanent mort- 
gages readily available, they were ex- 
panding the programs planned earlier in 
the year. Moreover, further easing of 
mortgage terms, anticipated as a result of 
liberalized FHA financing included in 
the Housing Act of 1954, was an im- 
portant factor in their plans for program 
expansion. 



The Report of the oe artmental Committee on 
Electricity Supply in Great Britain 

By LUCILE SHEPPARD KEYES* 

IX July of 1954 the British Minister of 
Fuel and Power appointed a Depart- 

mental Committee with the following 
terms of reference: ‘“To inquire into the 
organisation and efficiency of the elec- 
tricity supply industry in England and 
Wales in the light of its working under 
the Electricity Act, 1947, and to make 
recommendations.”! ‘The appointment 
of this Committee was in accordance with 
a plan, long sponsored by Herbert 
Morrison, that the system of periodic in- 
quiries already in operation with respect 
to the British Broadcasting Corporation 
be applied to all the nationalized in- 
dustries in the United Kingdom.? The 
Committee submitted its report to Par- 
liament in January 1956. 

Particular interest attaches to the work 
of this Committee because it may set 
precedents as to point of view and pro- 
cedure for many similar inquiries in the 
future. But more important than the 
form of the inquiry or its success or 
failure as an instrument of ‘“‘public ac- 
countability” (in whatever sense) is the 
effect which the Report may have on 
the future policies and political status of 
the public corporations. 

At the heart of the Report is the Com- 
mittee’s conception of the general objec- 
tive of the public corporation as the 
efficient fulfillment of market demand. 
It is this conception which enables the 
Committee to distinguish clearly between 

* Economist, Washington, D. C, 
1 Report of the Committee of Inquiry into the Electricity Supply 

Industry, Cmd. 9672 (London, H.M.S.O., 1956). 
2 The proposed adoption of this plan by the Government 

was announced by Mr. Morrison several years ago. On 
this and similar proposals related to “public accountability” 
of the public corporations, see Ernest Davies, ‘Ministerial 
Control and Parliamentary Responsibility of Nationalized 
Industries,” in W. A. Robson, ed., Problems of Nationalized 
Industry (London: George Allen and Unwin, Ltd., 1952). 

the proper responsibilities of the corpora- 
ation itself and the tasks of other govern- 
mental agencies, and to judge the 
organization, policies and performance 
of the corporation in the light of rela- 
tively well-defined economic standards. 
In the opinion of the Committee, the 
statutory obligations of the industry, as 
defined in the Electricity Act, 1947, are 
not inconsistent with this view. The 
Report states: 

“It seemed to us that Parliament’s intention 
was (a) that although the industry is not re- 
quired to earn a profit over and above the 
cost of servicing its loans, it should be con- 
ducted as a commercial concern, should be 
self-supporting and (except with regard to 
compensation stock) should be able to finance 
itself without any reliance upon a Treasury 
guarantee being always available for raising 
its capital, (b) that the industry should so 
conduct itself that in the service to its cus- 
tomers and the well-being of its staff it would 
stand comparison with the best to be found 
in private industry and (c) that the industry 
should strive to supply electricity at the 
lowest possible cost to persons requiring it. 
We could see nothing in the Act which re- 
quired the industry to supply electricity on 
uncommercial terms to any customer or class 
of customer nor to conduct itself in such a 
way that it would have to face higher costs 
than a private business would face in similar 
circumstances.” 

But more than this, the Committee re- 
gards it as essential that the corporation’s 
responsibility be defined in strictly com- 
mercial terms, in order to avoid eco- 
nomic waste and political confusion and 
injustice: 
“Electricity supply is a monopoly industry 
which has a constantly growing demand for 
its product. These facts expose it to two 
serious risks either of which could, in our 

8 Report, p. 7. 
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view, sap its efficiency. The industry could, 
without financial embarrassment, jog along 
comfortably without much effort, and it 
could be used as a device for implementing 
national policies, and for transferring income 
from one section of the community to another 
without the burden of these policies being 
properly weighed in Parliament or by the 
Minister. We attach great importance there- 
fore to the industry being run on business 
lines. It should have one duty and one duty 
alone: to supply electricity to those who will 
meet the costs of it and to do so at the lowest 
possible expenditure cf resources consistent 
with the maintenance of employment stand- 
dards at the level of the best private firms. 
Any deviation from this task should be under- 
taken only on precise instructions. The line 
between the Government and the industry 
should be a clear one for all to see.’ 

The above arguments on the merits of 
the Committee’s position seem to me 
unanswerable. As to consistency with 
the statute, however, it should be em- 

phasized that the Committee’s inter- 
pretation of Parliamentary intent, though 
certainly defensible, is not the only pos- 
sible point of view. The nationalization 
acts themselves are subject to two con- 
flicting interpretations; the statutory re- 
quirement that ends be made to meet, 
taking one year with another, might be 
entirely consistent with, say, a policy of 
gearing technical progress to a rate such 
that no employee would be subjected to 
the inconvenience of a job change, or 
providing free or cheap services for 
country-dwellers at the expense of city 
consumers. The explicit formula quite 
generally used to define the responsibility 
of the corporations as distinguished from 
that of the Minister—i.e., that the former 
should have charge of the day-to-day affairs 
of the nationalized industries—was ac- 
tually of very little help in either theory 
or practice. ° 

‘ Ibid., p. 139. 
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General acceptance of the Committee’s 
appreach would be of the greatest sig- 
nificance both for the future internal 
policies of the corporations and for their 
developing relationship with the centers 
of political control. The following discus- 
sion of some of the major recommenda- 
tions made in the Report will bring out the 
basic importance of the commercial role 
assigned to the corporation. 

Rate and Service Policy 

The Committee’s recommendations 
with respect to rate and service policy are 
based on the two related commercial 
principles of no internal subsidization 
and minimization of average cost: “.... 
the first principle in tariff-making,” 
states the Committee, “should be to 

secure that charges reflect costs.”’ To 
this end, it is proposed that the Electricity 
Boards be relieved of the obligation 
placed upon them by the statute to 
simplify their tariffs; here the Committee 
expresses its belief that the standardized 
tariffs adopted since nationalization 
‘have been made simpler than they 
would have been but for this statutory re- 
quirement.”® It is further suggested that 
greater effort be devoted to research and 
experimentation to determine whether 
various classes of consumers are bearing 
their proper share of operating costs, and 
to explore the possibilities of improving 
load-factors through the use of promo- 
tional tariffs and similar devices.* In 
particular, the Committee records its 
“impression, in the absence of any sig- 
nificant supporting data, that domestic 
consumers as a class are not contributing 
as much as they ought towards the cost 
of their supplies” and suggests that in- 
vestigation be made of the possible 
application to domestic tariffs of a coal 
(“escalator”) clause similar to that ap- 

5On this point, see Lucile S. Keyes, “Some Co ial 
Aspects of the Public Corporation,” Political Science Quarterly, 
March 1955. 

* Ibid., pp. 31-34. 

1 Report, p. 105. 
* Ibid., p. 104. 
* Ibid., pp. 105-108. 
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plied to rates for industrial electric 
power.!° 

The Committee firmly rejects the view 
that the Boards should modify their rate 
and service policies in order to favor 
certain consumer groups thought to be 
more needy or deserving than others. In 
the matter of rural electrification, the 
Committee not only upholds the practice 
of the Boards in requiring a consumer 
contribution towards connection costs 
(on the average heavier in rural than in 
urban areas) but expresses concern over 
the present practice of the Authority in 
according to individual Boards special 
grants from central reserves partially to 
defray especially high costs in rural 
areas. The Committee quite properly 
points out that this sort of policy “‘may 
impair the commercial responsibility of 
the individual Boards;” that it ‘‘seems to 

provide a blank cheque for uneconomic 
expenditure to be incurred by particular 
Boards under the guise of further- 
ing their social obligations or the na- 
tional interest;” and that “it is not for 

persons running the industry to under- 
take uneconomic schemes of expansion, 
whether in rural or urban areas, in the 

supposed national interest, if the effect is 
to subsidise one particular body of con- 
sumers out of the pockets of others.” !! 
In this connection the Committee points 
out that the proper way to finance un- 
economic policies, if these should be 
decided upon by Parliament, is by taxa- 
tion instead of by internal subsidy. 

The same point of view is also reflected 
in the Committee’s approval of the 
Authority’s interpretation of the statutory 
self-sufficiency clause in such a way as to 
require compliance not only by the in- 
dustry as a whole but by the individual 
corporations responsible for generation 
and regional distribution of electricity 

10 Ibid., p. 104. 
1 Tbid., pp. 96-97. 

respectively. The Committee recom- 
mends continuance of this policy and ex- 
tension of the principle of financial re- 
sponsibility to subordinate operating 
units. 1? 

Organization and Operating Policies 

A further consequence of the assign- 
ment of a commercial role to the corpora- 
tion should be freedom to determine the 
size of the commercial unit by reference 
to productive efficiency rather than with 
a view to the exigencies of detailed central 
control. We shall later question the 
compatibility of such determination of 
the unit with the continuation of public 
ownership. Leaving aside this question 
for the moment, however, we note that 
the Committee states, as a basis for its 

recommendations as to operating organ- 
ization, the principle that “‘no organisa- 
tion should be larger than is necessary to 
achieve the major economies of scale.” 

The major organizational changes 
recommended by the Committee are 
(1) the elimination of any central “ex- 
ecutive” direction over the distribution 
of electricity and (2) the creation of a 
new managerial unit, the Generation 
Board, to be responsible for generating 
electricity and operating the grid. Under 
the present set-up, the Central Electricity 
Authority combines the functions of 
generating electricity and operating the 
grid with that of top management over 
the Area Boards, which distribute elec- 

12The Central Authority have interpreted the statutory 
requirement of the Act that it should be their duty ‘so to 
exercise and perform their functions as to secure that the 
combined revenues of the Central Authority and all the 
Area Boards taken together are not less than sufficient to 
meet their combined outgoings properly chargeable to 
revenue account taking one year with another’ as requir- 
ing the Authority to secure that both they and each of the 
Area Boards shall individually comply with this requirement. 
We think that this is a right and proper interpretation and 
that the Central Authority should continue to expect each 
of the Area Boards and the Generation Board individually 
to comply with this requirement.” Report, p. 66. On the 
extension of financial responsibility to subordinate units, see, 
for example, p. 93. — 

13 Report, pp. 64-65. 
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tricity, and furthermore passes on dis- 
putes between the Area Boards and their 
regional Consultative Councils present- 
ing consumer interests. If the Com- 
mittee’s recommendations were adopted, 
the proposed generation board would be 
on a par with the Area Boards respon- 
sible for distribution; and all would be 
under the supervision of a reconstituted 
Central Electricity Authority, whose posi- 
tion and functions will be more fully 
discussed in the following section of this 
review. 

These recommendations arose not only 
from the cited organizational principle. 
They reflect also specific complaints and 
difficulties discovered by the Committee 
in its review of the industry: the rapid 
and continuing growth of the Head- 
quarters staff of the Central Electricity 
Authority, the opinion of most of the 
Area Boards that the Central Electricity 
Authority interferes too much in their 
affairs, and the excessively heavy burdens 
of work carried by the full-time members 
of the Authority and their chief officers. '4 
Similar difficulties, as well as the desire to 

bring a sense of financial responsibility 
closer to the actual process of decision- 
making, prompted the Committee to 
recommend greater delegation of au- 
thority and financial autonomy in an 
accounting sense to the Districts and 
Divisions constituting the second-level 
units of the distributing and generating 
corporations respectively.!® On the gen- 
erating side, it is especially noted that 
duplication and over-control in the matter 
of power station construction has been 
associated with an excessive time-lag be- 
tween conception and commissioning of 
plants with consequent advance ob- 
solescence. !® 

As an additional means of increasing 
the sense of financial responsibility on the 

1 Ibid., p. 63. 
18 Ibid., p. 93. 
16 Tbid., p. 68. 

part of the more immediate managers of 
the business, the Report proposes that 
each Area Board be required to raise its 
own capital, rather than (as now) de- 
pending on allocations of capital raised 
by the Central Electricity Authority. The 
Committee expresses its opinion that 
‘the control today, either for seeing that 
unnecessary projects are not undertaken 
or for ensuring that value is received for 
money spent on necessary projects, is 
somewhat weak,” and notes that there 
might be: 

“considerable pyschological value in re- 
quiring a Board to issue a prospectus and 
justify to the market and to their consumers 
the need for more capital against the back- 
ground of their tariff policy and development 
plans. We doubt whether a Board faced 
with actual or prospective deficits would re- 
gard the issue of a prospectus and an appeal 
to the market, even with a Treasury guaran- 
tee, with quite the same equanimity as they 
would an indent on the Central Authority for 
their capital allocation.”!’ 

The Committee seriously considered 
recommending that capital be raised by 
the Area Boards and the proposed 
Generation Board without resort to the 
Treasury guarantee, since otherwise, in 
the Committee’s words, “‘it is very difficult 
to achieve full efficiency.” [Emphasis sup- 
plied.]'® The proposal was rejected, not 
because of the probable resultant rise in 
the cost of capital or increased difficulty 
in obtaining funds, but because the 
electricity industry would thereby be 
placed at a disadvantage as compared 
with the other nationalized industries. 

The Committee’s specific definition of 
the term “efficiency” deserves some com- 
ment at this point. The definition derives 
directly from the Committee’s conception 
of the role of the industry as a commercial 
one. ‘An industry’s efficiency,” says the 
Committee, “is compounded of two 

49 Ibid, pp. 92-93. 
18 Jbid., p. 91. 
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factors: its success in giving its customers 
the goods and services they want, and its 
success in minimising the cost of so do- 
ing.”!® The Committee is under no 
illusions as to the difficulty of the objec- 
tive measurement of this sort of efficiency, 
especially where exceptional conditions, 
e.g., the Treasury guarantee in the 
capital market, make the profit measure 
of efficiency even less reliable than usual. 
(In this connection, it should be noted 
that the Committee regards the in- 
dustry’s rate of accumulation of reserves 
as inadequate “‘to cushion it against short- 
run changes in demand and costs and 
the need for violent or frequent altera- 
tion of tariffs.”?° However, this opinion 
rests on the controversial view that de- 
preciation costs should be calculated on 
a replacement basis.) The Committee is 
furthermore fully aware that what is 
wanted is not a comparison of technical 
performance indexes with some irrele- 
vant technological ideal or with what has 
been achieved at other times or under 
other conditions, although the usefulness 
of such comparisons as suggesting pos- 
sibilities for improvement is recognized.?! 

Though it is difficult—and perhaps 
impossible—to arrive at any measure of 
commercial efficiency in the Committee’s 
sense which can be fairly compared with 
the achievements of other management 
groups, still this conception does pro- 
vide a relatively definite idea of the 
proper orientation of various types of in- 
dustrial policy. Its implications for 
organization and for rate and service 
policy have already been considered. 
Again, compare the Committee’s recom- 
mendations with respect to economical 
use of manpower with what they might 
have been if the industry had been con- 

19 Ibid., p. 5. 
20 Jbid., p. 89. 
21 E.g., the comparisons made between load-factors in the 

United States and the United Kingdom (p. 105) and be- 
tween the lapses of time in the two countries between con- 
ception and commissioning of generators. (pp. 25-26) 

ceived as primarily an instrument of 
achieving, say, the minimum of change 
in the environments of workers. Con- 
siderable emphasis is given by the Com- 
mittee to the suggestion that more effort 
should be devoted to this problem: the 
Authority’s apparent passivity in this 
regard is the occasion for what appears to 
be the Report’s strongest criticism: 

‘The passive attitude adopted by the Central 
Authority has, in our opinion, caused man- 
agement at all levels to be disinclined to 
seek out redundancy because it is known that 
it will be difficult to deal with that redund- 
dancy when ascertained. In consequence we 
find that work study, operational research 
and investigations into restrictive practices 
are undertaken without enthusiasm, if they 
are pursued at all. The effect on management 
itself is therefore bad because the most effec- 
tive deployment of manpower is never pos- 
sible. The effect of hidden under-employ- 
ment upon the workpeople themselves is 
equally bad and is likely to undermine the 
morale not only of those directly concerned 
but also of their colleagues who are working 
at full stretch.”?? 

The Committee’s other recommendations 
with respect to internal operating policy 
include increased attention to retail trad- 
ing and contracting?* as well as to tech- 
nical research and development,‘ ex- 
ploration with the trade unions of pos- 
sibilities for formulating schemes of merit 
pay and incentive payments agreed to on 
a local rather than a national level,?* and 
energetic measures aimed at attraction 
and retention of persons of the highest 
ability for technical and managerial 
posts.?° 

Relationship of the Boards to Other Govern- 
ment Agencies 

In the new organizational set-up pro- 
posed by the Committee, the managerial 

32 Report, p. 73. 
38 Ibid., pp. 125-126. 
8¢ Ibid., pp. 128-129. 
88 Jbid., pp. 116-117. 
36 Jbid., Chapters 13 and 14. 
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units (generating board and area boards) 
would be “supervised” by a reconstituted 
Central Electricity Authority. Both the 
Authority and the managerial units 
would be appointed by and responsible 
to the Minister of Fuel and Power, as 
are the present Area Boards and Central 
Electricity Authority. 

As described in the Report, the new 
Authority would combine the functions 
of price regulator, financial watchdog, and 
managerial gadfly, as well as being 
charged with the task of providing and 
maintaining effective machinery for nego- 
tiation and joint consultation between 
management and labor. It will be seen 
that a very significant proportion of the 
decisions of the Boards would be subject 
to veto by the Authority. However, 
such action would in the last resort 
apparently have to be sanctioned by the 
Minister; the Authority seems to have no 
means of enforcement except through 
the Minister’s power of giving directions 
to the industry—which power incident- 
ally would apply to the Authority itself as 
well as to the Boards. The Committee 
recommends that the Authority be em- 
powered: 

(a) to approve the general plans of both the 
Generation Board and the Area Boards, and 
to approve any proposal by an Area Board to 
construct a generating station;?’ 
(b) to approve their capital and revenue 
budgets, and to authorise stock issues; 
(c) to approve their policies for provision of 
depreciation and reserve funds; 
(d) to approve retail tariffs and the bulk 
supply tariff; 
(e) to approve the Board’s research arrange- 
ments and programmes; 
(f) to consider general or specific complaints 
by Consultative Councils or individual con- 
sumers.?® 

27 The Committee recommends that the Area Boards be 
allowed to generate electricity where exceptional circum- 
stances make it economical for them to do so. Report, pp. 
61-63. 

2* Report, p. 65. 

Of particular importance is the Com- 
mittee’s recognition that the consumer 
interest is not adequately protected by 
the Consultative Councils, which were 
deliberately created with the dual pur- 
pose of presenting the consumer point of 
view to the industry and the industry 
point of view to the consumer, without 
power to challenge the bulk supply tariff 
at which electricity is wholesaled to the 
Area Boards, and without provision for 
appeal by the Council to any independent 
authority below or above the Minister. 
For the individual consumer, there is no 
recourse beyond the Council itself. With 
respect to the Councils as such, the 
Committee proposes no change in essen- 
tial function, though certain strengthen- 
ing measures are suggested.?® But the 
need for an independent control organ is 
clearly acknowledged, and to meet this 
need would be one of the major functions 
of the recommended new Central Au- 
thority. Noting the “present lack... . 
of any independent authority in the 
industry which is able to review the 
effect of its pricing policies as a whole,” 
the Report points out that under the 
proposed new regime: 

“a Council’s appeal after disagreement with 
the Area Board will now lie to an indepen- 
dent Central Authority who are no longer 
directly concerned with the fixing of the 
bulk supply tariff and are therefore able to 
weigh impartially cases put forward by the 
Councils which may call into question the 
soundness of the bulk supply charges... . 
we can still envisage circumstances in which 
an individual consumer may not be able to 
persuade a Council to support his case, be- 
cause it appears to conflict with the general 
interest of the consumers in the Area. We 
therefore recommend that individual con- 
sumers and the Councils themselves 
should both have the right to make repre- 
sentations on general or specific matters to the 
reconstituted Central Authority, and in the 
last resort to the Minister, provided that in 
the case of an individual consumer this right 

3° Ibd., chapter 20. 
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may not be exercised until the consumer has 
first had his case considered by the appropri- 
ate Consultative Council.’’?° 

As managerial gadfly, the new Au- 
thority would apparently be expected to 
conduct on a continuous basis a sort of in- 
dependent survey of industry practices 
not unlike that carried out by the Com- 
mittee itself, and to use its powers of veto 
as a means of effecting its recommenda- 
tions. For example, the Committee 
suggests that “the Authority through 
their independent powers of scrutiny 
would be in a strong position to insist 
upon proper operational research and 
work study being carried out as a condi- 
tion of approving budgets; and that 
“the power to approve tariffs and the 
power if necessary to direct their altera- 
tion . . . . should be used to promote 
far more attention to utilisation re- 
search.”’?! 

The Report repeatedly stresses the 
point that the proposed Authority is to be 
independent of the Boards, and ‘“‘super- 
visory” rather than “executive” in char- 
acter. Many difficulties, it is asserted, 
have arisen from the mixture of super- 
visory and executive functions in the role 
of the present Authority.*? Nevertheless, 
an important part of the new Authority’s 
task seems to be a sort of continuous 
check on the finances of the Boards, pre- 
sumably with a view to the detection of 
any preventable wastefulness. ‘“‘We have 
indicated . . . . our opinion,” states the 
Committee: 

“that the Central Authority must retain a 
substantial measure of supervision over the 
finances of the Area Boards and the Genera- 
tion Board. This supervision will certainly 
in our view have to include the examination 
and approval of capital and revenue budgets. 
We hope that our recommendation that the 
Authority should be relieved of responsibility 

80 Ibid., p. 124. 
81 Jbid., p. 66. 
32 See, for example, Report, pp. 64-65. 

for generation would make them freer to give 
unbiased, closer and more critical attention to 
these matters. We think that the Minister 
must in the last resort rely on the Central 
Authority’s check on expenditure.* 

From these functions it would appear 
that the new Authority would be inde- 
pendent only in a very special sense, 
analogous to the independence of the 
“parent” or holding company from the 
subsidiary corporations making up some 
large American businesses. Not only is 
one of the primary tasks of the Authority 
the achievement of efficiency—and pro- 
gressively greater efficiency—in the satis- 
faction of market demand; its powers are 
such that it cannot evade responsibility 
for the fulfillment of these tasks on the 
ground of limited means. Practically all 
of the important policy decisions of the 
Boards are to be contingent upon advance 
review and approval of the Authority. 
Though such a body might be expected 
to be a relatively impartial arbiter in 
disputes between the various Boards sub- 
ject to its jurisdiction (e.g., between the 
Generation Board and one of the Area 
Boards), it is idle to expect it not to adopt 
a somewhat defensive attitude when the 
policies it has approved are challenged by 
outside groups such as consumers. The 
Authority is thus not independent in the 
sense that would be relevant for the 
proper performance of a regulatory func- 
tion. Furthermore, it would seem that 
the existence of such a central body with 
ultimate responsibility for the same objec- 
tive as the Boards would be incompatible 
with the full achievement of the ad- 
vantages expected from decentralization: 
e.g., the elimination of duplication and 
delay in important decisions and in- 
creased initiative at the lower levels. 

Nevertheless, some central financial 
review and control organ is essential to 
the Minister, if he is to discharge his 

38 Ibid., p. 94. 
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general responsibility to Parliament for 
the success of the industry. If such a 
body were not provided ‘‘within” the in- 
dustry, it would have to be set up as a 
part of the Ministry itself. For even 
after an essentially commercial pattern of 
behavior has been accepted for the cor- 
poration, and the necessity for political 
control generally limited to those rela- 
tively unusual cases where departures 
from market guidance are required by 
the national interest (e.g., purchases of 
supplies within the country when better 
terms could be had abroad), the Boards 
“must be responsible to the Minister who 
in turn is responsible to Parliament, for 
an account of their stewardship.” ** The 
irreducible content of nationalization in- 
cludes the transference of risk to the tax- 
payer, whose consequent financial in- 
terest in the commercial success of the 
enterprise it is the duty of Parliament and 
Minister constantly to watch over. 

The general responsibility of the Min- 
ister of the finances of the industry is in- 
deed difficult to reconcile with the prin- 
ciple, emphasized by the Committee, 
that “‘the line between the Government 
and the industry should be a clear one for 
all to see.”®5 The close and continuous 
contact and large degree of (at least po- 
tential) control necessary for the dis- 
charge of his financial responsibilities 
make it relatively easy tor the Minister to 
exert informal influence on behalf of 
policies which an independent com- 
mercial organization would be reluctant 
to follow. The line between the com- 
mercially proper and the politically ex- 
pedient, like that between a proper rate 
structure and one which involves in- 
ternal subsidization, is often in practice 
difficult to draw, so that a plausible 
economic case can frequently be made 
for a politically motivated course of 

%“{Ibid., p. 136. 
+6 Ibid., p. 139. 

action. On the other hand, the Min- 
ister’s sense of financial responsibility 
might possibly inhibitJhis control of the 
industry where the national interest re- 
quires some relatively unprofitable policy. 

At any rate, if the commercial organiz- 
ation were separate from and, except for 
orders at arm’s length, independent of 
the political agency, it should be far 
easier to insure that the influence of 
broad national and political considera- 
tions on the industry be confined strictly 
to courses openly directed and preferably 
financed by the government itself in its 
normal political capacity. To effect this 
sort of limited political control, it does 
not seem necessary that the Minister 
retain his in effect unlimited power to 
give directions of a general character to 
the industry, though the Committee be- 
lieves that it is on the apparent ground 
that “unless Parliament and the Govern- 
ment are prepared to deny themselves 
the power, always and in every par- 
ticular, to require the industry to act on 
other than purely economic considera- 
tions, the Minister must be armed with 
the necessary power.”** But does not 
Parliament retain with respect to every 
industry, nationalized or not, the power 
to require it to act against its own in- 
terest? The financial responsibilities of 
the Minister do necessarily involve an 
ultimate control of most of the affairs of 
the industry; nevertheless, even this need 
could be satisfied with authority to give 
directions for a more closely defined ob- 
jective than the statutory “national 
interest.” 

Conclusion 

The recommendations of the Com- 
mittee appear well designed to adapt the 
organization and practices of the elec- 
tricity supply industry to the task of effi- 
cient fulfillment of market demand. 
Given the continuance of national owner- 

86 Ibid., pp. 136-137. 
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ship, which the Committee regarded as 
in effect presumed by its terms of refer- 
ence,?’ the Report apparently neglects no 
very important possibilities for organiza- 
tional improvement. It would indeed 
have been possible, within the framework 
of nationalization, to recommend a 

narrower definition of the Méinister’s 
power to give directions and the creation 
of an agency for price regulation outside 
the proposed Central Authority and in- 
dependent of the Minister himself, even 
in the matter of the appointment of 
members. However, the former step 
would not remove the great opportunity 
for informal influence which the Min- 
ister must in the nature of the case retain; 
and the latter would necessarily leave 
regulatory policy subject to governmental 
or at the very least to legislative in- 
fluence motivated by the financial in- 
terest of the taxpayer. 

In at least one instance the Com- 
mittee seems to have suggested more than 
is actually feasible within the framework 
of nationalization. It does not appear 
possible to put nationalized industries on 
apar with private businessesin the capital 
market, even though they might be re- 

quired to market their securities without 
a formal Treasury guarantee. In case 

of default it is difficult to see how the 

37 “We have viewed our terms of reference in the light of 
the Government’s decision that the industry would not be 
denationalised, and we have examined no suggestion which 
would conflict with that decision.” Report, p. 1. 

government could refuse to compensate 
the creditors of a nationalized industry 
and at the same time deny them the 
right to assume control of the enterprise, 
as they would do in the case of a private 
concern. To allow creditors to assume 
control would effectively denationalize 
the industry; to compensate them would 
accomplish the same result as the Treas- 
ury guarantee. In practice, it is the 
latter course which would surely be ex- 
pected by purchasers of nominally un- 
guaranteed securities. 

Equal status on the capital market, 
like actual decentralization (as distin- 
guished from delegation) of responsibility 
for financial success and of the authority 
that goes with it and, like the maximum 
of independence between commercial 
authority on the one hand and political 
and regulatory authority on the other, 
seems to be conditional on private owner- 
ship of the industry. In addition, the 
greater influence of risk-bearers on man- 
agers which such ownership could bring 
about might well stimulate managerial 
effort along lines such as those recom- 
mended by the Committee: e.g., opera- 
tional research and work study, and 
attention to promotional rate possibilities 
and to the economical use of manpower. 
If so, the result would be at least to lessen 
the need for permanent and periodic 
special stimuli, like the proposed Central 
Authority (in one of its capacities) and 
the Committee itself, respectively. 
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Problems in the Use of the Public District for 
Ground-Water Managementt 

By STEPHEN C. SMITH* 

ROUND-WATER management is 
becoming an increasingly impor- 

tant subject of public concern. And the 
method of organizing this management 
activity is currently in a state of legisla- 
tive and judicial flux. Various forms of 
organization are being contemplated or 
are being tried out. For example, the 
Oregon legislature recently passed a 
state ground-water management act giv- 
ing the state engineer a wide range of 
management power.? Texas, on the 
other hand, provides enabling legislation 
for people in local areas to organize 
ground-water management districts. In 
California public districts are in use,‘ 
and the court reference procedure is used 
as a means for managing ground water 
by “rationing in accordance with safe 
yield.” Because of this interest, it seems 

t Research for this paper was performed as a part of 
Giannini Foundation Project No. 1406, Economic and 
Institutional Aspects of Ground-Water Utilization. Appre- 
ciation is acknowledged to S. V. Ciriacy-Wantrup for review- 
ing a draft of the paper and for helpful discussions of prob- 
lems of ground-water management. In addition, con- 
structive comments were given by Wells Hutchins and J. 
Herbert Snyder. 

* Department of Agricultural Economics, University of 
California, Berkeley, California. 

1 Wells Hutchins, “The Development and Present Status 
of Water Rights and Water Policy in the United States,” 
Journal of Farm Economics, December 1955, p. 870. 

2 State of Oregon, Oregon Laws, 1°55, Chapter 708. 
3 State of Texas, Board of Water Engineers, Rules, Regula- 

tions, and Modes of Procedure (San Antonio: 1955 Revision), 
p. xlvi. (Art. 7880-3C, Underground Water Conservation 
Districts.) 

« Several water district enabling acts provide for the execu- 
tion of groundwater management practices, especially water 
spreading; for example, Water Conservation District Act of 
1931, California Statutes, 1931, 1020:2045, D.A., 91270; 
California Code Commission, Office of Legislative Counsel, 
California Water Code (Sacramento: State Printing Office, 
1955); Irrigation Districts, Division 11, Sec. 22078; County 
Water Districts, Division 12, Sec. 31047; and Water Re- 
plenishment Districts, Division 18, Secs. 6000-60449. 

8S. V. Ciriacy-Wantrup, “Some Economic Issues in 
Water Rights,” Journal of Farm Economics, December 1955, 
p. 878. J. Herbert Snyder, Department of Agricultural 
Economics, University of California, Davis, California, is 
currently studying the economic implications of two court 
reference decisions. 

appropriate to examine certain problems 
relating to the public district as a form 
for organizing group action for ground- 
water management. 

Ground-Water Management: 
A Problem for 
Group Action 

The development of ground water for 
beneficial use generally has been ac- 
complished by individual water users 
acting in an uncoordinated fashion with 
respect to each other. Characteristi- 
cally, farmers wanting to irrigate their 
land or to water their livestock, and 
businessmen desiring an air-conditioned 
building or needing water for an in- 
dustrial process, could develop their 
own source if they owned land overlying 
a suitable reservoir. In other words, 
ground water has been physically and 
economically accessible to the individual 
overlying user. Only within the past few 
decades has much serious attention been 
focused upon the potential benefits from 
coordinating individual development. *® 

The increasing depth to water, ac- 
companied by the increasing costs of 
water, has been one of the most important 
factors centering attention upon the 
need for coordination. Other factors 
common to particular localities through- 
out the nation may be cited: impairment 
of water quality by salt-water intrusion 
or by other causes, land subsidence, com- 

paction of the aquifers, the wasting of 
water through rejected recharge, and the 
need to store water for use at some future 
time. Problems of this type can be 
alleviated through programs of ground- 
water management. For example, the 

* Hutchins, “Trends in the Statutory Law of Ground 
Water,” Texas Law Review, December 1955, pp. 157-191. 
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depth to water may be reduced by re- 
charging the ground-water reservoir; 
salt-water intrusion may be abated by 
maintaining a fresh-water barrier; wells 
near the recharge area may eliminate 
rejected recharge; winter surface water 
may be stored underground for use 
during the summer; and discharge may 
take place at a planned rate by con- 
trolled pumping.’ 

The execution of such water manage- 
ment programs generally is beyond the 
single water user’s scope of action. For 
example, artificial recharge by a single 
water user might be in his benefit, but it 
would be ineffective in dealing with a 
large underground reservoir. Physical, 
legal, and economic factors call for group 
action. The physical location of spread- 
ing areas with respect to particular water 
users, the migratory nature of ground 
water which disperses water-spreading 
benefits, the ability of the water users 
within a management area to acquire 
legal rights to use ground water, and 
project costs beyond the capabilities of 
an individual result in ground-water 
management being a group activity. 
Thus, the problem is one of creating an 
organization to interrelate the water 
users and to interrelate surface water with 
ground water so that effective water 
management will result. 

The Tradition of the Public 
District in Water 

Management 

One method of organizing collective 
action for ground-water management 
has been the public district. In Cali- 

7A rather large technical literature relates to ground- 
water problems. General discussions of these problems may 
be found in the following books: C. L. McGuinness, The 
Water Situation in the United States with Special Reference to 
Ground Water (Washington, D. C.: Department of the 
Interior, Geological Survey Circular 114, June 1951); 
Harold E. Thomas, The Conservation of Ground Water (1st ed.; 
New York: McGraw-Hill Book Co., Inc., 1951); C. F. 
Tolman, Ground Water (1st ed.; New York: McGraw-Hill 
Book Co., Inc., 1937); and U. S. Department of Agriculture, 
The Yearbook of Agriculture, 1955, Water (Washington, D. C.: 
Government Printing Office, 1955). 

fornia public districts have carried out 
ground-water replenishment activities for 
over a quarter of a century* and in Texas 
districts are authorized to formulate and 
to administer a ground-water manage- 
ment program.® The adaptation of the 
public district to this use is not surprising 
for it has a long tradition as a form of 
organization capable of providing local 
water management. In the West, ex- 
perience with the public district began 
prior to the establishment of state govern- 
ments or shortly thereafter.!° Other 
regions of the nation are also familiar with 
this form of organization as the following 
types of water management districts have 
been used widely: drainage districts, 
flood control districts, reclamation dis- 
tricts, soil conservation districts, and 
water supply districts. 

This century of experience, and more 
particularly the experience of the 
water conservation districts in Santa 
Clara County, California,"! will be 

8 One of the more prominent districts, the Santa Clara 
Valley Water Conservation District, San Jose, California, 
was organized in 1929, and artificial recharge was practiced 
as early as 1895. Raymond C. Richter, Geologic Considere- 
tions in Artificial Recharge (Sacramento: State of California, 
Division of Water Resources, 1956). Mimeographed state- 
ment presented to the Artificial Recharge Committee at 
Los Angeles, California, February 7, 1956. 

® State of Texas, Board of Water Engineers, of. cit. 
1¢ The territory of Utah enacted the first irrigation district 

law in 1865. This act is notable because it permitted the 
taxing of land within its boundaries. Roy P. Teele, The 
Economics of Land Reclamation in the United States (New York: 
A. W. Shaw Co., 1927), p. 143. The California legislature 
passed several irrigation laws in the 1870’s and 1880's, but 
the Wright Act of 1887 added the power to issue bonds to the 
power to tax thus becoming the cornerstone of what Pro- 
fessor Frank Adams called the “Irrigation District Move- 
ment.” Frank Adams, Irrigation Districts in California 
(Sacramento: State Printing Office, State of California, 
Department of Public Works, Division of Engineering and 
Irrigation, Bul. 21, 1929). | Hutchins lists the dates the 17 
western states passed their original irrigation district laws. 
Hutchins, Summary of Irrigation District Statutes of Western 
States (Washington, D. C.: Government Printing Office, 
United States Department of Agriculture Miscellaneous 
Publication No. 103, January 1931). 

11 Santa Clara County is bounded by San Francisco Bay 
on the north, the Santa Cruz Mountains on the west, the 
Pajaro River on the south, and the Diablo Mountains on the 
east. Data concerning the water conservation districts in 
Santa Clara County were collected from interviews, local 
newspapers, government and private engineering reports, 
and the districts’ files. 
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studied for its bearing on five problems 
in using the public district for ground- 
water management: the problem (1) of 
organizing ground-water management 
by means of a local agency which, by 
tradition, deals with special rather than 
general problems, (2) of obtaining man- 
agement flexibility among geographic 
localities and over time, (3) of reaching 
decisions in situations of conflicting in- 
terests, (4) of establishing the district 
boundary, and (5) of determining the 
method of project repayment. 

An Organization Handling 
Special Public 

Problems 
A review of the history of public 

districts generally reveals that they were 
organized to deal with specific public 
problems: reclamation, flood control, ir- 
rigation, water supply, schools, fire pro- 
tection, and others.'? Although these 
problems have been redefined by each 
succeeding generation, this redefinition, 
by and large, has not integrated these 
activities into a cohesive local govern- 
mental structure.!* As special problems 
have been identified, the immediately 
affected interests have agreed upon a 
district organizational pattern which, 
they believed, could deal with the situa- 
tion rather than adapt the county, town, 
or city governments. In other words, 
districts have been used to fill govern- 
mental vacuums. 

13 The multipurpose approach was not entirely unknown 
in the development of water management districts; for ex- 
ample, the Texas water control and improvement districts. 
Hutchins, Summary of Irrigation District Statutes of Western 
States, p. 5. In addition, irrigation districts were permitted 
to drain land, to construct flood control works, and to 
generate electric power. Electric power was generated and 
distributed by some districts; however, other districts negoti- 
ated sales, water management, and cost-sharing agreements 
with private utility companies. Such¥multipurpose water 
management had developed prior to 1930. 

13Santa Clara County contains 67 districts, excluding 
irrigation districts and school districts. Other California 
counties range from 351 districts in Los Angeles County, 95 
in Contra Costa County, to only 1 in Alpine County. Robert 
C. Kirkwood, Annual Report of Financial, Transactions Concern- 
ing Special Districts of California, Fiscal Year, 1953-54 (Sacra- 
mento: 1955), p. xvi. 
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The role of the public district with 
respect to ground-water management has 
been to fill such a vacuum. The reason 
for the existence of this vacuum may be 
traced to several causes, such as the 
boundaries of other governmental units 
generally do not conform to the boun- 
daries of the area benefited from ground- 
water management, and major political 
hurdles may stand in the way of changing 
the present local governmental structure. 
A further deterrent may be the estab- 
lished ground-water use rights as in 
California and Texas.'* In California 
the correlative rights doctrine has thrown 
the responsibility for instituting ground- 
water management upon local water 
users rather than upon a state agency 
which approves the applications for 
appropriation. Since overlying land- 
owners have ground-water use rights by 
virtue of their location, they are in a 
controlling position with respect to reser- 
voir management. In such a situation, 
established governmental units generally 
are not applicable. However, the district 
is particularly adaptable as a ground- 
water management agency since it may 
be created by these ground-water users 
and since it is under their control. 

In addition, the interests which seek 
representation through regular local gov- 
ernment are not focused upon one 
problem and special interests often be- 
lieve that their interests will be better 
represented through a special organiza- 
tion designed for the special purpose. 
This was one of the reasons the South 
Santa Clara Valley Water Conservation 
District refused to cooperate with, or to 
be annexed by, the neighboring Santa 
Clara Valley Water Conservation Dis- 
trict. As a result of the concentration of 

1¢Arthur P. Duggan, “Texas Ground Water Law,” 
Proceedings, Water Law Conferences (Austin: University of 
Texas, School of Law, November 20-21, 1952 and June 
10-11, 1954). 
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population and of political strength in the 
northern portion of the Valley'® the 
people in the southern area reasoned that 
they would be better served by organiz- 
ing and operating an independent water 
conservation district. In this fashion, 

control could be maintained over the 
present and future use of their water re- 
source without being submerged among 
unrelated or partially related interests in 
a district responsible for representing a 
variety of other interests, or in a general 
governmental structure. 

But performance of this role of repre- 
senting special local interests is not with- 
out its pitfalls.1* The public district may 
contribute to the fragmentation of the 
problem so that effective resource man- 
agement becomes difficult. A separate 
district has ofttimes been organized 
around each of the separable but related 
interests, thus creating a situation calling 
for interagency coordination rather than 
intra-agency decision-making. For ex- 
ample, the resource problem which 
brought the Santa Clara Valley Water 
Conservation District into being was the 
increasing depths to water with the 
attendant increasing costs of pumping. 
The planned solution was to integrate 
surface-water and ground-water manage- 
ment by storing excess winter water 
behind detention dams and slowly releas- 
ing the water to recharge the ground- 
water reservoir. Other problems of water 
management did not command public 
attention during the pre-World War II 
period. Accompanying the postwar up- 
surge in population, suburban develop- 
ments began to cover the Valley floor. 
These new real estate interests called for 
flood protection and an adequate system 

15 The opinion was expressed, in the southern area, that 
the northern portion of the County was served better by the 
general county government because of the concentration of 
population and political power in the north. 

16 The question of whether public districts facilitate or in- 
hibit the voter in choosing among alternate public expendi- 
tures will not be discussed. 

of drainage canals thus placing an addi- 
tional] water management problem before 
the public. 

In line with the tradition of organizing 
each special interest, the Santa Clara 
County Flood Control and Water Con- 
servation District was created to repre- 
sent this new interest.!7 Thus, the 
decision-making process with respect to 
the County’s water economy was frag- 
mented. The new situation involves 
direct negotiation between the two dis- 
tricts for working out a water manage- 
ment plan, an operating agreement, and 
a cost-sharing procedure. Although ex- 
perience with this arrangement in Santa 
Clara County is new, a situation can 
easily be envisaged which would result in 
no agreement, in inadequate flood pro- 
tection, and in water wasting into San 
Francisco Bay rather than being used 
beneficially. 

Of course, a single district could have 
been used to integrate the related aspects 
of water management into one organiza- 
tion which would have placed the total 
management responsibility at one point 
of decision-making. By this arrangement 
adequate water management would not 
be insured but management attention 
would tend to be focused upon the totality 
of the problem. If this point of view had 
prevailed in the Santa Clara Valley 
Water Conservation District, reservoir 
capacity might not have been so closely 
related to infiltration capacity but a flood 
protection reserve could have been built 
into the existing dams.'® 

17 The primary purpose of water conservation districts is to 
“conserve and store water by dams... . spreading basins, 
sinking wells.” Water Conservation Act of 1931, California 
Statutes, 1931, 1020:2045. The primary purpose of the 
flood control district is to “control flood and storm waters 
. «+. protect from such waters the public highways, life and 
property in the district . . . .’ Santa Clara County Flood 
Control and Water Conservation District, California Sta- 
tutes, 1951, 1405:3336. 

18 The existing dams do provide some flood protection, 
but this function is secondary to the storing of water for 
recharge. 

a€Aaanrnm © 760 es es = rm 

oe | xo 

SS § © Rts OG fs et 

ao 

2 09 

Le 

&> gees 



li- 
re 

n 

y 
| 

y 
r 

y 
| 
t 

ie aeo ww Oo 

ss 

PUBLIC DISTRICT AND GROUND-WATER MANAGEMENT 263 

The district has been used to organize 
special interests but this approach may 
lead to an undesirable fragmentation of 
the management problem. However, 
this can be guarded against in the or- 
ganizational process and in the selection 
of adequate. enabling legislation. One 
possibility would be for a technical state 
agency, such as the State Department of 
Water Resources, to play an active role 
in the organizational process. The func- 
tion of the state agency would be to fur- 
nish engineering, hydrologic, and eco- 
nomic analyses to the local people so 
they might be better informed on the 
physical and economic interrelationship 
of the area’s total water management 
problem.'!® The public decision would 
then be based upon more complete 
knowledge of the consequences of their 
actions. Such state approval of water 
management proposals might mitigate 
against omitting considerations important 
to an integrated water management pro- 
gram but not of direct interest to the 
sponsoring group. 

Flexibility and Rigidity 

As a form of organization, the public 
district has served both the interests 
favoring organizational flexibility and the 
interests opposed to a change in the 
distribution of resource use. Organiza- 
tional flexibility has both its geographic 
and its time dimensions. 

Geographic flexibility may be seen 
from a review of the use of California’s 30 
general and 40 special water district 
enabling laws.?° Under these laws, the 
public district has been applied to local 
water management problems under a 

19 The responsibilities of California’s State Department of 
Water Resources and other agencies are not uniform for all 
water districts. The extensive state control of irrigation 
districts deals with such problems as engineering and financ- 
ing while with other districts only the public safety factor of 

ing structures is considered. 
20 James M. Carl, General Comparison of California Water 

District. Acts (Sacramento: State of California, Department 
of Public Works, Division of Water Resources, 1955). 

wide variety: of physical and social con- 
ditions which are found in California. 
By passing the special legislation, pro- 
visions have been included in the en- 
abling acts which the local interests have 
felt would be most essential to their 
particular locality. However, most of 
the water management districts in Cali- 
fornia use one of the 30 general enabling 
acts. The use of these acts is not limited 
to a particular locality. Thus, flexibility 
is achieved from the selection of the par- 
ticular act to be used and from the fact 
that one act may be adapted to meet the 
needs of many localities. For example, 
the 111 active irrigation districts,*! the 91 
county water districts, and the 18 water 
conservation districts? are not concen- 
trated in one particular area, but they 
are dispersed to service quite different 
types of situations throughout the state. 
Geographic flexibility of this type is a 
particularly useful attribute when dealing 
with problems of local ground-water 
management since a water management 
plan suitable to the conditions in Santa 
Clara County will have no necessary 
applicability to the conditions which exist 
in the southern San Joaquin Valley, in 
the southern coastal area, or in some 
other dissimilar location. In one in- 
stance, ground-water recharge may be 
simple with excess water available; in 
another instance, well-spacing may be 
called for and artificial recharge may be 
impossible, or water may be purchased 
for recharging purposes and a levy may 
be placed upon the draft of each water 
user as a means for paying the purchase 

price. Such local variability of ground- 
water management problems is a general 
characteristic common in California and 
in other states. To meet this situation 

31 Kirkwood, Annual Repert of Financial Transactions Con- 
cerning Irrigation Districts of California, 1954 (Sacramento: 
1955), p. 3. 

32 Kirkwood, Annual Report of Financial Transactions Con- 
cerning Special Districts . . . . p. xiii. 
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the district may be empowered to execute 
the management tasks in a wide variety 
of circumstances through adequately 
written enabling legislation. In this 
fashion, ground-water management can 
be tied into the local physical and eco- 
nomic condition by the public district. 

Flexibility over time is also an attribute 
of the district form of organization, al- 
though it should be recognized that a 
district may be very responsive to eco- 
nomic and social conditions which cause 
some interests to desire stability rather 
than change. Flexibility comes from the 
fact that the district is created by the local 
people under the authority of state law. 
If a new condition arises demanding a 
change in the powers granted to a 
district, such a change can usually be 
made with the consent of the legislature 
and the local people. California water 
district enabling acts have been amended 
many times so that the districts may be 
kept abreast of the times. In fact, the 
amendments to California’s irrigation 
district act have been so numerous that 
the title hardly describes the grant of 
power. The long history—over 75 
years—of irrigation district legislation is 
instructive on this point. Fundamental 
legislative developments came with the 
passage of California’s Wright Act in 
1887. This law combined the authority 
to issue bonds and to tax the value of the 
land but its provisions were general and 
provided an insufficient check over dis- 
trict activities. In subsequent years, the 
legislation was “tightened down” to 
squeeze out land speculators and to place 
the financial structure on a firm base.?4 
Later, the law was “loosened up” to ex- 
tend the control of the interests making 
up these districts to cover water manage- 
ment problems associated to the supply- 

33 Adams, Irrigation Districts in California, 1887-1915 
(Sacramento: State of California, Department of Public 
Works, Division of Engineering and Irrigation, Bulletin 
No. 2, 1916). ; 

ing of water for irrigation. For example, 
water-spreading was added to the powers 
of irrigation districts in 1953.4 Al- 
though such changes are possible, as will 
be noted subsequently, they cannot be 
made without being aired in some type of 
public forum such as the state legislature 
or local election. 

Although the district form of organiza- 
tion would permit these elements of 
flexibility in ground-water management, 
it may also be used in the role of an instru- 
ment inhibiting change. This role 
largely stems from the ability of the 
district to hold property rights and to 
serve as a means for determining the 
distribution of benefits within its boun- 
dary. Upon this basis, districts have been 
organized to protect a particular interest. 
The Mt. Eden Township County Water 
District’s function is to enforce an in- 
junction restricting the quantity of water 
which the city of Hayward may pump 
from three of its wells.25 Also, the 
Central Santa Clara Valley Water Con- 
servation District was organized to con- 
test a water-right application of the 
Santa Clara Valley Water Conservation 
District. The fear was expressed that the 
construction of a detention dam in 
Coyote Creek would interfere with the 

recharge of the ground-water reservoir 
underlying their land. Such a pro- 

tective role of the district is not necessarily 

bad as it may serve the useful function of 
not permitting changes before they have 

been given a thorough public discussion. 
On theother hand, the fact that status quo 
beliefs are organized into a district may 
make the process of change somewhat 

slower than other forms of organizing 
ground-water management. 

%¢ California Code Commission, Office of Legislative 
Counsel, op. cit.. p. 308. (Irrigation Districts, Division 11, 
Sec. 22078). 

25 Mt. Eden Township County Water District versus City 
of Hayward, 218 Cal. 634. 
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The Public District and Conflicts of Interest 

Ground-water utilization has been 
primarily a matter of private interest, 
and this interest in the use of water 
has been protected by its status in 
property law by the due process pro- 
cedure. These private interests, how- 
ever, do not exist in isolation for they 
are interrelated through the common 
use of the ground-water reservoir and 
through the legal structure which gives 
authenticity to these rights. But in- 
terrelationships of this type are generally 
not enough for executing a management 
program since no provision is made for 
reaching a common interest necessary for 
the water users to take collective action 

Not only do these private interests fre- 
quently find no basis for common action 
but they find that their interests are in 
conflict one with the other. Our political 
economy has been built from such con- 
flicts by developing representative pro- 
cedures for reaching decisions and for 
intermeshing freedom with controls. 
Therefore, it is important to examine the 
public district as a means for reach- 
ing agreement among conflicting in- 
terests and for relating these interests 
in such a fashion that ground-water 
management may be executed. 

When the public district is used, the 
election process becomes one of the 
primary procedures for determining the 
extent of common interest and thereby 
defining the immediate opportunities for 
public action. The election procedure 
has been used by the water conservation 
districts in Santa Clara County to de- 
termine whether the statutory common 
interest existed for creating the district, 
for electing the board of directors, and for 
approving the issuance of bonds. In 
these elections, conflicts of interest de- 
veloped over two interrelated issues: 
(a) the proposed plans for action and 

(b) the terms of organization. Conflicts 
of the former type dealt with the relation- 
ships of the individual water user to the 
benefits from the planned collective 
action. These issues came to a focus in 
problems such as boundary delineation, 
the type of management plan, the loca- 
tion of works, and the extent of indebted- 
ness. Conflicts over the terms of organi- 
zation dealt with the acceptance by the 
water users of a system for distributing 
project costs and of a method for main- 
taining project control. 

The District Boundary and 
the Incidence of 

of Benefit 

An important problem in using the 
district as a ground-water management 
agency is the determination of the geo- 
graphic area of administration. Although 
the area of the ground-water basin may 
be delineated rather easily by engineer- 
ing surveys, it may be somewhat more 
difficult to establish boundaries of the 
area in which the water users will sanc- 
tion collective action.2® One reason for 
this difficulty is that conflicts of interest 
frequently arise because of variations in 
the expectations of the incidence of bene- 
fit from ground-water management. 
These variations are due in part to the 
physical characteristics of the ground- 
water reservoir and are evidenced in 
specific localities. The ground-water 
user living in one locality may find his 
expectations of benefit to be quite 
different from that of a ground-water 
user living in another locality and, upon 
this basis, he may oppose inclusion within 
a public district. For example, if a 

pressure area exists in the ground-water 
reservoir, changes in water level resulting 
from water spreading may be quite 

%¢ The first comprehensive water study in the county was 
completed in 1921; however, the northern district was not 

ized for action until 1934 while the southern district 
waited until 1951. 



266 a LAND ECONOMICS 

different from changes in the non- 
pressure zone. Or people living in one 
section of a valley may fear that the 
diversion of water for spreading to some 
other area of the valley will result in no 
benefit to them, and it may decrease the 
influent seepage to their section of the 
ground-water reservoir. Because of fac- 
tors such as these the boundary decision 
becomes important. 

The experience of the two water con- 

servation districts in Santa Clara County 
will be useful in examining the role of the 
public district in dealing with conflicts of 
this type. The leaders sponsoring the 
creation of a public district proposed that 
the plan for action include the construc- 
tion of detention dams and the operation 
of water-spreading facilities.27_ The first 
specific engineering proposal was made 
in 1921, but the Santa Clara Valley 
Water Conservation District was not or- 
ganized until 1929 although two pre- 
vious attempts were made to organize in 
1921 and 1925. The South Santa Clara 
Valley Water Conservation District was 
not organized until 1938 following an 
unsuccessful effort in 1935. This southern 
district was unable to execute ils program 
until the original interests were realigned 
through the process of annexation. In 
1951 the area within the district was en- 
larged from 18,000 acres to 34,900 acres. 

Of course, one of the primary roles of 
the district was to encompass within its 
boundaries the interests which were to be 
benefited from the collective action so 
that the costs of executing the action 
could fall upon these benefited interests. 
Thus, the intent was to include the area 

benefited from water management. How- 
ever, the anticipated benefits from the 
water management proposal were not 
distributed uniformly to all ground- 
water users in the Valley due to the par- 

7 According to the 1921 plan, part of the water probably 
would have been distributed by surface delivery. 

ticular characteristics of the ground- 
water basin. The County contains 
two distinct ground-water basins, one 
sloping toward San Francisco Bay in the 
north while the other slopes toward the 
Pajaro River in the south. The 1921 plan 
attempted to include these two areas in 
one district and it failed. ‘Coyote 
Valley” is a small “valley” connecting 
the larger northern and southern basins. 
The water users in Coyote Valley were 
reluctant to join the district since they 
feared detention dams and stream flow 
diversion would lessen the ample volume 
of influent seepage of water from the 
stream to their portion of the ground- 
water reservoir and that the management 
of the poorly drained areas would become 
more difficult. In addition, water spread- 
ing at a lower elevation in either district 
would have been of no benefit. Conse- 
quently, Coyote Valley was omitted from 
inclusion in the two original districts. 
In fact, the Central Santa Clara Valley 
Water Conservation District was formed 
to protest a water-right application by 
the northern district. With the failure of 
this action, Coyote Valley was annexed 
to the Santa Clara Valley Water Conser- 
vation District in 1952 and the original 
plan was adjusted to provide benefit to 
the area. Part of the southern district’s 
ground-water users were in an area with 
a high expectation of benefit but they 
would not permit program activation 
without inclusion of other areas with 
an uncertain probability of benefit. The 
areas of uncertain probability of benefit 
were located at the lower (southern) end 
of the basin. While water spreading in 

the upper Valley might benefit the lower 
Valley, the area’s residents feared an in- 
crease in their drainage problem, a loss 
of water by diversion and a neglect of 

their flood situation. Agreement upon a 

plan for action was obtained by the 

annexation of the southern areas with 
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the stipulation that the district would 
manage the dam and spreading facilities 
so as not to worsen the drainage problem 
and would finance stream channel im- 
provement work in the lower Valley and 
plan water releases to benefit down- 
stream water rights. 

The role of the district in these situa- 
tions was to provide, through the process 
of organizational elections and annexa- 
tion, a means for reaching a public de- 
cision in a situation of conflicting in- 
terests. The performance of this role re- 
quired a lapse of time of over 30 years 
from the first definite proposal for the 
construction of works to the final resolv- 
ing of the major conflicts. In the case of 
the Santa Clara Valley Water Conserva- 
District, however, this did not mean 
total inaction for three bond issues were 
approved by the electorate between 1934 
and 1950, permitting the initiation of a 
$9,350,000 program of storing flood water 
and of spreading. But, no program was 
initiated by the South Santa Clara 
Valley Water Conservation District until 
15 years after the district was organized 
or until 34 years after the plan was 
first proposed. 

The district procedure provided for 
local interests to register their approval 
or disapproval with respect to the pro- 
posed plan. Consequently, extensive 
public action could not be initiated until 
the plans were made to conform to the 
expressed public interest. In these in- 
stances the lack of coincidence of district 
and basin boundaries was a factor lead- 
ing to conflict and contributing to the 
delay in the initiation of effective ground- 
water management. 

Approval of the plan was won after the 
central committee of interested group 
leaders broadened public participation 
in program planning to include extensive 
direct individual consultation. Would 
the malalignment of the interests with 

respect to the plan have occurred if the 
incidence of expected benefits had been 
more thoroughly investigated at an early 
stage and if wider public participation 
had been sought during the earlier stages 
of program formulation??* Although the 
data at hand do not provide a precise 
answer to this question, they would 
certainly suggest that a more widespread 
public participation would have been 
beneficial. In addition, if an organiza- 
tion such as the Division of Water Re- 
sources or its equivalent in other states 
could have assisted in determining the 
incidence of benefits, possibly the con- 
flicting issues would have come to a 
focus more readily and the decision- 
making process could have been speeded 
up. 

District Assessment and 

the Incidence of 
Cost 

The method of assessing project costs 
is one of the terms of organization which 
is frequently a source of conflict with 
respect to ground-water management. 
These conflicts of interest center around 
the question of whether the distribution 
of costs reflects a reasonable relationship 
to the distribution of benefits. In the 
case of the attempt to establish a ground- 
water management organization in Santa 
Clara County, agreement was not 
reached concerning the method for rais- 
ing revenue until four methods had been 
given consideration. (a) The 1921 and 
the 1923 proposals would have levied a 
tax upon each parcel of land proportion- 
ate to the project benefits assessed to it. 
(b) After the defeat of these proposals 
consideration was given to levying a tax 

28 This question does not imply that a negative vote would 
have been forestalled. It merely means that the process for 
relating the proposed plan for action to the local interests 
would have been more thorough. By this procedure, points 
of conflict could be adjusted at an early stage in program 
planning and, if the conflicts could not be reconciled, they 
would be brought into public view. 
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upon the quantity of water pumped from 
each well. This suggestion was turned 
down by the informal central committee 
which represented the interested groups 
within the County. (c) This committee 
also refused to accept an assessment upon 
the value of the land and improvements. 
(d) The adoption of the irrigation dis- 
trict procedure of taxing the land exclu- 
sive of improvements finally won general 
agreement and was incorporated into the 
general enabling legislation of 1929. 

Assessment according to benefit did 
not receive general support because of 
the belief that benefits from water spread- 
ing to individual parcels of land could 
not be determined. This position is still 
supported by the engineering opinion of 
the Santa Clara Valley Water Conserva- 
tion District’s chief engineer. The use of 
pump draft as the basis of assessment was 
opposed by local industry and private 
water companies. These interests did 
not want to pay the tax which would 
have been levied upon them, although 
shifting would have taken place with the 
incidence in many cases being borne by 
the customers of these firms. In addition, 
the quantity of water pumped does not 
necessarily reflect the extent of benefit. 
This is due to the fact that benefits will be 
variable depending upon the character- 
istics of the ground-water reservoir. A 
third method, taxing the land and im- 
provements, was rejected in order to win 
the support of the non-agricultural in- 

terests in the County. Therefore, the 
method selected, taxing the value of the 
land exclusive of improvements, was 
adopted upon the basis of interest 
acceptability. No serious objection has 
been raised against this method of 
assessment, although it is generally be- 
lieved that the incorporated areas within 

the Santa Clara Valley Water Conserva- 
tion District pay from 50 to 60 percent 

of the district taxes but utilize only 20 to 
30 percent of the ground water. 

The role of the district in these con- 
flicts of interest was twofold: (a) to pro- 
vide the means for reaching a de- 
cision in a situation of conflict, and 
(b) to have the authority to collect the 
required revenue. The election pro- 
cedure and informal interest group com- 
mittee were used to settle these conflicting 
interests. If the committee system had 
not functioned to kill the proposal to 
tax ground-water draft, there is reason to 
doubt that the proposal would have won 
electoral approval. Although the com- 
mittee procedure has its merits and 
performs a necessary function in such 
cases, actions such as these should be 

clearly a matter of public record so that 
the electorate is fully aware of the conse- 
quences of the proposal placed before it. 
Such a procedure may severely limit the 
alternatives which the electorate is per- 
mitted to consider and may maintain a 
local power structure unacceptable to 
the electorate if an opportunity for ex- 
pression were permitted. 

The authority of these districts to 
collect revenues was never seriously 
questioned although the ability to issue 
bonds and the size of bond issues did be- 
come questions of electorial conflict. As 
was noted, four methods of assessing 
revenues were considered, and any one of 
these methods could have been adopted 
had the interests been willing to accept it. 
Thus, the district form provides a flexible 
management tool for determining the 
incidence of project cost or, to put it 
differently, of pricing the services ren- 
dered. Because of this flexibility, pricing 

schemes may be used to fit local ground- 
water management problems so that 

there is a coincidence of the incidence of 
project benefits and costs or that a rea- 

sonable relationship exists between them. 
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The ability of the district to associate 
costs with benefits should not be con- 
fused with the incidence of expenditure. 
In fact, the largest expenditures of the 
water conservation districts in Santa 

Clara County were made to construct 
detention dams outside of the district. 
This would suggest that, if a particular 
watershed management practice in the 

area above the reservoirs were measur- 
ably beneficial to the district program, 
the incidence of expenditure could be 
made to fall upon the landowners above 
the dam while the incidence of cost and 
of benefit would be within the district or 
could be partially shared by the district. 
For example, the district could enter into 
contractual arrangements with the water- 
shed landowners and pay them to follow 
agreed-upon practices.2® Many varia- 
tions of this procedure would be explored 
with the upstream farmers possibly organ- 
izing a separate district in order to simplify 
the dealings between the two groups. 

29 It has been suggested that the district’s power to contract 
should be used in other types of water management activities, 
for example, the small watershed program. Harry A. 
Steele and Kirk M. Sandals, “A Law That Puts Responsi- 
bility at Home,” The Yearbook of Agriculture, 1955, Water 
(Washington, D. C.: Government Printing Office, 1955), 
p. 165. 

Conclusions 

Many problems associated with the 
utilization of ground water can be allevi- 
ated by instituting a program of ground- 
water management. In initiating such a 
program it is important that ground 
water be considered as a component of 
the area’s total water economy and that 
interrelationship between ground water 
and surface water be considered. The 
execution of such a program requires the 
creation of some form of organization. 
One such form is the public district. The 
previous analysis indicates that the dis- 
trict can play a useful role as a local 
agency for ground-water management. 
Its geographic flexibility, inter-temporal 
flexibility, concentration upon a single 
problem, ability to reflect local interests 
to obtain program adjustments, and 
ability to relate project costs to benefits 
commend the district as a ground-water 
management agency. On the other 
hand, if the problem is split into frag- 
ments, it may make it difficult or im- 
possible to administer an integrated water 
management program and the district 
may be used to inject an element of 

rigidity which will slow the process of 
social change. 



Decentralization and Blighted Vacant Land 

By HERMAN G. BERKMAN* 

Introduction 

NCREASING municipal costs and de- 
clining revenues facing American 

cities pose severe threats to local auton- 
omy. More and more, cities are 
turning to centralizing units of govern- 
ment, the state and federal level, for help. 
Analysis of problems of municipal finance 
reveals the contribution of decentraliza- 
tion, urban sprawl and tax delinquent 
vacant land to this unhealthy condition. 
It is obvious that tax delinquent vacant 
land means loss of revenue and that 
decentralization means the removal of 
tax base. The objective of this paper 
is to trace the relationship of decentraliza- 
tion commonly resulting in urban sprawl 
to what has been described as “dead 
land,”” unmarketable in fact because of 
excessive tax delinquency and other com- 
plications. More particularly, this paper 
will deal with a case study in the solu- 
tion of the problem of dead land. 

The Evolution of Dead Land 

A brief historical sketch of the evolu- 
tion of dead land may help focus the 
problem such land presents. Our tale 
centers around the processes of city de- 
velopment under an enterprize system. 
The processes occur at the fringe. At the 
fringe of urban communities lie areas 
into which urban uses, through the prin- 
ciples of marginalism, expand. This 
penumbral land is withdrawn from agri- 
cultural uses as demand for urban land 
outbids non-urban uses. Frequently, as 
cities have expanded, the value of such 
land and hence taxes on them tend to in- 
crease in anticipation of high rewards in 
the face of a steadily encroaching urban 
population. 

* Former Special Assistant to the Executive Director, 
Chicago Land Clearance Commission. 

The advance of urban uses invading 
rich agricultural land is not steady or 
uniform. Encroachment may leap over 
stretches of undeveloped areas leaving 
empty spots in the future city structure. 
Indeed there appear to be two phases in 
such city growth. One is that of initial 
expansion and the second is the filling-in 
process. The entire process has been 
estimated to take as long as from fifteen 
to thirty years.!_ Further, such subdivid- 
ing takes place only slowly, lots being 
sold to individuals who many times hold 
them for development or speculation 
themselves. If, after an area has been 
platted and perhaps some improvements 
installed demand for land _ should 
suddenly decline or shift direction, or if 
there should be an excess of subdividing 
activity with relation to effective demand, 
there occurs what has been variously 
called ‘‘dead land,” arrested subdivision, 
excess subdivision, or the latest term— 

blighted vacant land. 
Because such land is thrown out of 

productive agricultural use, the com- 
munity suffers in the first instance. As 
time passes and the lots platted are not 
developed, taxes accrue, titles become 
clouded and complex, subdivision de- 
signs become obsolete and whatever 
utilities have been installed fall into dis- 
repair if useable in the first instance. 
Action by a public body becomes neces- 
sary. 
A case in point is the process of sub- 

dividing activity in Chicago. Since 1830 
Chicago has had five land booms reach- 
ing peaks in 1836, 1856, 1869 to 72, 
1890 and 1926; the present boom, not 

yet completed and its results not yet 
known, not included. 

1 Richard U. Ratcliff, Urban Land Economics (New York: 
McGraw Hill Book Company, 1949), Chapters 7 and 13. 
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Between 1853 and 1857, 9,295 acres 
were subdivided and the city had to triple 
population to absorb the lots. From 
1866 to 1864, another 20,500 acres were 
added. Yet even though the city more 
than tripled its population from 1870 
to 1890, some of these lots are still vacant. 
Despite the slow absorption, another 
boom from 1875 to 1892, added an addi- 
tional 17,000 acres within the corporate 
limits of the city. The scope of the sub- 
division activity can be realized by the 
fact that in the seven years between 1886 
and 1893, 390,000 lots were subdivided, 
more than enough for the growth of 
Chicago in the following twenty years, 
and some of these lots also are still 
vacant. Added to these activities were 
some 8,600 acres subdivided within the 

city between 1910 and 1916 and some 
170,000 in the metropolitan area. 
Finally, the last boom preceeding the 
current one occurred between 1919 and 
1929, with a peak in 1926 when, because 
most of Chicago city had been subdi- 
vided, some 288,000 new lots were added 
in Cook County and some 650,000 in the 
metropolitan area. Since between 1930 
and 1950 the number of families in the 
Chicago metropolitan area increased by 
approximately some 300,000 it is clear 
that in 1950 the majority of the lots 
created in the boom of the twenties were 
still vacant.? 

Yet current subdivision in the wake of 
pent-up housing shortage and higher 
consumer incomes rolls along on its 
merry way, again stretching further west, 
north and south of the city of Chicago 
while much of the area originally sub- 
divided in the 1890’s lies idle.* Some 
subdivisions platted as early as 1872 
remain unoccupied. 

* Homer Hoyt, One Hundred Years of Land Values in Chicago 
(Chicago: University of Chicago Press, 1933), pp. 477-478. 
Also estimated from Growth and Redistribution of the Resident 
Population in the Chicago Standard Metropolitan Area (Chicago: 
Chicago Community Inventory, 1954). 

® Based on field checks by the writer. 

The Necessity of Solving the Problem. The 
necessity of solving the problem posed by 
these tax delinquent lands may be 
summarized as follows:‘ (1) Cities have 
an investment in these properties through 
back taxes, interest and penalties which 
represent payments out of past levies. 
(2) Cities already have heavy invest- 
ments in utilities and other public im- 
provements accessible to such areas. 
Fuller use of these means revenue; and 
fuller use means less need to extend such 
utilities, services, and improvements to 
even more outlying areas. (3) The re- 
development of denser portions of the 
central city can be accelerated through 
the provision of residential units on these 
now vacant lands. (4) Development of 
such areas would reduce charges in 
handling the collection of taxes. Such 
costs in Cook County have been esti- 
mated at more than one million dollars 
per year.* (5) Delinquent vacant prop- 
erties are in a “‘no-man’s state.”” Unused, 

grown over with weeds, they constitute 
hiding places for criminals and hazards to 
the community. (6) Tax delinquent 
vacant lands swell the tax base and inflate 
the budget. As long as these lands are 
counted as part of the tax base, cities 
must pile on deficits for the taxpayers to 
pay. Municipalities must remit state and 
county levies even if properties are de- 
linquent so that they are left “holding the 
bag.” (7) By not paying taxes, owners 
of tax delinquent vacant properties force 
their share of the tax burden on tax- 
papers. If taxpayers know that they can 
get away with tax-delinquencies, many 
may refuse to pay their taxes. (8) Tax 
delinquent vacant land recorded as un- 
collected general taxes effect tax collec- 
tino records and hence municipal credit. 

4A. N. Hillhouse, and Carl H. Chatters, Tax Reverted 
Properties in Urban Areas (Chicago: Public Administration 
Service, 1942). 

* Housing Authority of the County of Cook, Illinois, Dead 
Land (Chicago: Housing Authority of the County of Cook, 
1949). 
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Bad tax collection records “‘operate, al- 
most without question, to increase the 
cost of borrowing money... . The 
extra cost of interest rates . . . . could 
easily become a considerable item in 
municipal budgets.”* This is the direct 
effect on borrowing. Indirect borrow- 
ing effects come via the need for borrow- 
ing propelled by decreased revenues and 
relatively increased costs. (9) Tax de- 
linquent vacant land is a factor in 
neighborhood property value deteriora- 
tion. The existence of such areas pre- 
vents new building, particularly if the 
original subdivision design is outmoded. 
The interspersion of vacant lots among 
built-up ones may even prevent the com- 
pletion of community facilities necessary 
to stabilize values. (10) Tax delin- 
quent vacant lands increase costs of land 
by shortening supplies of land more 
freely available, thereby increasing hous- 
ing costs. (11) Since nonresidential uses 
bear a great part of local tax burdens, if 
tax delinquent vacant lands do not bear 
their share, taxes on nonresidential areas 

are affected. The increased taxes may 
impede the location of tax-paying in- 
dustry in areas of heavy delinquency. 
(12) Sound community growth requires: 
harmonious relationships between land 
uses throughout a metropolitan area; 

balance between employment and popu- 
lation; development sufficiently compact 
to constitute an economical and efficient 
use of space; adequate space for com- 
munity facilities and activities in propor- 
tion to population needs; an environment 
conducive to safety, and to physical and 
mental health; sufficient shelter, adequate 

in amount and kind for the population; 

and adequate tax revenues to support 
necessary public services. (13) Tax- 

delinquent vacant lands impede sound 
community growth. 

* Ibid., p. 21. Quotation from Dr. Frederick L. Bird, 
Director of Municipal Research, Dun & Bradstreet, Inc. 

Stumbling Blocks to Development 

Why are these areas, some platted 
almost a century ago, still lying idle? 
The answer lies in legal and economic 
difficulties lying within the building sites 
themselves as well as with the laws 
governing the elimination of these diffi- 
culties. 

With respect to the sites themselves, 
we have already mentioned some of the 
factors. These include diversity of own- 
ership or lost ownership, obsolete 
platting, excessive tax delinquency com- 
bined with special assessment delin- 
quency, penalties and interest, at times 
exceeding the fair value of the property, 
and inadequate utilities. One of these 
factors would be sufficient to discourage 
private development, but the existence 
of more than one absolutely defeats it. 

In a group of areas in Chicago studied 
by the writer, for every hundred lots 
there are at least fifty different owners, 
many of whom have either died or 
can not be found.’ Divided or split 
ownerships (estates), judgments, changes 
in marital status—all complicate obtain- 
ing title. Before 1926 a twenty-five or 
thirty-foot lot was considered ample; 
the majority of the areas studied had lot 
widths of thirty foot or less. Current in- 
surance by the Federal Housing Ad- 
ministration will not be issued on lots 
less than thirty-five feet. These areas 
usually contain excessive areas zoned and 
platted for business uses, only twenty-five 
feet wide. Because of anticipations 
areas so zoned generally are overpriced 
in present residential markets and un- 
suitable for nonresidential markets. Such 
lots are particularly undesirable for resi- 
idential purposes being bounded gen- 
erally by heavily trafficed streets. In 
Chicago today there are enough lots 
zoned and platted for commercial uses 

1Chicago Plan Commission, Blighted Vacant Land (Chi- 
cago: Chicago Plan Commission, 1950). 
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to satisfy the needs of a city of 10,000,000. 
Miles of such vacant strips run along 
Chicago’s major streets. The obsolete 
character of these subdivisions is accentu- 
ated by platted or even existing streets of 
equal width and connecting with equally 
wide arterial streets inviting through 
traffic if these areas were developed but 
discouraging development as well. No 
provision was made in many of these 
subdivisions for necessary parks or recre- 
ational areas necessary for neighborhood 
stability. Alleys pervade the original 
subdivision plats, wasting land area. In 
many of these areas there are no paved 
streets; some have partially paved streets; 
some have sewer but no water grids, some 
water but no sewer grid. Most have 
sidewalks, though in disrepair. If title to 
all lots cannot be readily acquired, a 
single owner can only with difficulty ob- 
tain necessary utilities. 

Only public activity of some kind can 
make lots in such areas marketable by 
assisting in their assembly and resubdi- 
vision, and helping to make their eco- 
nomic development feasible. Until re- 
cently the condition of such lots, despite 
their high public cost, has impeded 
action by the public body. One writer 
lists the following obstacles to the ade- 
quate development of these areas.* (1) 
The high cost of foreclosure suits or other 
actions to acquire title. (2) The diffi- 
culty, under present laws and attitude of 
the courts, to secure a good and mer- 
chantable title that will be guaranteed or 
insured. (3) The lack of proper govern- 
mental organization for tax enforcement 
and the failure of the charter or statutes 
to place responsibility on a central tax 
enforcement agency. (4) The antiqua- 
ted condition of tax sale machinery. 
(5) Complicated relationships between 
governmental units having tax liens or 
special asesssment liens on the same 

8 Hillhouse and Chatters, Op. cit., pp. 11-12. 

parcels. (6) Many officials consider it 
unwise to bring tax foreclosure suits. 
(7) Direct-lien special assessments bonds 
which require the city to satisfy bond- 
holders by payment or compromise be- 
fore foreclosure. 

Basically solution to problems of 
“dead” land today require more than 
tax reform and revision of collection pro- 
cedures. For, by now, as we have noted, 
problems of relatively large scale as- 
sembly, replanning and replatting are 
involved as well as other economic and 
land development problems. A review 
of changes in the laws or procedures deal- 
ing with tax delinquencies in blighted 
vacant land as defined would thus be 
irrevelant to the problem. Since Chicago 
is already launched on a program to 
eliminate such areas within the frame- 
work of the laws enacted, the following 
portion of this paper will be concerned 
with a case study of what Chicago is 
doing about this problem. 

The Legislation 

The federal Congress and the state of 
Illinois recognize the need for assembling 
lots in these “‘dead” subdivisions. The 
legislators are aware of the social nature 
of the past mistakes which led to the de- 
velopment of ‘‘dead subdivisions” and 
the need for replatting, replanning and 
restoring the values of such areas where 
the housing market could absorb them. 
Title III, Section 110 (C) of the U. S. 
Housing act of 1954, as amended,® and 
previous to this the U. S. Housing Act of 
1949, provided that “land which is pre- 

dominantly open and which because of 
obsolete platting, diversity of ownership, 
deterioration of structures or of site im- 
provements, or otherwise substantially 
impairs or arrests the sound growth of the 

community and which is to be developed 

* Public Law 560 signed by the President, August 2, 1954. 
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for predominantly residential uses, con- 
stitutes a project” within the meaning 
of that Act. For such a project federal 
grants-in-aid are available to legally 
constituted local authorities up to two- 
thirds of net project costs. As in connec- 
tion with all projects under Title I of this 
Act, constituted local agencies legally 
authorized by their respective state legis- 
lature and local governing bodies to pur- 
chase or through powers of eminent 
domain to acquire such dead subdivisions 
are eligible for these. 

The philosophy of the program in- 
volves the concept of public assembly of 
the land at fair market prices. Back 
taxes have first claim when the areas are 
sold back to private developers for hous- 
ing construction in conformance with an 
approved plan of development. With 
the passage of the Federal act of 1949 the 
State of Illinois amended its Blighted 
Areas Redevelopment Act of 1947 to 
enable local agencies within the state to 
engage in such predominantly open land 
projects which in the state statute are 
called “blighted vacant areas.” 

The state statute specifically sets forth 
in detail the concept of “blight” as 
applied to predominantly vacant land. 
In legislative findings the statute refers to 
the unmarketability of such vacant areas 
for housing purposes, the characteristics 
existing in such areas, the retardation of 
community development caused by this 
and the necessity for governmental 
financial assistance in the development of 
such areas by private capital. Thus, the 
statute states that “predominantly open 
platted . . . . land” to be acquired shall 
be that which “substantially impairs or 
arrests the sound growth of the com- 
munity because of obsolete platting, 
diversity of ownership deterioration of 
structures or site improvements or taxes 

or special assessment delinquencies ex- 
ceeding the fair value of the land.” 

Site Slected—79th and Western'® 

On August 8, 1951 the Chicago Land 
Clearance Commission designated its 
first “Blighted Vacant Land Project.” 
The character of the site selected well 
illustrates the difficulties of privately 
developing such “dead” areas without 
public assistance. The forty-acre site is 
located in the extreme southwestern 
portion of the city and is surrounded by a 
heavily built up single-family area. Be- 
ing interstitial in character, it is bounded 
on two sides by major arterials. The site 
was subdivided and the plat recorded in 
1925. Before the Commission designated 
the area there were no housing improve- 
ments on it. Though ideally situated 
with respect to community facilities 
already existing and employment 
sources, then, the site remained unde- 

veloped. All basic utilities stretched on 
the boundaries of the site readily access- 
ible to site use. Within the site is an 
old sewer grid originally installed in 1926. 
An air-view would show cracked side- 
walks, the unimproved street right-of- 
way overgrown with weeds, and unused 
utility poles running through the site. 
What impeded the development of this 
area? 

1. Diversity of Ownership. Before Com- 
mission designation, in order to acquire 
264 lots, a developer would have had to 
contact 157 different owners. The num- 
ber of different lots per owner averaged 
1.7. In 4 of the 10 blocks, the average 
fell between 1.2 and 1.4 lots per owner. 
The diversity of ownership by block re- 
vealed the scattered nature of the hold- 
ings. ‘Twelve of the owners held 46 of 
the 264 lots and the holdings of these 12 
owners were so scattered throughout the 
site and among the 115 lots held singly, 
or 44% of the total number of lots, that 

10 Chicago Land Clearance Commission, Report to Com- 
mission on Project No. 2 (Chicago: Chicago Land Clearance 
Commission, 1950). 
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assembly of a group of contiguous lots 
would be well nigh impossible. 

2. Availability of Lots. A study of lot 
transactions in the area indicated, before 
commission designation, that from 1940 
to 1951, on only 84 of the 264 lots was 
there any activity. Where transactions 
did occur, 28 were by quit claim or tax 
deeds, not actually resulting in actual, 
bonafide transfer of fee title under Illinois 
law. An examination of tax records re- 
vealed that 100 of the 264 lots were being 
carried as “‘no name parcels,” an indica- 
tion that, although tax bills were sent; the 
owners could not be found. Thirty-one 
of the lots were affected by adverse 
interests and many lots were held under 
split ownership by heirs of estates. 

3. Tax Delinquency and Tax Revenues. 
In the entire area eighty percent of the 
lots were delinquent one year or more; 
on over one-half of the lots taxes had not 
been paid for five or more years, andon 
over one-third of the lots taxes had not 
been paid for twenty yearsor more. The 
number of lots tax delinquent had been 
increasing at varying rates from 1927 to 
1951. The pattern of this delinquency 
showed no consistent spatial concentra- 
tion and the wide scattering of tax de- 
linquency in the area left no one part of 
it free from tax delinquency. In five of 
the ten blocks, the tax delinquency ex- 
ceeded the total assessed valuation and, 

in the area as a whole, delinquencies ex- 
ceeded assessed value by almost $6,300. 
In the area as a whole, in 45% of the lots 
delinquencies exceeded the assessed 
value. The amount of tax delinquencies 

in the area was almost twice as much as 

the revenue for the entire area and in 
one block the ratio was five dollars in 

delinquent taxes to one dollar of revenue. 
In only one block did revenues exceed 
delinquencies. And this block was lo- 
cated closest to available utilities. 

4. Obsolete Platting. Only nine percent 
of the lots were over thirty-five feet in 
width, two-thirds were between thirty 
and thirty-five feet and the remaining 
quarter, strip business frontage, were 
only twenty-five feet. Although a de- 
veloper could try to obtain wider lots by 
purchasing adjacent lots, the diversity of 
ownership, tax difficulties and difficulties 
of locating owners made this difficult if 
not impossible. Even if sufficient lots 
could have been assembled without gov- 
ernment assistance, there would have 
remained a residual of single lots lying 
idle between improved lots, thus leading 
to under-utilization of the area and the 
utilities which would have to be installed. 

The platted street pattern of the area, 
grid-iron in nature and of equal width 
was tied directly to the major arterials 
bounding the site thus inviting through 
traffic into the area. About 35% of the 
area was platted in streets compared to 
an adequate planning standard of 20%. 

5. Lack of Utilities. The existence of 
only a sewer grid and disrepaired side- 
walks impeded the development of the 
area, especially in the light of the other 
conditions noted. On the one hand, the 

sewer grid would set the obsolete pattern 
of development for any developer who 
would try to avoid the cost of relocation. 
On the other, the absence of a water grid 
and paved streets deter private de- 
velopment. Since a bond has to be posted 
in Chicago for the installation of the 
water grid, the inability to assemble a 
sufficient number of lots prevented pri- 
vate developers from risking losses on re- 
payment. Similarly, since subdividsion 
developers must install paved streets, if 
such a developer is not assured of being 
able to assemble the entire area because 
of the conditions noted, it would hardly 
have been economically possible for him 
to provide paved streets. Thus, although 
the demand for housing was present and 
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although the area was ripe for develop- 
ment, it did not develop, while the new 
residential construction pushed beyond 
the city into raw land raising costs and 
extending services and utility lines. 

An original plan for development, 
submitted by a private developer to the 
Commission, provided for the construc- 
tion of 160 single-family homes on typical 
lots of 50 feet by 110 feet selling for 
some $12,000 each. 

The developer was prepared to pay 32 
dollars per lineal front foot of unimproved 
land or a total price of $287,000 in 1951, 
a price agreed upon by the Federal 
Housing Administration. Utility costs 
alone were estimated at $267,045. Under 

these conditions, government loss would 
have amounted to $267,495 since the 
land cost to the Commission was esti- 
mated at $278,450. Although it was 
estimated that tax revenue from the area 
to the city would have amounted to a 
minimum of $32,000 a year and thus the 
city would gain as much revenue in two 
years as it had in the past twenty-five, 
and although this subsidy would have 
been repaid in taxes in less than ten 
years, the write-down costs appeared 
higher than warranted. 

Obviously, the development of the 
area was uneconomical, for otherwise the 
area might have developed. Yet, despite 
the public willingness to absorb such 
losses as expressed in the legislation, the 
write-down appeared too great and the 
Commission set about reinvestigating. 

The Judicial Process 

While the project was restudied as to 
ways of bringing costs down, the con- 
stitutionality of the statute covering this 
type of project, first of its kind in the 
country, was being reviewed in the courts. 
On August 8, 1951, the Commission 

designated the site and the Commission 
filed a Quo Warranto Suit with the circuit 

court of Cook County. After almost a 
year in the courts (on May 14, 1952) the 
lower court found that the act does “not 
violate any provision of the constitution 
of the State of Illinois or of the Constitu- 
tion of the United States . . . but is in 
all respects valid and constitutional.” 
The court further declared that the area 
described above is a “‘ ‘Blighted Vacant 
Redevelopment Project’? as defined in 
said blighted areas Redevelopment Act 
of 1947, as amended by said amendatory 
act.” 

Not content with the decision of the 
lower court, the State’s attorney appealed 
to the Supreme Court of Illinois which 
on November 20, 1952 reversed the de- 
cision of the lower court. Immediately, 
the Chicago Land Clearance Commission 
filed a petition for rehearing which was 
granted. And in March 1953 the 
Supreme Court reversed its previous 
decision and upheld the legality of the 
project and the law. Thus, between 
August 1951, and March of 1953, the 
new procedure for dealing with dead 
lands was legally established in the 
United States. It remained to complete 
a project under this law. 

Reinvestigation of the Site 

Fearing that between its original site 
designation in 1951 and the Supreme 
Court decision of 1953 the essential 
character of the site had changed, the 
Commission reinvestigated the site. On 
reinvestigation, it was discovered that 
the character of the site remained es- 
sentially the same. However, on the 
periphery of the site, close to major and 
readily accessible utility lines some resi- 
dential units had been built. Other than 
this, the vast majority of lots remained in 
the same relative condition except that 
much of the delinquency had _ been 
cleared up in anticipation of Com- 
mission action. 
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Of 264 lots studied, eighty-nine were 
still delinquent as compared to 142 when 
the site was originally studied. Eighty- 
seven lots were delinquent both in 1948 
and in 1951 and their location was such 
as to still impede development. Eighteen 
of the lots were undergoing foreclosure, 
thus leaving 70 tax-delinquent lots scat- 
tered through the site. It was concluded 
on the basis of this reinvestigation that 
over one-fourth of the lots scattered 
through the site were still heavily tax- 
delinquent. The foreclosures were con- 
centrated in the most desirable portions 
of the site. Further it was found that 36 
of the 100 ‘‘no name parcels” persisted. 

If over one-fourth of the lots remained 
heavily tax delinquent, the installation of 
necessary utilities was still impeded be- 
cause of the economic risks involved 
and even if the area were developed ex- 
cept for the twenty-five percent, only 
haphazard and uneconomical develop- 
ment could result—leading to a future 
blighted area. 

Finally, witb respect to diversity of 
owners, reinvestigation revealed that in- 
stead of 157 different owners, there were 

142. Some consolidation had taken 
place. Yet the average diversity through- 
out the site had increased only from 1.6 
to 1.7 lots per owner and in 6 of the 10 
blocks no change in diversity had oc- 
curred at all. 

The largest holder held 26 lots and 
appeared to be a “scavenger,” acquiring 
the lots for resale to the Commission 
rather than for private development. 
Despite other apparent concentration of 
ownership, the fact remained that 150 
lots of the total of 264 were held by 120 
different owners! And these 120 owners 
comprised 85% of the property holders. 
On the basis of such considerations, it 
appeared that the following conclusions 
were warranted. 

In essence, the simplest formulation of 
the problem of the development of so- 

called blighted vacant areas appears to 
be primarily a question of timing as 
related to the various cost factors in- 
volved in the development and as related 
to the economics of development. With 
a strong demand and a limited supply of 
desirable in-lying vacant areas, and as- 
suming profitable and sound economic 
conditions, there may be a question as to 
whether eminent domain is necessary 
unless the cost of such areas over the time 
it would take to see them developed were 
more than the public could afford. The 
use of eminent domain would doubtless 
result in earlier reduction of municipal 
costs, earlier increases in municipal 
revenues, earlier housing construction, 
and sounder planning. 

The review of site conditions indicates 
that the rate of utilization averaged 
slightly more than one house per year. 
The reexamination § reaffirmed the 
blighted vacant status of the site and the 
Commisssion then considered the ques- 
tions of cost and the site plan. On re- 
investigation, it was found that by in- 
creasing the residential density of the 
area through a combination of single 
family and garden type apartments, costs 
could be reduced. And in February 
1955 the federal government approved 
the project involving the private con- 
struction of 269 units in a setting which 
included a three-acre park and a play- 
ground. 

Under current conditions it is esti- 
mated that the gross project cost would 
equal some $903,394; that the reuse value 
of the land would equal $626,957 or a 
total write-down of $276,437 of which the 
federal government will pay $184,291 
and the city of Chicago, through the 
installation of utilities, $152,762 This 
will permit the Chicago Land Clearance 
Commission to make an immediate profit 
of over $60,000 for use in other projects. 
And the city of Chicago will recoup its 
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initial contribution both directly through 
assessments on future property owners for 
the costs of installing utilities and in- 
directly through stabilized, increased 
assessments and revenues. And _ the 
federal government, through its aid via 
local determination, does its part toward 
strengthening American cities and sup- 
ports local autonomy and decentralized 
decision-making. 

Dead Land and Urban Sprawl 

We have presented the problem of 
‘dead lands” and shown one approach to 
solving this problem. We have witnessed 
a case study in municipal problem-solv- 
ing which has taken almost five years in 
evolving from theory to practice. Yet, 
within approximately two years the “‘test 
case” will have become a reality. Within 
two years the precedent and institutional 
framework will have been firmly estab- 
lished. A new institution for municipal 
problem-solving, seven years in the mak- 
ing, will have emerged. Too soon to 
form a judgment about, the completion 
of the project itself will provide 269 
families with homes in an integrated, well- 
planned modern community, perhaps as 
impervious to future blight, future tax 

loss, and municipal costs as man can now 

accomplish under existing institutions 
and concepts. Out of what seems to be 
the conflicting morass of ideas and insti- 
tutions, one more tool, however minute, 

has been added to man’s ability to cope 
with his environment. 

As a result of this precedent, munici- 
palities will have one more tool to com- 
bat the forces of decentralization. For 

decentralization grows out of obsoles- 
cence of the city plant and consequent 
undesirable environments. The cancer 
of obsolescence spreading from the core 
of American cities depopulating vast 
areas in its wake is well illustrated by 

Table I 
happened to that city. 
Chicago. shows what has 

TABLE I—Pzrcent Drrerution or tHe Reswent 
PopucaTion BY Distance Zonzs FROM THE CENTER OF 

tHE Crry: 1860-1950* 
Xone in Miles 

YEAR 0-2 | 2-4 | 46 | 6-8 | 8or | ALL 
more 

1860....... -| 71.4 | 28.6 | 0.0] 0.0] 0.0] 100.0 
1870....... -| 58.5 | 35.1 | 6.4] 0.0] 0.0] 100.0 
1880........ 45.8 | 42.7] 10.9] 0.6] 0.0} 100.0 
1890....... -| 29.5 | 44.6] 15.0] 7.3] 3.6] 100.0 
1900....... -| 21.5 | 43.2 | 16.6 | 12.9] 5.8] 100.0 
1910....... 16.5 | 32.6 | 28.4 | 13.3 | 9.2 | 100.0 
1920........ 10.2 | 26.5 | 31.5 | 18.5 | 13.3 | 100.0 
1930....... 6.6 | 19.6 | 28.4 | 24.4 | 21.0 | 100.0 
1940........ 5.9 | 18.6 | 28.5 | 25.1 | 21.8 | 100.0 
1950........ 6.1 | 18.5 | 27.5 | 23.9 | 24.3 | 100.0 

* Source: Chicago Community Inventory, Growth and Distribu- 
tion of the Resident Population in the Chicago Standard Metropolitan 
Area, p. 18. 

The waves of population movement as 
obsolescence encroached are clear. But 
what, one may ask, happened to increase 
the population in the 0-2 mile zone be- 
tween 1940 and 1950. Table II pro- 
vides the answer. 

TABLE II—Percenrt Cwance in Popucation sy ZONES 
From CENTER oF Ciry, By Race: 1940-1950* 

Distance of Zone Percent Change 
from Center of City Non-Whites Whites 

Within 1 mile......... 196.1 9.2 
1 to 2 miles.......... 204.1 —5.8 
2 to 3 miles. 166.3 —9.9 
3 to 4 miles.......... 80.9 —6.6 
4 to 6 miles.......... 46.2 —4.9 
6 to 10 miles......... 62.7 —3.2 
8 to 10 miles......... 92.6 9.9 

10 miles or more...... 235.5 25.9 
City of Chicago. ...... 80.5 —0.1 

* Source: Chicago Community Inventory, Growth and Redistribu- 
tion of the Resident Population in the Chicago Standard Metropolitan 
Area, p. 10. 

If one problem is on its way toward 
solution, another problem exhibited in 
Table II has arisen. For the nonwhite 
population has increased 80.5% in the 
city of Chicago and the white popula- 
tion has declined. The nonwhite popu- 
lation in 1940 numbered 282,244. By 
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1950 it had increased 80.5% to 509,437, 
an increase of 227,193. The white 
population of 3,114,564 in 1940 how- 
ever, decreased by .1% and between 
1940 and 1950, the number fell to 
3,111,525, an absolute decrease of 3,039 
white persons.. 

Though the problem of race has been 
focused sharply in the last ten years, the 
forces of decentralization substained by 
blight will affect even this population. 
Through reclaiming of blighted areas and 
the elimination of obsolescence perhaps 
the forces of decentralization can be 
mitigated within the city structure; in- 
creases in housing supplies will operate 
to relieve pressure for housing by all 
groups. Reclamation of worn-out areas 
involves population displacement and a 
thinning out of the inner core of our 
cities, creating perhaps greater urban 
sprawl and the undesirable consequences 
we have noted. 

Thus, as Table III shows, for the 
Chicago area, the flood to raw outlying 
land continues. 

TABLE III—Increase oF PopPuULATION IN CHICAGO 
STANDARD METROPOLITAN AREA BY Decapes: 1900-1950* 

1900-/1910-]1920-/1930-}1940-|1900- 
1910 | 1920 | 1930 | 1940 | 1950 | 1950 

Chicago SMA...... 31.5 |27.9 |32.8 13.9 |162.6 3. 
Central City..... .|28.7 |23.6 |25.0 | 0. 

2 
6 | 6.6 {113.2 

Fringe, ......000« 43.9 144.5 |58.5 | 9.9 |31.2 |375.4 
Urban...........|77.5 |69.5 |78.0 | 7.2 /27.2 |630.0 
Rural............ 10.8 | 5.0 | 8.6 |21.4 |46.1 |123.9 

* Source: Housing and Home Finance Agency, Population 
Growth 1n Standard Metropolitan Areas, 1900-1950 (Washington, 
D. C.; Government Printing Office, 1953), p. 62. 

The thrust into the rural areas begun in 
the twenties and thirties decades has 
become increasingly greater. Redevelop- 
ment and reclamation activities sustain 
existing market pressures making for the 
“chewing” up of the “countryside.” 
The forces of the land market sustained 

by pressure from “renewal” activities 

spill out over the open lands unchecked 
in many instances by adequate zoning, 
building or subdivision regulations. 
While the spilling over occurs, in-lying 
pockets of vacant land have remained un- 
used while incorporated areas lose 
their tax base. The resulting mis-use of 
land creates a costly land use pattern and 
sound community growth becomes im- 
possible. 

While the “dead lands” remained un- 
developed, instead of locating in areas 
ripe for residential use, growth has been 
and is extending into areas not yet ripe 
for development. While sound com- 
munity growth calls for the development 
of land in a sufficiently compact manner 
so as to result in an economic and efficient 
use of space and so as to assure that 
utilities and public services be provided 
with reasonable economy free from ex- 
cessive investment and maintenance costs, 
the thrust of sprawl leaves vacant pockets 
already basically serviced undeveloped. 
While good planning means the pro- 
vision of adequate community facilities, 
the thrusts of sprawl leaves vacant areas 
already so serviced for areas not yet 
serviced. While sound community 
growth calls for adequate tax revenue to 
support public services, urban sprawl 
leaves interstitial tax delinquent vacant 
pockets depriving areas of tax base and 
tax revenues. As these forces of sprawl, 
then leave behind the vacant, interstitial 
areas, local autonomy is jeopardized. 
These vacant areas thus constitute a 
threat to local government. 

The existence of such areas, ripe for 
development within city limits, but un- 
available under reasonable conditions to 
private builders has come to be nationally 
considered as a form of urban blight. The 
concept of blight has been broadened to 
include such vacant lands because their 
existence tends to perpetuate forces of 
urban sprawl. 
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Building expansion in undesirable lo- 
cations and under undesirable conditions 
tends to be perpetuated by the number of 
units which come forth to supply the 
needs of families displaced by urban re- 
newal activities. If ‘dead land” retards 
community growth and “stimulates” un- 
sound growth, then making such areas 
available for private residential use con- 
stitutes a step forward in blight preven- 
tion, in attaining well-planned and in- 
tegrated residential communities, and in 
aiding renewal programs. At the same 
time, making such areas available helps 
retard “urban sprawl.” By impeding 
urban sprawl, assisting in the execution 
of urban renewal programs and by pro- 
viding close-in areas in desirably planned 
neighborhoods, the development of such 
areas can help impede the processes of 
decentralization. 

As renewal activities proceed and de- 
densification is brought about, effective 
housing demand is added to demand 
created by natural increase. Past evi- 

dence shows the sprawling nature of 
much of the new construction beyond in- 
corporated limits, often in uncontrolled 
areas and in undesirable ways, thus creat- 
ing new blighted areas in a semi-rural 
setting. Likewise, incorporated areas 
suffer as this new construction proceeds 
beyond incorporated limits. Opening up 
the interstitial vacant areas for housing 
development thus can encourage and in- 
deed is a necessary part of any urban 
renewal program. 

Although the program described in 
this paper is not the complete solution to 
the problem of decentralization, it does 
tend to impede it by permitting city 
improvement to proceed and by encour- 
aging new construction to stay within the 
city and so channels it as to take place in 
an orderly, well planned manner. A 
program of “‘unfreezing”’ in-lying vacant 
areas can go far even by itself in building 
strong tax bases. When coincident with 
other urban renewal activities, it is par- 
ticularly desirable. 



Reports and Comments 

The British New Towns Policy 
Editor’s Note. Sir Federic J. Osborn, the,author of this article, began it as a 
review of the recently-published book of the same title.!_ [t expanded into an historical 
account and very articulate defense of the so-called new towns movement by one 
closely associated with it from its inception. 

To his book Mr. Lloyd Rodwin has de- 
voted prodigious industry and a notable 
ability to organize a mass of data from many 
fields of study into a shapely whole. Also he 
has applied his years of research to what he 
seems to see at times (though at other times 
he doubts it) as a very important and 
hopeful emergent in modern thought and 
practice about city development. So much 
hard work addressed to so complex a subject 
deserves to be cordially praised. Neverthe- 
less, if I had to evaluate this book in one 
phrase, I should have to class it as a dis- 
tinguished curiosity of social-political re- 
search. Mr. Rodwin has chosen to pass 
under the microscope a vast assembly of 
sections from the half-century’s evolution of 
the garden city or new towns movement and 
its outcome in experiment, legislation and 
large-scale construction; and the effect is that 
of a study of a swarm of dim-witted ants 
scurrying in all directions and painfully pro- 
ducing over long years results that the god- 
like observer could improve upon in months— 
if, which is scientifically questioned, to do so 
would be worth while. 

As one of the ants studied (and extensively 
quoted), I feel of course honored by this 
attention. But I see the picture quite differ- 
ently; and, though I am in the midst of it, 
far more simply. What I am after, as an 
advocate of a better, an obviously better, kind 
of ant-heap, doesnot happen to be orthodoxy 
among my fellow-ants; and therefore— be- 
sides having to find by experience how to 
build the superior kind of ant-heaps I have 
envisaged (after a lot of thought and observa- 
tion) as likely to suit myself and my species— 
I have to convert my fellows to my conception 

1 Lloyd Rodwin, The British New Towns Policy (Cambridge, 
Massachusetts: Harvard University Press, 1956, pp. xiii, 
252, $7.50). 

and to persuade them to accept certain re- 
strictions on their personal courses and to 
associate with me in an unaccustomed kind of 
joint activity. They don’t at first see what Iam 
driving at and I haven’t command of a 
public address system to which they all have 
to listen; and, moreover, being a liberty- 
loving type of ants, they are reluctant to 
accept even the mild constraints on their 
spontaneous movements that I have to pro- 
pose to them as necessary in our collective 
interest. 

So, naturally, the process of persuasion and 
organization for action is lengthy; the con- 
ception is grasped by a few, misunderstood by 
many, and resisted by some whose habits or 
interests would be disturbed. Counter-ad- 
vocacies arise, various oppositions are organ- 
ized, and it is only slowly that a general con- 
viction that what we propose would be of 
overall benefit advances. Then new laws 
have to be drafted and debated in two cau- 
tious assemblies. And when at last action is 
decided upon and governmental powers ob- 
tained, all kinds of detailed problems have to 
be gone into; working parties mobilized; ad- 
verse interests conciliated or overridden with 
compensation; and (the whole process being 
political) incessant argument has to be sus- 
tained to meet new fields of doubt as the 
enterprise begins to take shape. 

We accept all this as normal in a human 
and inveterately democratic ant-heap. But 
through Mr. Lloyd Rodwin’s microscope it 
looks like a welter of unanticipated difficulties 
and inextricable confusion. Studied in the 
same way, the processes of any great creative 
endeavour—the building of the American 
railroad system for instance—would produce 
on a scientific observer a similar effect. In- 
novations always begin in the hearts and 
minds of a few men who are at first either 
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derided as visionaries or feared as revolu- 
tionaries. All humar experience warns 
such men that they are in for trouble, that 
the course of true progress never runs 
smoothly. But, confident that what they 
want is possible and that in time it will be 
generally accepted, they discount the diffi- 
culties and get going. Like lovers entering 
into marriage, they don’t dwell on (because 
they know they can’t foresee and calculate) 
the complications and disappointments 
ahead. But to imply, as Mr. Rodwin seems 
to do, that if they did they would never start is 
to misunderstand the psychology of enter- 
prising men. It is true that in the course of 
their struggles they will use emotional 
weapons: tears, entreaties, imprecations, 
charges of official vacillation and incom- 
petence, even prophecies of disaster, as well 
as glowing prospects of benefits. And their 
opponents will not be less eloquent. Col- 
lected together these utterances may be made 
to look more like the Lamentations of 
Jeremiah than the Song of Solomon. But 
they are a quite healthy element in the 
process of persuasion in a democratic society. 
Mr. Rodwin has, I think, been misled by 
their vehemence. Neither in the national 
campaign for the new towns policy nor in the 
local tussles have the proponents, so far as I 
know, ever lost confidence in their project; 
and certainly they have never doubted the 
value of the aims they were pursuing. And 
Mr. Rodwin’s lavish use of the word “bitter” 
to describe the feelings and expressions of 
persons and authorities affected by new town 
developments is too dramatic. There was 
much less violent opposition than astute 
bargaining for the best terms; and usually 
there was little more deserving to be called 
“bitter” in the process than the beers the 
parties bought each other during their 
horse-trading. Mr. W. O. Hart, in his 
excellent article in the February issue of this 
journal, gives a truer account of the at- 
mosphere. 

Even in the cases of Stevenage and Peterlee 
where there was perhaps some official lack of 
diplomacy, Mr. Rodwin, like Mr. Orlans 
before him, seems to me to overstate the 
magnitude and intensity of the local opposi- 
tion. At the request of the Stevenage local 
authority I addressed a crowded town meet- 
ing before the designation of the site. Every 
other person who spoke was against the idea 
of a new town at Stevenage, but I was so sure 
that a large majority of those present wel- 

comed the prospect that I supported the 
antagonistic speakers in urging the chairman 
to take a vote. He declined and a recording 
angel or research student would have gone 
away impressed by the overwhelming weight 
of oratory against me. The simple fact is that 
the minority of residents of the country-house 
or suburban-villa type, who very naturally 
did not want their Arcadia invaded by a mass 
of Londoners, were much better at expressing 
themselves than the local traders and em- 
ployable workers, who saw in the new town a 
prospect of more business and achoice of jobs. 
This divorce of interests was observable in 
local society when Letchworth and Welwyn 
(private enterprise schemes) were started. It 
has been a common experience in the later 
new towns. Sympathy is due to lovers of 
lonely places whose environment is changed 
by urban expansions—but they are no more 
immune from such changes in unplanned 
than in planned development. They are on 
balance less injured by contained and ordered 
town-building; and many have since recog- 
nized this. 

The schematic arrangement of Mr. Rod- 
win’s book is excellent and it is profusely 
documented. He begins with an historical 
appraisal of the garden city idea as originally 
put forward by Ebenezer Howard and his 
associates; follows with a brief account of the 
evolution of the movement for generalizing 
the application of the idea; and describes in 
more detail the New Towns Act, the adminis- 
tration set up under it, and the problems en- 
countered in the planning and construction of 
the first 14 towns. He then describes and 
discusses the later alternative method of dis- 
persal now being carried out under the 
Town Development Act 1952 which pro- 
vides for the expansion of individual country 
towns by voluntary agreements between their 
authorities and those of the congested cities 
with aid from the State. Penultimately he 
essays to evaluate the whole new towns 
project; and he concludes with an appendix 
on what he entitles the “Achilles Heel of 
British Planning”—shortcomings in the train- 
ing of planners—and some cunningly mis- 
leading photographs by architectural op- 
ponents of the new towns that would more 
wisely have been omitted. 

The first section, on the original idea and 
its progress into a new towns movement, is 
perhaps the best; though Mr. Rodwin’s 
account of the later stages suffers from the 
handicap that the story has not yet been put 
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into perspective by participating observers as 
has the earlier part. Howard’s personality 
and the background out of which his pro- 
posal emerged are well characterized. In his 
very short summary of the story of the first 
and second garden cities (Letchworth and 
Welwyn) Mr. Rodwin emphasises the main 
difficulties these pioneer private enterprises 
met—shortage of capital, slowness of develop- 
ment, lack of public encouragement, and so 
on—but here, as in his more detailed studies 
of the later new towns, he makes too much of 
the administrative tensions that occurred, as 
they occur in all businesses. 
Many times in reading this book I 

wondered if Mr. Rodwin should not have 
been a novelist. He might have been an 
ornament to the modern disillusionist school, 
which heightens breakfast-table tiffs to mortal 
hatreds, bed-time sulks to cold wars, spiteful 
retorts to murders, and fits of disappointment 
to suicides and moral breakdowns, and omits 
the gusto that inspires bcth sin and noble 
endeavours. The Letchworth and Welwyn 
companies certainly had at times doubts 
whether they could survive—doubts that none 
of the government new towns ever had—but 
neither in the garden cities nor in the later 
projects were internal differences of opinion 
anything out of the ordinary. In the course 
of any big job an endless series of knots arises 
—indeed, the interest of business is largely in 
the disentangling or cutting of knots. And 
the fact that knots are in continuous supply is 
no evidence cf lack of foresight or dexterity 
in those who conduct business. 
Throughout this book Mr. Rodwin seems 

to me too much disposed to trace the slowness 
of the progress of the new town idea and the 
snags met in its practical application to 
defects in the original conception itself or 
“fuzzy” thinking by its proponents. I can 
understand that a hard-boiled critic, reading 
Garden Cities of Tomorrow half a century later, 
might find in it some “blue-eyed”’ anticipa- 
tions or hopes. He reads it with the great ad- 
vantage of knowing what came off and what 
didn’t; probably if the same type of man 
had read it in 1898 the whole thing would 
have struck him as impossibly idealistic. No 
one who knew Howard personally would deny 
that his eyes had a touch of blue in their sober 
grey. But the formulation of the actual 
project for building garden cities was not 
Howard’s work alone. Before Letchworth 
was started his ideas were sifted by an ex- 
tremely able and experienced group of manu- 

facturers and professional men; and the cardi- 
nal document in the case, the 1903 prospectus 
of First Garden City Limited (which Mr. 
Rodwin does not quote), is as plain, realistic 
and down-to-earth as a project for building a 
railway. The same is true, I contend, of the 
proposal for 100 new towns I made in 1918 in 
my New Towns After the War. And again of 
the recommendations cf the 1946 reports of 
Lord Reith’s New Tcwns Committee. What- 
ever the vicissitudes of the movement, what- 
ever the difficulties that were met in the 
actual building of the garden cities or the 
new towns, Mr. Rodwin has produced no 
evidence that they were due to innocence or 
slovenliness in the thinking of the proponents. 

As I see the course of events, the slowness 
in the adoption of the policy of urban dis- 
persal and new towns has been due, quite 
simply, to the inertia of the powerful trends 
that have been at work for centuries in pro- 
ducing city growth, the chief forces in which 
are easily identifiable: the natural propensity 
of industries and businesses to establish them- 
selves where masses of employable persons 
and customers for products could be found, 
and of persons to migrate to places where 
employment could be found; together with 
the natural disposition of city managements, 
seeing their cities as businesses, to encourage 
their expansion. These are the dominant 
forces; certain cultural advantages follow (in 
the main for minority groups) but they are 
not the operative dynamic. Anyone, looking 
back, can see that the same forces were at 
work in producing the deplorable manufac- 
turing towns of the industrial revolution; yet 
after the event few would deny that the pro- 
ductive power of associated labor and an 
integrated urban economy were purchased at 
an exorbitant price in human ill-health, dis- 
comfort and degradation. 

To this day defenders of the great cities are 
so impressed by the productive and cultural 
possibilities of city size and integration that 
they bind themselves to the price paid in site 
and street congestion, wearisome journeys to 
work, lack of recreation space, divorce of 
millions from vegetative surroundings, and 
the ever-swelling and often prohibitive costs 
of replacing obsolescent structures: the richest 
cities in the world cannot modernize their 
out-of-date and decaying mass-residential 
areas or widen their over-loaded streets 
without state financial subventions or tax- 
reliefs. What has brought many city au- 
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thorities in Great Britain to acceptance in 
principle of the idea of putting a stop to city 
growth, loosening out congested districts, and 
partial dispersal to new towns and country 
towns, is the belated realization that high 
concentration does not in fact imply maxi- 
mum productiveness, and that the cultural 
possibilities of having enormous populations 
in confined city areas are in many respects 
delusive. More and smaller cities arranged 
over a wide region would provide in a better 
way for industrial and cultural integration. 
It is simple common sense to reduce to a 
minimum the number and length of daily 
journeys to work, and to use transport for the 
occasional and subsidiary movements incident 
to production and desired for social and cul- 
tural exchanges. I put this in quasi-scientific 
language, because it is as well to be in the 
fashion. But really I am saying very much 
the same thing that Howard said, in terms 
more simple, in his book. 

I must reiterate my admiration for the 
immense industry Mr. Rodwin has devoted 
to his study. He has assembled a vast 
number of documents and, while many others 
would be necessary to give a complete and 
balanced picture, persons concerned in new- 
town building as well as future students of the 
subject will find his collection interesting, and 
sometimes useful—though in my experience 
the only way to acquire the “know-how” of 
any practical business is to engage in it over a 
considerable period personally. This applies 
also to the practice of city planning. The 
‘Achilles Heel of British Town Planning”— 
or any other country’s planning—is, or was, 
not the absence of adequate scientific training 
so much as the fact that it is a new technique 
in a political-social-economic field of great 
complexity. An all-around, liberal education 
is a necessary preparation for it, but appren- 
ticeship under good practitioners and per- 
sonal engagement in it, taking constant 
notice of an ambient of demands, resistances 
and arguments (to which backroom boys like 
Mr. Rodwin and myself contribute), is the 
only way in which it can really be learned 
and a working tradition or “know-how” 
evolved. Planners and new-town managers 
who have graduated in that school—and we 
now have them in increasing numbers—will 
soon be prescribing a treatment for the 
Achilles Heel of Social Scientists, which may 
be shortly summarized as the belief that the 
art of juggling can be acquired by studying 

the theory of three-dimensional dynamics. 
I hasten to add that the text of Mr. Rodwin’s 
discussion of the training of planners is more 
sensible than his chapter-heading. 

I am tempted to swim out of my depthinto 
the expression of another criticism that oc- 
curred to me often in reading this book. Mr. 
Rodwin, it seems to me, having a laudable 
desire to be scientifically objective, is so 
anxious to demonstrate his objectivity that he 
leans over backwards to impartiality—and I 
can never see that that is a possible attitude 
in a social study. Thus, in a gallant effort to 
evaluate the merits of big agglomerations on 
the one hand and the new towns on the other, 
without taking sides on their respective ad- 
vocates’ aesthetic or moral value-judgments, 
he is trapped into using as his criterion the 
post-facto measure of the amount of develop- 
ment each has succeeded in capturing. Be- 
cause big cities are still big, and some are 
still getting bigger, he is awed into a suspicion 
that they must be somehow good; and be- 
cause new towns are still few he surmises that 
there must be some catch in the idea on which 
they are based. The consideration that has 
evidently made him more respectful to the 
new town idea as his study has progressed is 
that the new towns have become substantial 
and solid physical facts. He is obviously 
astonished and impressed that Britain should 
have accepted officially so revolutionary a 
conception as city limitation and industrial 
dispersal and has actually set about building, 
with national powers and resources, fifteen 
new towns. That deserves, he seems to say, 

scientific respect: “‘Keep your eye on it, boys! 
If it goes on, it may be very important.” 

Well, if it requires fifteen successful in- 
jections of new vaccine to convince a scientific 
observer that there was a disease afflicting 
the human race, I don’t need to complain at 
this stage. But I do not accept the charge 
that, because it took the patient 40 years after 
the first test to admit that the disease was 
serious and to accept the remedy, those re- 
sponsible for the diagnosis and the vaccine 
were acting on “a false but brilliantly sug- 
gestive hypothesis.”? A charge that we had a 
true and unanswerable hypothesis, but being 
a dull lot of dogs couldn’t put it over, would 
be much more difficult to disprove. 

F. J. OsBorn 
Welwyn Gardens, 
Herts, England 
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Income and Retail Expenditure in Small Areast 

ONE of the most persistent problems in 
market analysis is the inadequacy of 

data from which current incomes and disposi- 
tions of incomes must be estimated for any 
unit smaller than the state or county. These 
problems are particularly acute in appraising 
potentials for retailers or other sellers of 
services, since the relevant trade areas are 
rarely large enough to justify the assumption 
that income and expenditure characteristics 
of trade area residents will approximate 
those of the large units for which current 
estimates are available. Properly designed 
field surveys are prohibitively expensive, 
particularly in the early planning stage where 
alternative locations are under consideration. 

There is obviously real need for a rapid and 
inexpensive method of computing incomes 
and retail expenditure in relatively small 
trade areas on a basis which will permit useful 
comparisons. This paper offers a procedure 
for developing preliminary measures of in- 
come and retail expenditure which will meet 
this need, using readily available primary 
data published by the Bureau of the Census 
and the Department of Commerce. Its rele- 
vance to land valuation and usage, particu- 
larly where the issue involves relative ad- 
vantages of alternative sites, is apparent. 

The income figures presented in the 1950 
Census of Population provide an excellent 
basis for preliminary estimates and projections 
with some distinct advantages over other 
sources. In the most important retail 
markets, population, income, and other 
useful data are broken down by census tracts, 
and hence into units small enough to fit 
into the typical retail, banking or service 
trade area without excessive overlapping. 
Moreover, the uniformity of census collection 
and editing procedures increase significantly 
the reliability of inter-area comparisons. 
The usefulness of census income figures 

has been limited, however, by shortcomings 
inherent in the procedures under which 
they are developed and made available. In 
subsequent sections of this paper, a number 
of adjustments are suggested which rectify 
these deficiencies sufficiently for many types 
of market analysis. In addition, a method of 
estimating total retail sales of trade area 

t The author is indebted to members of the staff of 
Larry Smith & Company, of Seattle, Washington for 
helpful suggestions. 

residents and their distribution by major 
store types is developed. These techniques 
have been employed principally as a pre- 
liminary guide in assessing alternative loca- 
tions and recommended types and sizes of 
development in retail shopping centers. 
With appropriate modification, they should 
also be useful in a number of other fields re- 
quiring estimates of income and _ retail 
patterns in relatively small areas.! 

Understatement of Income 

In common with all income estimates 
obtained by field survey, the Census figures 
are significantly lower than those obtained 
from payments sources adjusted for com- 
parability. The reasons for this are well 
known. Most respondents answer from 
memory and frequently fail to include income 
other than that from the principal source.’ 
There is doubtless some tendency to conceal 
certain items for a variety of reasons ranging 
from illegal activity to tax payments. In 
addition, variations in the completeness of 
published summaries may reflect unavoidable 
problems in editing survey materials. 

The degree to which unadjusted census 
figures understate personal incomes in 1949 
may be estimated for the nation as a whole 
by comparison of census data with estimates 
of the National Income Division of the De- 
partment of Commerce. Expansion of the 
Census sample of incomes for families and un- 
related individuals (using midpoints of each 
income class to $10,000 and $20,000 above 
that level as mean incomes), yields a total of 
$154.5 billion for the United States. The 
NID estimate for 1949, adjusted to reflect 
differences in coverage and definition, is 
$187.6 billion or approximately 21.4% 
higher. Nearly half of this difference ap- 
parently is a result of Census editing pro- 

1E.g., such estimates are essential in determining net 
potential for free-standing retail stores and as a basis for 
residual valuation of real estate used for retail purposes. 
Service establishments, including branch and unit banks, 
may also require information of this type. Their usefulness 
in residential area valuation is suggested by a recent article 
in this journal. See E. P. Winter and W. P. Smith, “‘Estimat- 
ing Aggregate Residential Real Estate Values from Popu- 
lation-Income Data,” Land Economics, February 1956, pp. 
89-92, 
*Herman Miller, “An Appraisal of the 1950 Census 

Income Data,” Journal of American Statistical Association, 
March 1953, p. 29. 
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cedures, the remainder reflecting non-report- 
ing or understatement.® 

For general trade area analysis, a flat up- 
ward adjustment of 20% would appear to 
yield reasonably defensible estimates of 1949 
personal incomes (other than imputed items 
included in the regular NID series) for 
families and unrelated individuals. These 
can be readily converted to a per capita basis 
from population figures included in each 
census tract summary. 

For purposes of retail analysis, the exclusion 
of imputed income items is not particularly 
significant, particularly in the tracted urban 
areas. More serious is the implicit assump- 
tion that under-reporting is distributed 
uniformly among income classes. On a priori 
grounds it would appear likely that non-wage 
items would be more frequently forgotten or 
concealed, and that understatement would 
therefor be greater in higher income groups. 
However, in the absence of any empirical 
basis for quantifying this reasoning, it seems 
preferable to assume that under-reporting is 
uniformly distributed. For the same reasons 
non-reporting respondents are best regarded 
as similar in income pattern to those who 
provided usable estimates of income. 

The degree of understatement obviously 
varies among states. However, the variation 
is likely to be significantly smaller if the 
suggested procedures are used (as they must 
be) largely in tracted urban districts. Fur- 
ther refinement could be achieved, if war- 
ranted, by analysis of under-reporting by 
states. 

Changes in Per Capita Income Since 1949 

The census data must obviously he ad- 
justed further to reflect increases in per 
capita incomes from 1949 to date. Since 
1949 was characterized by a mild and 
geographically “spotty”? recession, these in- 
creases reflect not only rising factor prices 
but pronounced shifts in the proportion of 
unemployed income receivers. 

Unfortunately, the smallest unit for which 
per capital personal income series are avail- 
able is the individual state. For want of more 
adequate data, it is suggested that 1949 in- 
comes, corrected for under-reporting, be 
adjusted by the percentage increase in per 
capita personal incomes since 1949 in the 
state involved. Some modification of these 
estimates might be required in states where 

8 Jbid., p. 40. 

incomes are heavily influenced by price 
movements of specific agricultural products, 
but only in cases where the trade area in 
question is in an urban locality not directly 
dependent upon expenditures of an agri- 
cultural hinterland. Since agriculture ac- 
counted for 20% or more of state income 
payments in only ten states in 1953, this 
would rarely be a problem of major im- 
portance. 

There remain, of course, other unresolved 
difficulties in this procedure, most of them 
stemming from the likelihood that the eco- 
nomic characteristics of the typical retail 
trade area may not conform to those of the 
state and may change rapidly over time. For 
example, the increase in incomes since 1949 
might be markedly greater in a trade area 
populated by factory employees for whom 
the incidence of unemployment or under- 
employment in 1949 would be higher than 
for state income receivers as a whole. Simi- 
larly, a major residential development occur- 
ring after 1949 ina sparsely populated district 
might alter radically the income pattern of 
trade area residents. 

It is also unfortunate that Census data do 
not permit ready delineation of upper- 
income families with single-income receivers 
from those in which two or more persons 
contribute. Obviously retail expenditure 
patterns—to the extent that they reflect the 
influence of group attitudes toward consump- 
tion—will differ in the two cases. The effect 
would probably be to overstate retail ex- 
penditure in store types patronized by persons 
of “higher social standing;” a tendency 
which, fortunately, may be offset in part 
by the understatement of income in upper 
brackets resulting from a blanket adjustment 
for underreporting. Again, the degree to 
which the oversimplification implicit in the 
use of state data must be modified depends 
on time available and the degree of precision 
required. 

Summary of Income Calculations 

The specific steps involved in computing 
personal incomes in a trade area may be 
summarized as follows: (1) Compute the 
total number of families and unrelated indi- 
viduals in each income class for all census 
units included in the trade area. (2) Com- 
pute the weighted average 1949 income of 
families and unrelated individuals reporting 
incomes, using class midpoints as means for 
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income classes to $10,000, and $20,000 as the 
mean for the $10,000-and-over class. (3) 
Convert to per capita income, using as 
divisor the 1950 trade area population di- 
vided by the total number of families and un- 
related individuals. (4) Increase the 1949 
per capital income by 20% to adjust for 
underreporting. (5) Adjust the resulting 
figure by the percentage increase in per 
capita personal income from 1949 to date for 
the state in which the trade area is located. 
(6) Multiply by estimated current (or pro- 
jected) trade area population. The resulting 
figures represent estimates of current per- 
sonal money income payments to trade area 
residents. They do not include imputations 
added to personal incomes by the Depart- 
ment of Commerce in its estimates of per- 
sonal income (principally payments in kind, 
home-consumed farm outputs, and imputed 
rents for owner-occupied homes). They are, 
in addition, subject to sampling variations 
which become increasingly serious as the 
size of the area under consideration di- 
minishes and may understate incomes in 
upper income brackets. Finally, the extent 
to which incomes have increased since 1949 
may be inadequately reflected in some areas, 
particularly those which have undergone 
marked changes in economic structure in the 
past six years. 

These qualifications are, of course, appli- 
cable in some degree to all estimates of 
personal incomes in small areas derived 
from published data. They point up the 
necessity of cautious interpretation of findings, 
buttressed by a thorough field appraisal of 
current economic characteristics of the trade 
areas in question and of the larger economic 
region of which they are a part. 

Estimates of Retail Expenditures 

The usefulness of these trade area income 
figures may be extended considerably, again 
at little cost, by converting them to estimates 
of total retail expenditure and of expenditure 
by principal store types. 

The forthcoming publication of the 1954 
Census of Business will make available esti- 
mates of both personal income and retail 
sales by states, thus permitting a reasonable 
approximation of the proportion of personal 
incomes spent at retail in any given trade 
area. The distribution of these expenditures 
by store types can be estimated for any city 
with a population of 2,500 or more from data 

included in the state series summarizing the 
census of retail establishments. 

In actual practice, this technique (employ- 
ing 1948 census data) has proved reasonably 
accurate when tested against subsequent 
retail sales figures from special censuses in 
local areas. 

It is necessary, of course, to adjust esti- 
mates of retail expenditures in areas where 
very high or very low income levels imply 
significant deviations in savings and other 
non-retail dispositions of income. As we 
move further from the base year the estimates 
must be interpreted with increasing caution, 
particularly in areas where suburban de- 
velopment and—in many _ instances—the 
growth of integrated regional shopping 
centers have significantly altered consumer 
shopping habits. Federal Reserve indices 
provide a useful means of estimating changes 
in sales of the important department store 
group; and in many states, sales tax receipts— 
particularly when broken down by cities or 
counties—enable the analyst to account for 
substantial changes in sales patterns by 
retail store type. 

Application 

The usefulness of the measure derived 
above lies primarily in the fact that they 
provide, rapidly and at very little cost, pre- 
liminary estimates cf incomes and retail 
expenditures from data which are defined 
and compiled on a uniform basis. In many 
areas of retailing—notably in the department 
store field and in those dominated by the 
corporate §chain—recognized interde- 
pendence of competitive policies (in formal 
terms, the existence of differentiated oligo- 
poly) is more the rule than the exception. 
The maintenance or expansion of market 
shares, always a matter of prime concern in 
such market structures, requires continual for- 
ward analysis of present and potential growth 
areas as an integral part of offensive and 
defensive strategy. The estimating proce- 
dures outlined in this paper would provide a 
flexible and inexpensive basis for such plan- 
ning as well as a preliminary step in determin- 
ing the type and scale of investment war- 
ranted in a given trade area and the conse- 
quent requirements in terms of land acquisi- 
tion. 

These estimates of income and retail ex- 
penditures in small areas may also be useful 
in analysis of unit or branch bank locations. 
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Together with revised Federal Reserve figures 
on balance holdings by income classes, they 
provide an alternative method of estimating 
potential personal deposits within the service 
area of the bank’s office. To the extent that 
the techniques described make it possible to 
project the growth in retail sales in develop- 
ing areas, they may also facilitate the estima- 
tion of business deposits and loans originating 
in the retail and service sectors. 

Conclusion 

The usefulness of small area retail sales 
estimates based on projections of published 
data is directly dependent upon the exercise of 
experienced judgment of individual cases. 
Coupled with a thorough analysis of the 
region involved, a careful delineation of trade 
areas, and a knowledge of the merchandising 
policies and public acceptance of the sellers 
involved, they can provide a useful starting 
point in appraising alternative locations and 
in determining residual land values as a basis 
for real estate acquisition. In actual use, of 
course, the estimates of total trade area ex- 
penditure must be discounted to reflect the 
effective sales capacity of existing and planned 
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competitive facilities and the extent to which 
this may be altered by the planned develo 
ment. In this latter connection, reasonably 
adequate forecasting of total retail potential 
in a given trade area is an extremely useful 
tactical aid, since it provides some basis for 
determining the size of the development re- 
quired to block off competitive investment of 
the necessary strength and size. 

As a logical addendum to this paper, a 
plea might well be raised for more rather 
than less support for the Census Bureau’s 
survey of personal income and of distributive 
and service facilities. The astounding pace 
of suburbanization and urban growth and the 
prospects for continuing expansion in the 
American economy as a whole will require 
both expansion and relocation of business 
capacity geared closely to place of residence. 
The provision of more adequate bases for 
forward planning of such facilities offers 
real dividends in both private and social 
benefit. 

James A. CRUTCHFIELD 

University of Washington 
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The Psychology of Economics. By Walter A. 

Weisskopf. Chicago: University of 
Chicago Press, 1955. Pp. viii, 266. $4.00. 

This book differs from others similarly en- 
titled by concerning itself with the psychology 
of economic thought rather than economic 
action, and likewise by subsuming much of 
ethics under the heading of psychology. 
Professor Weisskopf inquires, using much of 
the vocabulary and insights of contemporary 
psychiatry, why the British classical and 
neo-classical economists from Adam Smith 
through Alfred Marshall, thought as they did 
and why lesser folk paid them heed. The re- 
sulting volume demands of its readers back- 
ground in at least four fields: economic 
theory, history of economic thought, psychi- 
atry, and sociology of knowledge. (This re- 
viewer has background in only the first one 
and a half. ‘Don’t shoot the Professor; he’s 
doing the best he can.”’) 

Such inquiry as this is concentrated ordi- 
narily upon ideas which the inquirer “knows” 
to be wrong. One would more readily turn 
to Freud to inquire why the Greeks and 
Romans imputed divinatory signficance to 
the entrails of birds than to inquire why 
physicists believe the atomic nucleus to be 
fissionable. We are therefore not surprised to 
find Weisskopf starting frankly (p. 4) from 
the premise that received economics, par- 
ticularly in its optimistic laissez-faire versions, 
is largely nonsense, or rather irrelevance. 
He likewise belittles “efforts to unify the 
theory of, value” as “a symptom of inner 
doubt in the justice and beneficiality of the 
economic system” (p. 51), and is wary of 
abstract and deductive methods because “‘one 
abstracts from what one rejects and represses, 
from parts of reality which are, mostly for un- 
conscious reasons, inconvenient to acknowl- 
edge” (p. 80). Maximizing behavior in- 
volves “hypermeticulous, compulsive calcu- 
lations . . . very much reminiscent of the 
behavior of obsessional neurotics” (p. 183); 
“the rational determination of prices” is “a 

mere wish dream” (p. 220); what the 
economists call rational conduct is only “an 
ideal which puts man under a continuous 
activist strain” (p. 174). 

One can understand Weisskopf’s reluc- 
tance to pause for the demonstration of these 
propositions and others equally important 
and controversial—each might require an- 
other book. At the same time this cavalier 
treatment of theoretical economics will join 
with a difficult expository style to alienate a 
good many readers and reduce the attention 
paid to what Weisskopf has to say. 

Actually Weisskopf intends here for ortho- 
dox economics what Freud’s Moses and 
Monotheism was for orthodox theology, and 
like Freud he will produce more irritation 
than conversion. Economic theory, in his 
view, fills a psychological need similar to that 
satisfied by revealed religion. ‘With capital- 
ism, the psychocultural necessity to intercon- 
nect absolute value and market or exchange 
value became urgent. People felt, probably 
unconsciously, that they could notlive without 
a belief in a substance behind market prices 
and without a belief in their justice.” (p. 36) 
As God is to Freud a generalized father- 
image, so the invisible hand, the concept of 
equilibrium,' “there’ll be pie in the long run? 
if you live,” et hoc genus omne are to Weisskopf 
intellectualizations of God. We might call 
them generalized father-images once re- 
moved. 

All this is presented much as Freud might 
have presented it, although only in Part IV 
do we find any of the characteristic Freudian 
stress on sexuality. There are series of intui- 
tive insights, each supported by flashes of 
suggestive evidence and imbedded in encyclo- 
paedic knowledge, but without considering 
negative instances or rival explanations. It 
will shock most economists who read it, and 

1“Distributive equilibrium and optimum allocation are 
psychoculturally necessary. They serve to show that the 
market forces lead to an ‘ideal’ situation. This will reduce the 
anxiety of the individual who is exposed to the effects of these 
forces.” (p. 239). 

* “The long run, in economic thought, plays a role similar 
to that of life after death in many. religions. Its role is one of 
a compensatory fantasy gratification” (p. 219). 
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yet despite the absence of anything passing 
for proof it does not seem difficult to accept 
much of it in a limited and tentative way. 
One can accept it, that is to say, as a neglected 
part of the total explanation of such popu- 
larity as laissez-faire economics achieved, but 
less important than: (1) the general correct- 
ness and relevance of the doctrines involved— 
by and large and on the whole, (2) their 
peculiar suitability to the condition of 
England from 1750 to 1914, or (3) their 
compatibility with the interests of the 
dominant capitalist and entrepreneurial 
classes. 

Passing from the general to the particular, 
from economic orthodoxy to individual 
economists, Weisskopf explores two different 
sets of issues. One is the psycho-cultural ex- 
planation of why individuals wrote as they 
did—why Ricardo feels bound to reduce 
capital to congealed labor or reject utility as 
a cause of value, why Marshall feels bound to 
defend economics from charges of “neglecting 
the higher goals of life” or to reject institu- 
tional arrangements precluding arrival at 
stable equilibrium. Here Weisskopf’s case 
may occasionally be overdone, and may 
eventually fail to stand the test of critical 
scholarship, but it is generally highly plaus- 
ible. In Part IV, however, he gets into more 
questionable ground. The title of this group 
of chapters is “Male and Female Symbolism 
in the Thought of Ricardo, Malthus, Engels, 
and Marx.” Here Weisskopf develops two 
complexes or syndromes. Pessimism, a 
labor-pain-cost theory of value, and anti- 
feminism all belong together, as do optimism, 
stress on “land” or “nature” as a cause of 
value, and sympathy with female emancipa- 
tion. Granted that the economists in question 
lapsed at times into sexually symbolic 
language, this sounds far-fetched and un- 
convincing to this particular psychological 
layman. John Stuart Mill, furthermore, 
appears to be a negative instance of the first 
importance.? 

Again in Part V, ‘Alfred Marshall’s Value 
and Equilibrium Theory,” Weisskopf treats 
Marshall’s characteristic vacillations between 
vigor and rigor as more than compromises, 
specifically as symptoms of fundamental con- 
flict between Marshall’s drive to justify the 
economic systen of Victorian England and 
his observation of its seamier results. Granted 
that Marshall was hypochondriac and other- 

8 Weisskopf is of course aware of the apparent inconsistency 
between Mill’s thought and his own thesis. 

wise neurotic, Weisskopf seems to be proving 
far too much. Could anyone (short of Super- 
man) combine in one life work the presenta- 
tion of a set of general tendencies together 
wth the obstacles of their complete realiza- 
tion in finite time, without Weisskopf 
labelling the result evidence of inner psycho- 
logical conflicts? 

In summary, this book has two great 
merits not often combined. One is originality, 
the other scholarship. It may also have a 
great defect: wrong-headedness. The danger 
is that it will fall unread, right or wrong, 

between two schools—so few are the econo- 
mists who know psychiatry, or so few the 
psychiatrists who know economic theory well 
enough for intelligent comment. But these 
are inter-disciplinary times, in which such 
fates befall only the wicked. Or do they? 

M. BRONFENBRENNER 

University of Wisconsin 

Regional Rapid Transit. By Parsons, Brinker- 
hoff, Hall, & Macdonald, consultants. 
San Francisco: San Francisco Bay Area 
Rapid Transit Commission, 1956, pp. 
106, $16.50. And: Report on Organiza- 
tional and Financial Aspects of a Proposed 
Rapid Transit System for the San Francisco 
Bay Area. By J. Knight Allen and 
Morgan Sibbett. San Francisco, Cali- 
fornia: San Francisco Bay Area Rapid 
Transit Commigsion, 1956, pp. 75. 

During the past 52 years 13 major studies 
have been made dealing with San Francisco’s 
transportation problems. Most of the studies 
now are merely past history because the 
problem has changed enormously during the 
last half century which has witnessed the 
relative and absolute decline of mass trans- 
portation and the rise to preeminence of the 
private automobile. 

The many inquiries under diverse circum- 
stances do, however, reflect the persistence of 
certain fundamentals of the problem of 
urban movement in the San Francisco Bay 
Area which are: (1) the geographical con- 
figuration of the urbanized area around the 
Bay, (2) the dominant importance of the 
city of San Francisco as a commercial and 
financial center and as a workplace, and 
(3) the high density of population which 
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ranks San Francisco in third place among 
the cities of the country. 

The present studies recommend construc- 
tion of a system to be built in three or more 
stages and ultimately costing $598 to $728 
millions. Besides comprehensive engineer- 
ing studies, the report includes population 
forecasts up to 1990 and origin-destination 
data on existing travel with projections for 
future years. In addition, authorization for 
the study, which was financed by a $750,000 
appropriation by the state and the nine Bay 
Area counties, imposed the significant re- 
quirement that existing land uses be analyzed 
and a master plan of future uses prepared as 
a basis for determining ultimate transporta- 
tion requirements. 

The results of the inquiries along these 
several lines is impressive both in the quality 
of the graphic materials and in the grasp of 
the problem. There are, however, certain 
neglected areas of basic importance: (1) the 
total cost of resource-using, including social 
costs, must be estimated and utilized; (2) an 
integrated plan for all transportation services 
within the metropolitan area must be pro- 
jected; and (3) refinement of the plan of land 
use and the application of reasonable controls 
to ensure its fulfillment are required. The 
last objective should be furthered by con- 
tinuing and systematic investigation of the 
optimal locational pattern for various types 
of economic activities, having regard for 
both consumer preference and productive 
efficiency. 

The financial plan finds that only about 
half of the annual cost of the system, including 
debt servicing charges, can be raised from 
fares. It is proposed that the remainder of 
the $29 million annual cost be obtained 
regionally by means of property and sales 
taxes. It appears that the figures have been 
minimized, inasmuch as no allowance has 
been made for depreciation. This is an 
important omission since one of the most 
serious difficulties facing mass transit in the 
United States has been that investment has 
not been renewed and augmented while 
private and public expenditure for automo- 
bile travel has expanded rapidly. A period 
of thirty or more years is contemplated for 
liquidating indebtedness. Actually, either 
the amortization period should be cut to 
perhaps half this figure or a depreciation 
account established to provide for moderniza- 
tion and improvement in the future which 

will be adequate to sustain the system’s 
attractiveness. 

The suggestion that the federal program of 
highway aid in urban areas be broadened to 
allow the use of funds for rapid transit de- 
velopmentis given only passing mention. And 
the proposal that gas taxes be used to finance 
transit construction is found to be obstructed 
by state laws prohibiting diversion of these 
receipts to non-highway purposes, The re- 
quirements of an integrated urban transpor- 
tation system ultimately entail, however, 
complete integration of financial resources. 

It must be emphasized that none of the 
minor criticisms which have been made 
detract from the fact that these reports repre- 
sent a major accomplishment in regional 
planning. They can be studied profitably in 
all other major communities which are con- 
cerned with the solution of local transporta- 
tion problems. 

ARTHUR L. GREY, JR. 

University of Southern California 

We 
Topsoil and Civilization. By Tom Dale and 

Vernon Gill Carter. Stillwater, Okla- 
homa Press, 1955, pp. 270. 

The theme of this stirring book may be 
briefly stated: Each ancient civilization be- 
gan with the production of a surplus of food 
and clothing which in turn permitted the 
formation of cities and the development of the 
sciences and arts, or “civilization” in a broad 
sense. The authors then demonstrate, case 
by case, that population growth continued 
until it put increasing pressure on land re- 
sources which resulted in deterioration of the 
land. At this stage, most societies resorted to 
conquest of other lands, establishment of 
colonies, or trade as a means of securing addi- 
tional resources or relieving pressures at 
home. This often postponed decline for one 
to three centuries, but the unstable equili- 
brium was soon destroyed by conquest or 
internal disorders, followed by disintegration. 

This theme is soundly based on the evi- 
dence available. It provides a reasonable ex- 
planation of the basic resource problems 
which brought about the various political and 
social problems associated with the disintegra- 
tion of ancient cultures. Dale and Carter 
contend that historians generally were more 
concerned with social and political events and 
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usually were unaware of the fundamental re- 
source problems or considered them as less 
significant. 

Mankind lives in an unstable environment 
at best. The cultivation of sloping land, the 
clearing of forests and the overgrazing associ- 
ated with dense populations in ancient times 
could hardly avoid accelerating the “normal” 
or geological erosion rate. Sherlock, author 
of the book Man as a Geological Agent, (1922) 
expressed the view that “in a densely popu- 
lated country, man is about five times as 
effective as a denuding agent as all natural 
agencies combined.” 

The authors emphasize that some of the 
nations of today, including the United States, 
have three assets not available to the ancient 
peoples: the lessons of history as shown by the 
deterioration of ancient lands, the knowledge 
of improved cropping and land management 
practices, and extensive and efficient means 
of communication and education. Whether 
these will suffice to prevent or slow down the 
deterioration experienced in the past re- 
mains to be seen. According to Dale and 
Carter, historical records show that civilized 
man was not able to maintain a progressive 
civilization in one locality for more than 30 to 
70 generations (800 to 2,000 years) except in 
irrigated regions, particularly the Nile Valley, 
Mesopotamia and the Indus Valley. It has 
not been shown, even in Europe, that civilized 
man can develop and maintain an enduring 
system of cultivating sloping lands. 

The authors point out that the conserva- 
tion movement in the United States has made 
substantial gains during the last generation 
but not enough to solve the problem of land 
deterioration. They emphasize the opposi- 
tion and ignorance which oppose conserva- 
tion methods on both public and private 
lands. Thus, they leave the reader with a 
challenge as to the supposed success and 
progress of our own Civilization over its short 
duratiqn as compared with the mistakes and 
destruction associated with preceding socie- 
ties. 

Dale and Carter in their preface note that 
theirs is not a technical study of history and 
that there may be some errors in their 
analyses. For example, they reject the 
hypothesis that climatic change was re- 
sponsible for land abandonment in North 
Africa although weighty evidence for cli- 
matological change exists. The reader can 
hardly fail, however, to agree with them 

“that the basic arguments presented and the 
general conclusions are sound and essentially 
correct.” 

RoBERT J. MUCKENHIRN 

University of Wisconsin 

WW 
Politics, Planning, and the Public Interest: The 

Case of Public Housing in Chicago. By 
Martin Meyerson and Edward C. Ban- 
field. Glencoe: The Free Press, 1955, 
pp. 353, $5.00. 

The nature and purpose of this unique re- 
search undertaking are best summarized in 
its preface. It “is a study of how some im- 
portant decisions were reached in a large 
American city. The city is Chicago and the 
decisions had to do mainly with the location 
of public housing projects. Through the 
analysis of this particular case we endeavor to 
bring empirical and theoretical materials to- 
gether in a way which will further develop- 
ment of the theory of decision-making and 
impart wider significance to the concrete 
data.” 

This is an extraordinarily interesting and 
important study from many different view- 
points. It is a rigorously objective, thoroughly 
documented history of the great public hous- 
ing controversies in Chicago, which will 
illuminate many housing and redevelopment 
fracases in other communities as well. And 
since race relations issues were predominant, 
it is of equal significance for those who are 
primarily concerned with minority problems 
and their rising political implications. In 
addition, the theoretical framework includes 
some fresh analysis of representative local 
government in terms of modern develop- 
mental goals, policies, and politics. And 
finally, as a disciplined case study of the 
decision-making process, it is an outstanding 
contribution in a pioneering research field 
which is of great potential importance for 
public policy and administration. 

In general, housing and planning research 
has been characterized by a narrow statisti- 
cal approach. But mountains of data on 
housing quality, consumer budgets, popula- 
tion and land-use patterns, government costs, 
and traffic flows, convey very little about the 
dynamics of urban development and rede- 
velopment, even in the most limited empiri- 
cal terms. And meanwhile, theoretical 
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analysis of the modern city and its problems 
in any disciplined sense has been so confined 
by academic specialism that it provides no 
basis for practical judgments which must in- 
evitably cut across the realms of sociology, 
economics, and political science —let alone 
psychology, biology, geography, engineering, 
and aesthetics. 

It is to be hoped that the Meyerson- 
Banfield study heralds a broader effort to 
understand our complex urban society and 
how its environment might be improved. 

CATHERINE BAUER 

Department of City and Regional Planning, 
University of California 

We 
The Housing Problem in the Soviet Union. By 

Timothy Sosnovy. Translated from 
Russian by T. S. Lindstrom. Edited by 
David I. Goldstein. New York: Re- 
search Program on the USSR, 1954, pp. 
234, appendices, tables, charts, bibliog- 
raphy, index, $4.25. 

The appearance of this book should be 
welcome to not only professional housers and 
planners but also all others who are interested 
in understanding the social and economic 
conditions of the Soviet Union. It proves 
too, that the Iron Curtain is not impenetrable, 
that with patience and hard work there is 
much that can be learned about the life of 
the Russian people to disprove Soviet propa- 
ganda that life under Communism is far 
from being a happy one. 

The author, a Russian urban economist who 
defected during the war, attempts to answer 
such questions as: to what extent has the 
Soviet regime been successful in meeting the 
housing requirements of the urban popula- 
tion; how are available housing facilities 
distributed among different strata of the 
population; how are rents established; how is 
housing amortized; what are the living con- 
ditions of the Soviet urbanite. 

The scope of the book is rather narrow, 
however. Mr. Sosnovy had no difficulty dis- 
proving the Soviet claim that the major con- 
cern of the Communist State is “‘to satisfy 
the material and cultural needs of the 
people.” The record stands clear and fully 
documented by the Soviets themselves. In 
the process of rapid industrialization fol- 

lowed by an equally rapid urbanization, the 
Soviet government sacrificed the basic need, 
that of shelter of its people. It drew a large 
rural population into the cities and towns to 
man the rising industries, but neglected to 
properly house them. It diverted capital 
from new housing and much needed com- 
munity facilities and services, such as 
schools, playgrounds, utilities, and roads, to 
more “productive” lines and grossly neg- 
lected the maintenance of its existing housing, 
and thus became party tc the creation of 
urban slums. 

During the period of 1923 to 1940, the net 
urban population grew from 21.4 million to 
61 million, an increase of 185%, while 
urban housing actually increased from 
155 million square meters to 245 million 
square meters, an increase of 64%. Thus the 
available dwelling space of the urban popula- 
tion declined from the none too generous 
average per capita of 7.25 square meters in 
1923 to 4.01 square meters in 1940. This 
represents a drop of 46% of the minimum 
norm established by government law as 
compatible with health conditions. 

The result of the failure to invest an ade- 
quate portion of the capital investment into 
housing construction in order to keep pace 
with the tremendous increase of the urban 
population was greater overcrowding. Hous- 
ing congestion in Soviet cities and towns has 
reached the dangerous condition when 
judged by western standards, from 2.6 occu- 
pants per room in 1923 to 3.91 in 1940, to 
4.02 in 1950. (In the United States the 
average occupancy per room in 1940 was 
0.67 persons.) 

As to the provision of urban centers with 
needed public utilities and services, here too 
the Soviet regime’s record is poor. Approxi- 
mately only about one-fifth of all Soviet 
cities at the end of 1940 had water supply 
systems, the most important component of 
any sanitation system, without which a 
sewage system cannot function. Approxi- 
mately 40% of the total urban housing is not 
supplied with running water and almost 90% 
of all dwelling units lack private baths. 

These are only some of the economic 
aspects of Soviet housing, which are of interest 
to some American readers, though in general, 
they have already been covered by other 
writers. The author could have greatly en- 
hanced his study if he had included other 
aspects of the housing problem in Soviet 



294 LAND ECONOMICS 

Russia which would have made his work 
more valuable to the professional houser, 
architect and planner. These include the 
planning-architectural principles and stand- 
ards that guided the location and distribution 
of housing in relation to the industrialization 
process, the theories that governed the selec- 
tion of housing types in relation to the resi- 
dential building zones, the experimentation 
in certain kinds of housing accommodations 
such as the “communal” homes, and the 
reasons for their failure, the development of 
the superblock as the basic planning unit for 
centering housing around educational, recrea- 
tional and other municipal facilities, the de- 
velopment of housing research and the intro- 
duction of new building methods and ma- 
terials, and many other similar problems 
which are universal in the field of housing. 
Some of the terms used in the book appear 

awkward. This stems probably from the fact 
that the translator was not familiar with 
American technical planning and housing 
terms. A few inaccuracies: “The natural 
growth of the rural population was drawn cff 
by the enormous unplanned and spontaneous 
movement from the villages to the cities” 
(p. 103). The increase in the urban popu- 
lation during the intercensal period of 1926 
to 1939 was due to planned migration of 18.3 
million persons from rural areas; to a natural 
population increase—the excess of births over 
deaths—of 5.3 million; and to reclassification 
of rural places into urban as a result of their 
growth or changed economic function which 
increased the country’s urban population by 
5.8 million. Incidentally, by 1939 the urban 

population was 55.9 million, not 114.6 
million (p. 103). 

The Soviet definition of “large-scale” and 
“small-scale” industry based on the number 
of workers referred to by the author (p. 101 
n. 8) was erroneously stated. Actually, the 
criteria which the Soviets use in classifying 
industry into large, medium, and small have 
been and still are subject to debate. The 
only characteristic which may be scientifically 
used in classifying industries by size. appears 
to be that of the number of units of equip- 
ment used in the plant. The most accurate 
criteria, however, is the number of units of 
time, man-hours and machine-hours inputs, 
working one shift only, required for the total 
output of the plant during a given unit of 
time (e. g., a year). Fer a discussion of the 
classification of plants by scale or capacity, 
see M. F. Parkins and V. I. Tsonev, Industrial 
Planning in the USSR: The Automotive Industry 
as a Typical Branch of the Category of Machine 
Building (Chapel Hill: Institute for Research 
in Social Science, University of North 
Carolina, 1954), pp. 124-128.) 
The Bibliography lacks many important 

planning sources which contain useful hous- 
ing data such as Arkhitektura SSSR. 

In spite of its many shortcomings the book 
makes a valuable contribution to Soviet 
studies by drawing attention to an important 
and little known aspect of the Sovieteconomy. 

Maurice F. PAaRKINS 
Principal Planner, ' 
Conservation Division, 
City Plan Commission Detroit, Michigan 

QR so SBF AA, 

| 

Fi 

Inf 

ter, 
pos 
unc 
Act 
rat 

191 
192 


