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combination . ~f you want al l three .of t hose goals or an 

2 additional one, maybe what you want to do is brinSJ it up when 

3 we get to combination. 

4 MR. MOTLEY: All. right, I ' ~l wait -- I ' ll hold off 

5 until after we finish the combination. 

6 MS. -FLEISCHER: I still don't understand how you' 11 

7 get regional decisions reflected under community development. 

8 I think that people will ha.ve some priori ties in their own 

9 communities that somehow have to be reflected a nd I don ' t 

10 understand how that ---

11 MR. GALLAGHER: You don't think it can be accomplished 

12 with some sort of sectoral -- say the Natives want teachers 

13 housing , and then you do that through 1\laska Housing Finance, 

14 you don ' t. think that can be accomplished. 

15 MS. FLEISCllE1': Do you want to put -- repeat what 

16 we ' ve said under development under community development . 

17 MR. GALI~GHER : I think we have it up there. 
I 

18 MS . FLEISCHER: Okay , then s pell it out for me. The 

19 board made up of representatives from different agencie s? 

20 MR. GA.LLl\GIIER: No, let's say you have one agency 

21 handling housirig and another one small business loans. 

22 MS. FLEISCHER: '1.'hen how does a particulLir village get 

23 their priorities ---

24 MR. RHODE: They would approach that existing State 

25 age ncy to put a loan t0gether and of fer it to the Permanen t 
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Fund . 

2 MR. LOVE: I n response t o Mr. Barnes ' comme nt that he 

3 t h inks the citi zens board would be able to per for m the function 

4 of g i v i ng t ne input of what a particul ar community want s out of 

5 i t since we've got these guys elected from the Senatorial 

6 Di stricts, I think the problem with that the citizens advisory 

7 board is given two j obs. One is t o deci de t he i r pr iorit ies as 

8 to whether or not t he Fund should -- let ' s use these existing 

9 . things, trust , development and community devel opment . Now, 

10 let ' s say you ' re a community .and the guy that got elected ran 

11 on a real strong rlatform of development and that was it. He 

12 was opposed, l et ' s say , to putting a lot of dough i nto 

13 community development or the trust account. Let ' s say he was 

14 successful to a degree that they're still going to put some 

15 money into development , that may not be the person who is best 

16 eg· i.pped to repr esent .:he wishes of that particular community. 

17 He may have done a ptetty good job in saying this is our 

18 priority in terms of how we want the Permane nt Fund inveated, 

19 but he may not be the most sens i tive person as far as that 

20 community is concerned in term~ of communi ty Jevelopment . I ' m 

21 not thrilled with Price Waterhouse ' s idea of a 32- member citizen 

22 committee meeting once a year. I would like written down on the 

n boar d , regional advisor y committees to t he centr a l management 

24 of the Pe r manen t Fund about t he types of community development 

25 they want as pa r t of the structure. 
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MR . ~OVE : Also , I think we should also 

2 MR . WOHLS~,ORTH: Jamie wait a minute. Others may 

3 have some thoughts now and the time is short . You have really 

4 had ample time . Does anyone .• ave any other comments on this 
.· 

subject before ~~ turn the board over? s 
6 MS.~FLEISCHER: Can we add veto to that because of 

7 what Mr. Barnes said, and I do think the people should have the 

8 right to veto a particular project if it isn ' t right fl ·r that 

9 particular region . 

10 · MR . EDENSO: Should we have a general election to get 

11 some kind of development done? 

12 MS. FLEISCHER: I don ' t think we should ram something 

13 through because it is good for the State if it is not good for 

14 the region. 

15 

16 

MR . GALLAGHER : A community development loan is a 

pretty small loan and it only affects If you are talking 

17 about a bigger dev~lopment project, then it would fall over 

18 here . But if you are talking about a housi~g loan in Bethel, I 

19 don't want them to vote on e ve ry housing loan. The very fact 

20 that you do a development loan, you ' ve got to go out and ge t 

21 input f rom the community . That is the only way you can do it . 

22 If you ' re going to have a utility system , the city council has 

23 got to decide they want a utility l oan. 

24 MS. FLEI SCHER : In other words, you a r e suying it is 

25 alr eady 

. ~. 
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MR . GALLAGHER: It is implicit when you talk about 

2 communi ty development. 

3 MR . EDENSO: Why don ' t we add to a 5th one under 

4 community development loan , why don ' t we say city council s and 

5 managers and ?oroughs and combined assemblies. Those are 

6 structures that we could conceivably deal with. 

7 MR . WOHLSFORTH: I think you get to a point where you 

8 really don ' t like the ph~losophy of a development loan and you 

9 get to this point. Admit it if you don't like it . 

10 MS FLEISCHER: If you ' re talking about me, I do like 

11 the idea but I want to make sure that somehow the Ftructure is 

12 set up so people have a real say as to what ha ppenes to them. 

13 MR. GALLAGHER: We al l agree with that. 

14 MR. CRAWFORD: Mr . Chairman, I would like to ask 

15 Dennis a question. Do you feel that this recommendation you 

16 have come up with is applicable to the four alternatives that 

17 we've had? Is it a m'ana~iement system that can be '1ccepted 

18 MR. MOTLEY: If you are asking my opinion, yes. 

19 MR. WOllLSFOR'l'JI ·: Maybe we can get on with that. Is 

20 that the board ' s decision? 

21 MR. MOTLEY : What we tried to do in the approach was 

22 to approach it .:is a businessman's decision if e ach one of us 
I 

n was g i ven a million dollars or a billion dollars or whatever and 

24 try to work out managerial decisions on how you ' re going to 

25 structure this thing. You can go on for an eternity t:alking 
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about various structures. You could have them decentralized 

2 where you wo uld have everybody in the whole State of Alaska 

3 workin~ on this thing, the bureaurocacy involved would be so 

4 great you'd never get anything done. Starting off here at the 

s top, using the Department of Revenue for openers. Commissioner 

6 ~f Revenue . O~er here in this block will be the Deputy 

7 Conuniss ioner and we have Deputy Commissioners of the Treasury. 

8 I ' m taking a line off of that because of t he fact the 

9 Department of Revenue has already got short term vehicles, 

10 peop l e working down th"?re in governmental investments in 

11 Treasuries and CD's nr deposits in the bank, we thought that 

12 working off of this particular Department of Revenue which is i n 

13 cuarge o £ handling money for the State of Alaska. Over here c. 

14 totally separate group of people, i.e., a president -- or start 

15 from the top , Chairman of the Board, president , vice president 

16 and so an . The same structure as the banks . When a bank such 

17 as Bob Earnes, or the ND of A or the First National -- have , 

18 working staff and the Chairman of the Board and the president 

19 and these various officers, depending on the amount of work to 

20 be developed and this will depend on whether or not we are just 

21 going to go to savings or whether we are going to development 

22 or commun i ty loan and whatnot. The larger it is the more staff 

23 you're going to have . Over h~re and totally separate from any 

24 other e n tity we have this box, and' we have a staff of people. 

25 For example , you decide to go just into a saving s account , you 
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mjght get one person, i.e. , a money manager from Outside which 

2 will invest in CD's or gGvernments or whatever we have . We 

3 think that they shou l d have a board of directors. We selected , 

4 and this is something open for discussion , 12 people. The 12 

S people are broken down into groups of 3 . The top group wou ld 

6 be in power f9r 4 years . The next group is 3 years , 2 years and 

7 1 year . By structuring i t like this you are going to alleviate 

8 potential possibilities of turning this thing into a political 

9 fo6tball because of the fact this particular individual up 

10 here will be in office , either elected or appointed, for 4 

11 years , Governor Hammond is going to be there for 2 years, or 

12 maybe another 6 years. But each one of these individuals will 

13 keep moving on so there will be no direct conflict by the 

14 board of directors who, in fact , will be the people -- the 

15 board of directors will be responsible to these people here . 

16 These people can hire or fire these indi\'iduals depending on 

17 the performance of what they are doing with the Fund . 

18 We suggested that these 12 peo~le b e selected , 6 

19 from the administrative group , the governor ' s group, and 6 from 

20 the legislative group . Those particular individuals would be 

21 chosen such as · the way the commission board or the board of 

22 realtors is c hose n. Divide the Slate into five different 
I 

n sections and a particµlar individual comes out of each one of 

24 those areas to make up the board of realtors , to make a l l the 

25 decisions in the real estate area . Now , this particular group 
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up here is expanded to whatever the demands are going to be. 
' 

If you decide every step is going to go into development, general 

development of the State of Alaska, needless to say this 

particular board ia going to have ~o be much more large in size. 

If you elect. just ·to put it in savings, probably one small 

business manager and one- quarter of one percent in the Lower 48 

to invest in various savings accounts, Treasuries, or whatever . 

Just an individual, maybe out of the Revenue Department . But 

this way, you have totally alleviated the thing from the 

political atmosphere. This particular board cculd treat just as 

a business assignment. Take the money and make it go. 

Now, as far as the structure of these people are 

concerned, this has to go on to a later date because the 

people of the . State of Alaska or the legislature ~ill have to 

decide what kind of vehicle they are going to want . If they 

want a combination of savings account, general development or 

community. That could be called maybe Alaska General Development 

Corporation or it could be called something else that the 

Price Waterhouse people and the White Weld people come up with. 

That is something the legislature itself is going to have to 

decide and that will be the proportionate or amount of money for 

each area that you are going to want to go into. At least by 

keeping this concept, working'management, they can immediately 

take over the responsibility. 

MR. BARNES: I think you need a tie-breaker on your 
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boar d, either 11 or 13. 

2 MR. MOTLEY: 13 we' 'il say, or some odd number. T~1e 

3 question was asked, how is the policy decision made up here . 

4 The policy decision would come -- let's assume that after this 

s Committee and the legislature have come to an agreement , 1/3 

6 into developm1ant , 1/3 into local community areas and 1/3 into 

7 savings. This policy would be handed to this group of people 

8 by the legislature, these peo~le would be responsible -- if 

9 they didn't they'd get fired and put in new people. By putting 

10 in the kind of staff , you can go out and hire the best in the 

11 United States ~o be the president of the board and so on, so you 

12 have the best banking expertise. 

13 These particular individuals will ba six from the 

14 legislature , ~ix from the administrative department. 

15 MR. FREER: The six from the administrative side , do 

16 you contemplate they would be existing employees of the State 

17 or would they be from the public sector . 

18 

19 

20 

MR. MOTLEY: From the publ ic sector. 

MR. FREER: Would they be f~lltime paid employees? 

MR. MOTLE.. Our suggestion was that the governor 

21 would select six peoi:-'le, again using the real estate ' s board 

22 concept, divided into 5 different sections. Try to pick people 

23 out of each one of the sectionk so each one of the sections in . 
24 the State of Alaska has representation. The same with the 

25 legis lative people over here, they would choose the l r people 

,· 
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from the various areas of Alaska so that the whole State is 

2 represented to help make these decisions. 

3 MR. FREER: Are they voluntary, or are they paid? 

4 MR. MOTLEY : We pelieve that they should be on a 

s voluntary basis . These people up here , this board of 

6 directors , working board of directors are going to be paid very 

7 handsome amounts of money. These people over here will be 

8 supervising to ·make sure that your policies , whatever the 

9 legislature chooses , i s carried out . And if i t isn ' t carried 

10 out, you removE? the board of directors and put in a new board 

11 of d irectors . 

12 MR. WOHLSFORTH: Mr. Gallagher has to leave but we 

13 might as well continued with any questions on t his . 

14 MR. BARNES: It is very similar to the Price Waterhouse 

15 model. You are using the legislature as the citizens board . 

16 And you are setting up an operating board and it sets up 

17 management which is P.retty much what Price Waterhouse has said . 

18 Doesn ' t it strike you that it is fairly similar? 

19 MR . MOTLEY: We felt that it was a little bit more 

20 workable from the standpoint that it i s more c lear cut and less 

21 bureaurocacy invo lved so far as getting those decisions out. 

22 And it also giv1~s more attention to these particular individuals 

23 who are up here . If they don't carry out these policies that 

24 have been selected, these 12 peopl e are going to elect to fire 

25 them . It's just like over at your shop , if you don't carry out 
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the policie s of your board, the decision of . the boa rd, yo u 

2 aren' t goin g to be there any more. 

3 MR. WOHLSFORTH: Any ot!1er discussion before Sterling 

4 has to take off? 

5 

6 

MR. LOVE: Two comments. First.I am wondering when 

we're go~ng to address different ways of things to do with the 

7 earnings . As we have community development , development and 

8 trust funds , I think we o ught to have -- that the goal is to 

9 redistribute the wealth . 

10 MR . GALLAGHER: If .your go.:il is to redistribute the 

11 wealth, how 

12 ! '~. LOVE: I would like us to take a look at possible 

13 ways of distributing it. There will be prosperity in the State 

14 brought about by the revenues, who is going to get t he most of 

15 it? Who is going to become weal thy and who is going to remain 

16 poor? I' m not saying we should discuss it right now, but I 

17 think those are some things we are going to have to discuss . 

18 MR. GALLAGHER : The third week in December is the 

19 next meeting . 

20 MR . MOTLEY: Is there a possibility to move it forward 

21 just one week? 

22 MR. EDENSO: Jim Rhodes a n d I have talked at some 

23 l ength about the next rneeting. Due ti:> travel schedules and 

24 time of the day, time of the year, holidays and everything , it 

25 l ook s as t hough the third week of Dccc:?mber is probably the best. 
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And probably if we could have another 2-day meeting . I think 

2 we pretty well filled up two days this time, so Decembe r 17·and 

3 18th. But that is only open to the Committee. If the 

4 Corrunittee decides that is ·a bad t ime , then let ' s hear some· 

s other suggestions. 

6 MR. MOTLEY: Would it conflict very much with the 
I 

7 Department oi Revenue if we had it sometime between the 6th 

8 and the 10th, which is the second week in December? 

9 MR . LOVE: I would like to see us meeting again ~ 

10 the month of November , even if we don ' t have a -- because I 

11 think this has been very f r uitful . 

12 MR. If we could have some work committees 

13 in November and come back and look at organization and 

14 structure. 

15 MR. LOVE : This has been very helpful to me in getting 

16 a c ... earer picture . I woul d like to the committee as a whole 

17 meet sometime in November and pursue , the discussion we started 

18 today. Maybe just for a day. 
I 

19 MR . WOHLSFOR'rH: I wonder if it came to a vote how 

20 we would feel a bout some subcommittee work. I think you 

21 resisted it very strongly at the last meeting . 

22 MS . FLEISCHER: No , we didn't , we asked for it. 

23 
\ 

MR. EDENSO: If we are going to hold a n~e ting that 

24 soon , I woul J like some ideas , or at least a better idea of wha t 

25 we are going to at tack or address at t ha t meeting. 
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MR. LOVE: I would like us to talk about the two things 

2 I mentioned previously. Distribution of earnings from the Fund 

3 and the effect of '.::he investment policies on either 

4 concentration of wealth --~ Secondly, I think we should have 

5 

6 

7 

8 

some additional presentations, if we coul¢i , by the consultants 

giving us a back~round on present State loan programs and maybe 

something relative to the activities of the Native Corporations. 

MR. nHODE: I think to take each one of these areas . 
9 we .have discussed today , the three different separate goals 

10 and start looking at how an organization under that would be 

11 structured. 

12 MR . You might break down into subcomittees 
\"' 

13 on the basis of the three sets of structures, and in each case 

14 focusing on what kind of governing board . What any of them be 

15 elected or not . Would you have professional managers that are 

16 appointed by an executive officer. 

17 MR. WOHLSPOR1'H: The idea Qf subcommittees makes worlds 

18 of sense. These are expensive meetings when you consider the 

19 nwnber of people who ure being brought in from throughout the 

20 State. 

21 

22 

23 

24 

25 

MR . r.OVE: What kind of subcommittec!s do you want? 

MR . WOHLSf'OR'rll: I think Jim had a suggestion on that. 
\ 

MR . RHODE: . According to the three things . 

MR. LOVE: I don ' t t hi nk one on the savings account. 

MR. IUiODE : Probably not, but on the other two. 
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MR. LOVE: Community development and development. 

2 MR. RHODE: I think that allows people who have strong 

3 ideas in one area or the other to concentrate on t~~m. 

4 MR. LOVE: Just work sessions and whoever shows up 

5 becomes the subcommittee . 

6 MR. RHODE: Have a work session and then at the next 
I 

7 formal meeting in December. 

8 MR. LOVE: Let ' s have a couple of work sessions on 

9 those two subcategories that you mentioned sometime in November , 

10 and just those who are interested in those particular areas 

11 make up the subcommittees 

12 MS. FLEISCHER: Could you ask the consultants to come 

13 up with some ideas on the structure based on these alternatives . 

14 ~R. RHODE: You have the structure in front of you. I 

15 think it is a relatively simple one . In my judgment, every 

16 issue that you have to face is laid out in the paper by Price 

17 Waterhouse or White Weld . 

18 MS . FLEISCH ER: I don 't think it is very workable . 

19 MR. One is simple and one is complex. If 

20 the complex one or the goals demand ccmplexity, then it is 

21 variations on a theme that Price Waterhouse has suggested . The 

22 questions are, should the citizens board ~e elected or appointed , 

23 should it be -- should the citizens and the governors board be 

24 merged into a single board . Should the governor be given 

25 guidelines as to how he des i gnates his people. Then the next 
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1 level is operation as opposed to management ·and a control. 

2 MS. FLEISCHER: I guess wha t I wanted to know is 

3 whether we could have some help on the implications of t he 

4 variations on the theme. 

s MR. CRAWFORD: I think it is going to be very 

6 difficult for us to come up with any kind of concensus on a 

7 structural entity until we get the answers from the AG so far as 

8 the constitutional questions . 

9 MR . WOHLSFORTH: It might be helpful if we do have an 

10 interim meeting and the young AG 's assigned to the problem could 

11 advise us at least -- give some preliminary views and that would 

12 lead us a little bit farther down the line. I doubt very much 

13 i f we could get a definitive yes , no answer very quickly,if at 

14 all. On the 17th and 10th, is that agreeable for the next full 

15 board meeting . 

16 MR. EDENSO: There is some difficulty with that whole 

17 week . 

18 MR . MOTLEY: How about the 3d and the 4th of December. 

19 MR . WOHLSFORTH: Will somebody move that? If no 

20 objection, so ordered. 

21 MR. EDENSO: A subcommittee meeting on the 19th and 

22 20th has been suggested. 

23 MR . RHODE: Does the Committee available at this wock 

24 session or not?_ 

25 MR. WOHLSFORTII: 19th and 20th for a workshop , December 
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3 and 4th for the regular meeting. May I hav~ a motion to 

2 adjourn? 

3 

4 

s 
6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

MS. FLEISCHER: So moved. 

·' 

(MEETING ADJOURNED AT 1: 50 P.H. NOVEMBER 6) 

\ 
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Our recent bicentennial has focused na~ional attention on the changes 

wrought by 200 years of American development. pnfortunately, th~t attention 

did. not extend to one of the most important changes; the general transfer of 

power from small and local institutions to ~arger and more remote ones. What 

was once a highly decentralized social and economic syst~m has become much 

~ore centrRlized. Our own control over important decisions--decisions affecting 

our personal and family lives , our communities, our jobs and our vork oppor­

tunities--has increasingly been eroded. 

This is nowhere more obvious tl1a.n in econo .. 1ic life. For example , the 500 

biggest American fi r ms produce over three- quarters of e.11 kner icen goods ~~d 

services , and employ a similar proportion of the work force , despite the fa.ct 

tllnt they are only one- fifieth of one percent of all businesses. Our :!..ndu:;trinl 

system consists of n handful of very large firms und n great many compa.rativcly 

tiny oneo . Because of this , economic life tends to be dominated by the ac':iou 

of u few large firms, which are themselves 1.:ontrollP.d by a relatively mnall 

group. This is not a. rndical statement; top management personnel , who make 

t he criticnl cleciaions , constitute o. very small percentage of t he total work 

force . 

PreBent Concerns 

These large fi rm!J n.re coming increasingly under uttc.ck; disclosures or 

inapprc p1·ir.te uc.:t..:; appenr regulurl y . Lockheed , Gulf o.nd mnny more hnve bei:n 

henvily involved in uneth lcul pri.. ticeR both her e and o.broad; mnny oth1::1·n 

huvc t nci tly admit ted to diGcl'imino.to1·y behnv.!.Ot'. Even where pr oof is hurd 

to get , grave auoplciona u1·1: t.hc order o f the tluy ; "'i'hc enl!1·g:r ~ l"i11in wns 



engineered by big oil to profits," or "Multinationals are re-

placing American jobs with foreign ones." As a matter of fact, practicall·Y 

nobody is really satisfied with the pre~ent situation. 

The underlying concerns fall roughly :tnto thr.ee differe~·:t categories or 

schools of thought. The first includes th1.1 ~1e vho see a · system of large firms . 

' as the appropriate response to t.he vase and v:aried demands for goods and services 

characterist1c of modern econ·omlcs; in tbeir vi·12w, large size is not only. 'the 

efficient production means, but also the mos·t effective economic agent for· furthering 

social goals . Not surprisingly, this includes most people associated with "big 

business." The second group comprises those who see large firms as necessary evils; 

necessary because of the demands of highly developed economies and the require-

ments of modern technology, but bad (inappropriate) in terms of their impact 

on the distribution of rewards , opportunity , and power . John Kenneth Galbraith 

is perhaps this camp ' s most eloquent spokesman, but the srune feeling underlies 

the considerable bipartisan support that rises in discussions of controls on 

prices , vages , profits , nnd employment . Economic liberals tend to fall into 

this cwnp , The: third group essentially takes it for granted that la1·ge siie 

is not primarily a c~nsequence of economic or technological necessity, but is 

rat her a reflection of t he concentrated power characteristic of societies per-

mitting private o...,nership of production resources and the pr ivate accumulat i on 

of great wealth. · This , in gener nl, is the radical position. 

These three groups have different goals , different degrees of interest 

i~ changing the system, and have mind different mechanioms for change . The 

first , believing in the virtues c _J. g business , would like to reduce "govern-

ment interference" and t hereby bring t he sys tem closer to classir.al free enter-

prise ideals . The second, which is probably closest to the present main stream , 

sees no other opt i on but t~ make the best of a bad Job , supporting t he large 

firms of vhich it di sapproves i n principle , but herlg ins tl~em a.11 a r ound ...,ith 



• controle, which become an unfortunate necessit~. The third wishes either to 

break up the large firms and to modify th~ economl~ framework to eliminate any 

future possibility of private ownership of ~he means to production, or alter-

natively, to na.tionalize them 1.'p1·thvith. 

These "solutions" are no ~ .. satisfactor:r, than the problems they wish 

to attack. The first tvo are r _ ~tly wrong in asserting either the valu~ or 

the necessity of very large fLrms, as I vill shov belov. The first group also 

errs in stressing the virtues of private enterprise; they are real and impor-

tant, but they simply do not result from a system dominated by very large firms . 

And the second group is attacking problems of overcentralization by developing 

even more centralized mechanisms , a strategy akin to fighting for peace; anyone 

who thinks it can work should take a look at the British economy. As for the 

third group, transfering co:-itrol from "p:-ivate" to "public" hends (those words 

mean different things to different people) simply shifts power from one small 

group to ' another. This is clearly demonstrated by the general experience of 

most nations putting those principles into practice (for example , in the 

socialist bloc) . 

The plain fact of the matter is tha - ~he major proposals being put forward 

today a.re simply inadequate to the Job · needs to be done . And yet that 

Job is probably more important even tha~ =Se remarks suggest . It is not 

merely a matter of fine tuning . The need to develop real alternatives i~ 

pressing , because our present economic arrangement i. s defective in several 

fundamental respects. First , effective and timely coordination is difficul t 

or impossible. We continue to "discover , " for example, that our plans and 

programs do not always work as intended and indeed, that they often produce 

entirely t he vrong results. Second , i t is wasteful of resources; costs con-

tinue to increase without equivalent benefit s . It tnkes more and more merely 



to stang. still, as we see from the inflation and deteriorating 

resuJ..ts. Third, it is · unresponsive to the needs of cur society. The economic 

system and its components only exist to serve social functions. They cannot 

be justified otherwi~e. Yet increasin~ly, these large organizations--firms 
' 

and governments alike--operate in terms of their O'WD priorities. They are · 

simply too .r.emote fr.om .the ulti111ate .results. o'f 'their actions and too ·big to 

respond adequately even if they were in closer contact. 

Finally, the present arrangement is do'W?lright destructive in two important 

ways. For one thing, it tends to swamp local economic life, As the tides . of 

economic c.1ange sweep across the country (and the world) they leave prosperity 

in some towns and some regions and destruction in others. But even the pros-

perity is temporary; at the moment, New England is down and the sunbelt is 

up. Or look at New York City: its present situation was unthinkable as little 

as a decade ago. These effec~s are not aberrations. Rather , they are entirely 

normal, ·because the present arrangement makes it both appropriate and necessary 

that some places prosper while other do not. Plar ts are moved, products shift, 

market orientations are altered , and economies change. Under those circum-

stances, people lose Jobs and towns, areas and regions are hw·t, sometimes 

fatally. 

Second, our present economic arrangements do not and cannot offer most 

people rewarding ·nnd dignified work. Although this a~plies most particularly 

to blue-collar and clerical work, it is increasingly true of managers and pro-

fessionals as well. This generates enormous hwnan ~nd social costs by reducing 

mental and physical health and it contributes directly to the lagging producclvit y 

that hns lately become characteristic of American industry. Most importantly, 

peoples' capacities, skills and competence cannot be developed without oppor-

i::unities t'or t heir exercise. And these are available only to n small fraction 

of our citizens. 



This is, always a tr88edy. But. it is especially t ragic in the United 

States, with its extraordinarily fruitful and well-developed economy in a richly­

endoved social and physical environment. That good fortune permits us much 

more f lexibility and a greater possible range of options . Societies that 

literally cannot feed their citizens~and ther~ are many such societies--have 

to deal with those basic problems first. (This is no excuse for repressive 

governments; there are always some options) . 

Happily, a real alternative ,:!!!. available in America; 1..;.1e that is particularly 

consistent vith the American historical experience . I am referring ·to a r eturn 

to traditional American decentr alist principles, and in particular to decen­

tralizing our economic system by simultaneously moving to reduce the size of 

large f irms and distributing control over them more broadly. I would like to 

show fi r st, that smaller firms need not be less effective and indeed that in 

important ways they would be more effective; second , that alternative arrange­

ments for redistributing control are both available and valuable i n their 0"7Il 

right; and third, that their advantages are enhanced by combining both these 

approaches. 

Some Important Distinctions 

Before developing iny argwnent. , let me clarify a few important points. 

First , an economic system is not merely a collection of firms . It includes 

consumption units (households, families , and individuals), and production and 

distribution units (firms), all operating wi thin a legal and political frame­

work es~ablishing the range of legitimate action open to them . In the U.S., 

key elements of that framevork include private ownership, freedom of enterprisf:, 

and m&l"kets in labor , capital , physical aose t s, and knowledge . This is i.mpor­

tant because changes can be ran.de thro~gh any or nll of t hose avenues . Substan­

tial changes may even require attention to all of them, and particularly to 

the "rules of the game." 



Firms--especially large ones--are themselves complex entities. ·In parti~ 

·cular, they are very different from plants or individual business establish-

ments (.factories, stores, .mot.els, etc. ) whi:ch ar-e their basic .operating uni ts 

and which produce goods or offer services at particular locations. In contrast, 

a f :im is a legal or operating .entity, controlled and owned by some ,particu-

lar, person or group. and often owning, and controlling, in its turn any m.unber 

of :individual plants or establishments. This is the central fact about large 

finns; they consist in every case of a whole cluster of separate facilities, 

whether plants, offices, laboratories, or distribution outlets ! under central 

control. The classic firm of economic theory, which owns and operates a single 

plant or establishment, is e..ctually what we nov call "small business." The 

vhole issue of size for this reason becomes confused with issues of control or 

own•:!rship, vhich are of very different characters. Since our measures of 

size are usually relat ed to firms, then the very same plant or retail store 

shi:fts in classification from "small" business to "large" depending on whether 

it :ls owned independently or by an international firm a curious and unsatis-

fac t ory situation. 

Finally, size itself can be measured in very different ways --number of 

employees, dollar volwne of sales , and value o·f assets owned are probably the 

-Chr1~e most conunon. Each is useful for particular purposes. Since my major 

focus is related to the relationship between individuals o:r groups, and or-

gan:lzations of different types, it makes sense in general to measure size by 

emp:Loyment. 

Size is also technically different from scale. Wherer~s measures of s ize 

are absolute--numbers of employees, dollars or whatever--s·~nle is a measure 

of relative size. 'rhe scale of a firm, for example, might be specified a s . 
twic:e a s many employeeG , 70 percent of sales, or 25 percent more assets than 



some stan~ard of reference. 
; . . \' 

In practice~ tney are often used more~or•less 

interchangeably. 

The Anatom.y of American Industry 

I would like to start by briefly describing the ·size and· character of 

American industry nov. The size distribution of American finns is shown for 

· all, industry in Figure 1 and_ for manufac.tucing1 industry only in. Figw.:e1 2. ,AL-

though those figures are for 1967 (the last year for which comprehensive and 

detailed statistics are available) , there has certainly been no mar.ked change 

since . One thing stands out at once; the mean number of employees/establishment 

never gets very large, especially if the top category is dropped. Companies 

tend to grow not by increasing the size of their individual production units 

or plants, but by bringing new units of roughly comparable s.tze under their 

control. Moreover , much of this growth is accomplished by acquiring . exi~ 1;1~·1~ 

firms, or product lines , ·~ather than by devel oping new ones from scratch (see 

John M. Blair, Economic Concentration, NY: Harcourt Brace, Jovanovich, 1972) . 

Note also that manufacturing companies, which overall acLount for only 10.9 

percent of all companies wit h ·empl oyees , account f'or 70.11 percent of nll those 

employing more than 1,000. Clearly, although problems of l ar ge size exi st in 

all business sectors , t hey ar c most evi dent in manuf ac t uring . 

Even so, the s eparate units ar e surprisi ngly small ; mean empl oyment per 

oper11ting establisrunent i n 1967 was only 52. 5 per sons . 'Io some extent , t hat 

is the result of a large number of 'tiny businesses still classified as manu-

facturers. However, even i f t hese •,tres 11re· pulled apart, 1 t can be shown .. 
tho.t 1nout plants a.re s t 1 

• :> f mocle .. J. ze. Atnerican multi- unit f i rms (t ho trn 

controlling more thcin ow · ~ 3 ~ablishment) comprise only about 1~.3 percent of 

the t otal American manu1'nct urin13 com~nnies, al though t hey own 16 per cent of 

all plants and cont ain over 7 !1 percent of toto.l ma.nufac t u1·i ng employment . 



DISTRIBUTION OF EMPLOYMENT BY ESTABLISHMENT AND COMPANY 

.ALL BUS:H1ESS 

Establishments/ Em12loyment/ 
Companies Company•· Estabi·ishment 

All companies (with at least 1 employee) 2,326 ,703 1.18 .15.20 

Companie~ with 1-99 employees 2,292,680 1.05 . 6.94 

Companies with 100-999 employef!S 31 , 353 3. 86 60 . 50 

Companies with 1,000-9,999 emJ~loyees 2,306 36 .oo 75.6 

Companies with 10,000-99,999 employees 346 352. 80 68 . o 

Companies with over 100,000 employees 18 855 . 60 213 .0 

*An establishment is a bursiness unit et a single physical location which 
produces or distributes goods or services for sale , usually in a particular 
line of activity. 

Source: General Reoort ()n Industrial Organization , 1967, Vol . I, Government 
Printing Officet Washington, D.C ., 1972. 



Figure 2 

DISTRIBUTI0N OF··F.MP:tOYMENT BY -ESTABLISHMENT •A:ND COMPANY 

.MANUFACTURI11G· INDUSTRY ·ONLY 

Establishments/ Employnient/ 
Companies Company* Establishment 

All companies (vi th at lE!ast 1 employee) 253 , 1+98 1.61 52.5 

Companies with 1-99 emplC>yees 234 ,923 1.02 14.5 

Companies with 100-999 employees 16,694 2.31 107.0 

Companies vith 1 ,000-9,999 employees 1 ,593 23.60 119 .0 

Companies -with 10, 000- 99 1• 999 employees 273 312.00 77 . 3 

Companies with over 100,000 employees 15 398 . 00 452 . 0 

Source: General Report or1 Industrial Orw:anization, 1967 , Vol. I , Government 
Printing Office, Washington, D.C . , 1972 . 



These are the giants of American indudtry, and heri!1 if anywhere, we. expect 

to · find large plants. Yet the separate plants ovnt~d and O,P.erated by these 

firms employed only 203 people on the average. Mor~over, if a very few 

industries such as automobiles, defense systems , and large electrical machinery 

were excluded, the mean employment figure drops to .1about 100. I do not deny 

the .existence of many :.re~y large plants. I do •deny that they are ty;pical; 
I 
I 

the• size~ of. pl.ant-Si i·s . ver.y di'.fterent from. the sd.-ze!I of. firms . American.. industry 
11 

• 1 

is therefore quite concentrated so far as control (firms) is concerned, but 

is still remarkably dispersed, small scale and uncqncentrated so far as produc-

tion (plants and establishments) is concerned. 

Size and Decentralization 

Much more attention has been paid to the size and concentration of finns 

than to that of plants or establishments. Most discussion never even men~ions 

the distinction . This has led to a general confusion between the two very 

different issues of control or O\ol?lership, and size . And this he.s led in turn 

to a parallel confusion between decentralit.ation, o:r distribution of cont.rel, 

and options for the effective arrangement and use of resources. In fact , each 

has an important effect on the other, though each c1!ln n.lso be profitably ex-

plored separately . 

Reducing the size of large firma would itself be a step toward decentrn.li-

zation for a very' simple reason : it vould result in more units of more compar-

able si~e , among which control could be distributed . However, there is 

obviously some limit below which we would not wish 1;o go for it would mean the 

loss of the qualitien that make such organizations valuable in the firot place . 

A toto.lly "atomized" economy, with no finn employine; more than, say , 10 persons 

would be inefficlent, vasteful of resources, and in general unable to provide 
. 

adequa.t•'?ly for society's economic needs . The questi.on is: What are the limits 

of useful reduction of firm size? It is also perfectly possible to imagine 
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an economy containing no firm~ above some moderate size (say, 500 employees) 

but in which those firms were: each closely controlled by a . single entrepreneur/ 

owner. .This ~would be an !econo~ decentr-alhed in 'one sense (no market·. concen-

tration) but not another (not, that is, wfth respect to employees, customers, 
I 

or neighbors.). The question here is: ilhat are 'the consequences · of decentralizing 

by, onlY;. r.educing_ size: of firn1~l . 
Conversely, the economy could continue to be dominated by very large firms 

but ones over which control ~as distributed quite bro~dly. This could be done. 

in many different ways. One alternative exists in West Germany (and increasingly 

in Scandinavia) where the p-c·inciple of co-determination assures laborers of 

formal representation on the managing board of the firm . Firms could also be 

organized along principles of broad-based wor ker (meaning all employees) control, 

as in Yugoslavia. Or a,ga·i.n , control could be shared with groups outside the 
,( . 

firm its elf, whether con!;umers, suppliers, members of plan't communities, or 

even a governmental agency acting as representative to the public (as is the 

case, for example, with AT&T). And this by no mE!ans exhausts the options. 

The question is: What di fference do these differEmces make? 

The Effects of Size 

Since the effects of size are probably clearest, let me start by exploring 

that one first. .MY o•-n detailed studies (and others) concerning the relation-

ship between the size of economic units and their ability to utilize r esources 

effectively unequ1vocably deny the routine assertion of large firms that their 

great size is necessary. The usual argument is based on economies of sea.le; 

that is, the principle that some costs become relatively smaller as the size 

of thf" operation increases . For example, the cost of producing, say, ten 

identical chairs pet· veek may be $100: per chair. If production could b~ 

expanded to 100 of the same ~hairs per week , the cost vould drop considera.bly; 

say to $50 apiece. 



L~t me ,say at once that there doubt~;tbat such economies . 

exist and that. they are important. But most o~ the obvious ones are related 

to ,,the·,si:ze ..-of plant or establ·i·shment, .and •not .. to · size of -firms. -The ·tables 

-preaented'"earlier show ·o:>ncl.usively· that most · plants ·are not ·very large. The 

great majority are within the Commerce Department's definition of "small business .. " 

And if larger plants were requiTed~o gain tbose economies, the firms that own 

and const'ruc·t them would certafniy bu'ita larger ones. 

The real issue therefore hinges on the possible economies to be gained by 

operating many plants under a single organizational wnbrella. Most studies 

are in basic agreement here. In general multi-unit operation is not more 

economical than single-unit firms operating an equivalent facility (I have 

reviewed and swmnarized the evid~nce in Size, Efficiency, and Community Enterprise). 

The most comprehensive economic treatment of this question was recently carried 

out in depth on 20 industries by F. M. Scherer and associates (~rhe Economics 

of Multi-plant Operation, Harvard, 197'3}. Their conclusions vere mixed, but 

even where they found evidence for multi-plant econoIDies of scale, they were 

typically of the order of only a few percent. 

However, the nature of their data and procedures do not allow us to put 

much confidence in them; the authors themselves noted many mitigating factors . 

Even if the figures ~ taken at face value, they are well within the range 

where "business practice" can make more of a difference. Furthermore, and I 

will expand on this below, economies from scale in such functions as !"esearch 

or finance or in specialized skills, can be gained by other means than owner­

ship. For example, separate specialized firms can offer such services:. this 

is now widely true for computer facilities. Cooperative or other shared 

activities can provide adequate scale for other purposes; for example, small 

Swiss firms pool credit and financiar resources. Or again, industry and trade 
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as:3ociations are common devices economies in prcnotion, training , and 

standardization of products. 

•There ·are also important diseconomies of .scale (costs ~hat . increase with 

size). -For ·example, ··both the .. generation of new i~eas and their appl-ications 

are more common in small firms than in large • . This is often particularly clean.. 

:i:n market-concentra'bed industries , whelle -major technica·l de~elopments tend to 

come from smaller , more peripheral firms (See J . Jewkes et al, The 3ources of 

Invention , 2nd ed., W. W. Norton , 1969). Similarly, small f5.rrns a.re more res-

pensive to environmental , social, and economic changes, because they can per-

ceive them more accurately (being less insulated from them) and because they 

can respond to them faster (just as a small ship can be maneuvered vastly more 

easily than a large one). In short, smaller firms can "track" sociel changes 

and consumer needs much better than can large ones . This is the central fac -

tor in John Kenneth Galbraith's sustained critique of mainstream economics 

(The New Industrial State, Houghton-Mifflin, 1967). And in fact, is is related 

to the most fundamental source of diseconomies of scale, rapidly increasing 

costs of coordination as organizations become larger. There is also a subatan-

tial human cost. As size increases , worker satisfaction and mental health 

decrease, and strikes , physical injury, and sabotage increase . (See the report 

of the Special Task Force of HEW , Work in America , MIT Press , 1973.) 

Many large firms attempt to minimize these problems by decentrnlizing 

their decision-making as much as possible. Although this is certainly- useful, 

it is not and cannot be equivalent to fully independent units , and in princi-

ple can only gnin a fraction of the benefits . To the extent that there is 

central control, it vill reduce flexibility. If t here is not, then common 

control is not needed . Finally , many of t hese diseconomies , such as those 
. 

involving long- term loss of human reE>ource potential , and those relateu to 

less construct! ve or d0'1lTlrigh , de1n ructi ve behaviors vill not shov up in 



economic .calculations such as~;those - carried out by Scher.er. 

All10 thiS .. leads to an important conclusion. A large fraction of existing 

.manuf~:turing .. capacity operated•: i.mder ·t ·he ··cc:mtr..ol or .ownership ·of mu.lti-uriit .• 
"fi'?ins ·co"ul.'d. be converted to fhClepe~dent operation without loss of economic 

effectiveness, and with some probably gains. In other words, this is an .issue .. 

of contr..ol anli: ngt on!=! of size. 'Sinc;e. it could be. dope,, actions lea.di:~ t·o.: 

this end should certainly be encouraged, since our economy, without the present 

proporti'on of .multi-plant firms, would be far less concentrated than is the 

case at present. For similar reasons, business and individual opportunity 

would increase; we~lth, power, and income would tend to become more equitably 

distributed; and government regulation of business could be greatly reduced. 

That leads to the second question; How far could such a decentralization 

or divestiture be carried without creating efficiency problems of its own? 

In other words, how big do plants have to be to take advantage of real econ-

omies of scale in particular indu1tries? Previous work on this topic has led 

to extremely inconsistent results . Recently a colleague and I carried out a 

new series of calculations by making detailed comparisons of successive ,govern-

ment censuses of manufacturing industries (at four or five year intervals) 

to determine the size of new plants entering purticulur markets. These markets 

were those described by so-called four-digit Standard Industrial Classifications, 

vhich are moderately precise (see B. Stein and M. Hodax, Competitive Scale in 

Manufacturi-ng--1.rhe Co.se of Consumer Goods, Center for Community Economic 

Development, J.9'{6). Specifically, we determined the minimum size of plants 

entering the 100 such markets ror manufactured consumer goods between 1963 and 

1967. In effect, we estimated the smallest (by employee-size) plants thought 

by business people to be effective in the marketplace . Using other data , we . 
also esti mated the capital requirements of such plunts nnll the necessary con-

sumer market (nwnbers of average consumers) needed to support them . 



~.st: '70 p~rcent of these industries could use plants w.i th less 

tthan.•:.250•-te?::..t"l~y,ees; 44· ·percent ·of- them ··need • less than 100 employees. 

2. ·· If' •automob'!:l · -~·~lated · pro·ducts ·are" exclu'de·d ~(eg, cars, petr61.eum 

products, t7 ~· : ::- s) , 71 percent of' all consumer,. goods (by V:ilue) co\dd .. 

be aoca£ly-:pr0duced for an area conta~ning 1 million persons. '!Yenty 

percent cculd be produced even for a market of' 200,000. 

3. In about 70 percent of the 100 industries, these minimum plants would 

need a capital investment of less than $1 million. 

I should also add that tht~re is no reason to assume that these figures repre­

sent a real minimum. On the contrary, if our practice and technology were 

oriented toward smaller rather than larger units, fully effective and compe­

titive fi rms could enter the market at considerably smaller sizes even than 

those identified by this procedure, which reflects current practice. Size, 

per se, can be reduced substantially without losing effectiveness and even with 

some gains . 

Alternatives for Decentralization 

I will now turn to the organizational and institutional alternatives that 

could modify the distribution of control, whatever the size of the units. 

There are many variations in detail. They can be grouped according to whether 

they attempt to decentralize by redistributing control within firms, outside 

firms, neither, or both . These four possibilities are shown schematically 

in Figure 1. 

In the usual case, every finn it:J associated with one or more persons 

whose financial benefits and costs are directly linked to the fortunes of the 

firm. Such persons usually exercise .control and a.re known as owner s . The 

axis "Control Within t he Firm", li f ferentiates arrangements in which only the 
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"ownerli''~ . have legal rights of control (Minimum Distribution) from those in 

which others within the firms, such as employees, also have control rights 

(·Extended Distribution). The qualification "legal" is strictly 1necessa;r:y; 

··many owners as •a matter of good ·practice or -good conscience elect · to ·share 

their own control with others. But if it rest1~ on the owners 1 whim, which 

can be taken away as readily -as it is g·iv-en, it is not equivalent to 1egal.ly 

shared control. The category "Control Outside the Firm" similarly differen-

tiates legal arrangements that offer some control to external persons or groups 

(Extended Distribution) from those that do not (Minimum Distribution). 

Quadrant l 

This quadrant describes . entrepreneurial firms, partnerships, and share-

holder corporations. To the extent that shareholder's fortunes are tied to 

those of the firm, they are by my definition owners even though they may in 

other ways be outside it. Indeed, the legal mechanism permitting widespread 

share ownership of a corporation serves precisely to encourage owners to put 

the firm!s interest above all other potentially conflicting interests. Some 

external influence is always necessary--one is othervise dealing with a species 

of dictatorship. In this quadrant, that is provided by the exc·eedingly indirect 

means of the market. But this is furidwnentally different in character from 

the sort of control or influence that can be thoughtfully and deliberately 

applied to the? firm by persons or groups legally entitled to do so. 

This is the markets' greatest strength and greatest ueakness. Its 

impact cannot readily be delibe!· . -.el~' withheld , nor ~an it be deliberately 

incre1u1ed py the action of an individual or firm. Where it is thought to be 

functioning inappropriately, the goverrunent must step in one way or another. 

Indeed, i;:1ere can be no such t hing as . u market system unless the government 

and the ~l system provide rules and agreements by which all participants 

abide, '.!Ce these influences are still indirect , so far as particular firms 
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are concerned. ;~ is still fair to say that in quadrant 1, control is closely 

limited to owners. In this c~se, e decentralized system exists to the extent 

that the .market functions in its classic competitive mode, or it .d.~es not, to 

the extent that' market distortions exist. 

The conditions necessary for a perfect market are well-knovn, stringent, 

and nowher.e observed in practice . In the pr.esent U.S . economy, the chief 

source of di stortions is the extremel y skewed size distribu1;ion ~·-f firms 

describei above , and the consequent concentration and market power held by 

the giants among them. As this oecu~es evident, the government introduces 

new mechanisms, or red~fines old ones, to restore what is thought to be a 

proper balance. But this generally has unintended and inevitable side effects 

and it is not always clear that the cure is better than the disease. 

Quo.drant l 

This quadrant basically includes firms t hat operate internally much BS 

do the conventional enterprises in quadrant 1 , but that add control by out­

siders . These firms are or three types ; community development co:-poretions 

(CDC 's), consumer cooperatives (coop's) and enterprises under government con­

trol, whether exercised directly by the state (socialist f irms), directly by 

a subordinate political unit (municipal firms) or merely r egulated closely 

by political age~cies (regulated firms , such es AT&T or public utilities in 

general). Although t hese differ in detail , t hey are based on a common 

structural arrangement that Justifies putting them all into one category . In 

th~ final analysis , they share a t heury. 

Thr;, 8.1.l. assume that the conventionally accepted arrangement of an ent~r-

pr ~se--that is, by u system of hierarchical control and a chain of command-­

is most appropriate for oper at i onal nurposes , but t hat t he marke t ns it ~)~StS 

is diso.dvanto.geous . That in tur n can be divided i nto tWQ vievn : one , tr. 
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market defects prevent appropriate outcomes (and therefore must be modified 

• 
deliberately) or two, that an a~ternative arrangement produces better results 

in some way than would the market, even if perfect. In the first case, the 

exterruu control is used as a corrective of the ·existing market, whereas in 

tbe second, it is a deliberate distorti'on of it. Holders of the former ·view 

see the results of the market as the best that can be achieved, while to holders~ 

of the latter view, tbis is not true. 

On this basis, regulated firms wish to achieve market outcomes (regulation 

is c:1-~arly supposed to be corrective); all others in this quadrant believe that 

market results need modification . ~~:!'~lated firms are therefore more like 

the enterprises of quadrant l; they a.re based on minimum possible interference 

vith the market, that interference being designed to produced outcomes consis-

tent with r perfect market. Since the issues I am exploring here are more 

sharpl~ focused in the other alternatives, and since no one ever seems satisfied 

with the results of re~ulatory mechanisms, I will drop them for this discussion. 

The fully-fledged members of quadrant 2 wish to decentralize by giving 

legal rights to special groups of persons outs ide the firm. Coops empower 

the firms' customers, CDC's empower members of the community in which the 

firm does business, and socialist or municipal firms empower citizens of t he 

appropriate political Jurisdiction. These, at least, o..re the theoretical 

results. In all too many cases, th~ pei+.ential benefits of these arrangements 

(assuming for t he .moment that they exist) are not in fact realized. Socialist 

or municipal. firms, for exlllllpl e , often give paver only t o those persons already 

politicnlly influent:u . And in practice there is much overlap wnong.. these 

different t ypes of firms; consumers , local res idents , and citizens might be 

subst!lntially the so.me group of people, depending on the enterprise in question . 

This is not to suggeot tha t the differenc12 is not important; t he rationule 
. 

for choosing o:le or another of those di ffers p!'ofoundly . In t he l imi t , ho\lcver, 

an organization providing goods oi- services f'o r peopl e who by definition arc 
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custom~r,s b~cause they are also residents and citizens is a poiitic&l rather 

than a economic entity. 

Quadrant3 

Thi's quadrant basically contains the alternatives' built around employee 

par~~cipation. Decentralization here is inter.nai; those who are directly in-

valved in operation of the firm are seen as appropriately involved in its. con-

trol, although the mechanisms vary. As a common position, I should say that 

these alternatives are based on tceories exactly opposite to those of quadrant 

· 2 . Alternatives in quadrant 3 seek minimum external interference with a 

firm's i ndependence and autonomy, but believe that the internal organization 

of the firms should differ from the classic entrepreriew·ial or managerial 

model. 

There are essentially three variants here. In order of i ncreasing in-

volvement of employees in the decision-making apparatus~ they are; codetennin-

ation (worker-employee representative on the finns' board of directors), 

worker-owned firms or pr oducer coops in a free enterprise market enviro~~ent , 

and communities of vork (of which the Scott Bader Commonvealth in England i n 

perhaps the outstanding example). Codetermination, vhich has been applied 

most extensively in very large firms , shares control ut nrm's length, so to 

speak; day- to-day and shop-floor decisions tend to be made along conventional 

lines. Scott Bader, on ~he other hand, attempts to trfinsform the very nature 

of the f irm to make it less of an isolated Job- related, 9- 5 entity and more 

rn integrated part of people's total lives, in the prot:ess cho.nging a.lao the 

: elationships among "employees" (vho become instead "members") a.nd the ne.tu1·c 

of internal decision-making . 

Quadrant 11 

Quadrant 11 f i nall y , includes t hose firms attempt ing t o d i s t r ibut e 
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control much mo~e broadly both within•and vithout · the ~irm itself. This is 

the on+y ~gi:oup in .. which.1 decentralization is though~ to .require changing both 

~he internal decision-making structur.e of the firm and its relat~.onship to its .. . 

ext~rn&l environment. Fully-fledged examples ~ :i:nclude kibbutzim, Yugosl:av.ie.n 

worker-owned firms (which differ in very important ways from the western or 
• 

American variant because ownership has a different meaning) and enterprises 

operated• by and· as a part of intentional commun±:t:!.es. (many of which· exist i1r. 

the U.S.). 

Operationally, such firms offer people more than one means of formal in-

fluence over the fi'rm' 11 actions. In the kibbutz, or in intentional communities 

in general, all workers have access to control because they are workers. But 

they are also members of the community itself, and are entitled to some con-

trol over the enterprise for that reason as well. Moreover , because these 

alternatives are rooted in philosophical principles that see many defective 

results from hierarchy, bureaucracy and unevenly distributed expert i se, such 

firms tend to develop special mechanisms to reduce those ~~ile keeping their 

desirable: effects . For example, regular r otation of wor k r oles i s one such 

device . 

Such firms also call attention to i ssues t hat must be cons idered in any 

discussion of alternative economic organizations ; namely , t he relat ionship 

between t he prinGiples underlying the alternative itself and t he society i n 

which it operates. As I noted earlier, un economic system consists of operating, 

and consumption units and a legal/political framevork that permi ts and supports 

certain t hings as aglli r.at others . Convent ional firms in the U .s. are effect i ve 

in par t because t hey ure consi s t ent vi t h and reinforced by that framework · 

Di fferent alternatives inevitably face pressures ancl problems na a direct 

restil t of t heir inconsis t ency with ; l'\e fra.rnevork; because t hey need to mtike 

a var lety of adjustments , t hei r results are in par t due t o t hose ad j ustments 

-~ 
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or inconsistencies and are not necessarily inherent in the alternative. Amer-

ican intentional communities that operate enterprises should not be expected 

to match the resuits of kibbutzim i~ Israel. w,here they ar.e socially supported. 

Simil:arly • ·American vorker-owned firms shou1d not be expected to dupl.icate ·the 

effects of the Yugoslavian system. vhere· all firms• must operate accor1iing to· 

common principles. 

The Effects of Size on Decentralist Alternatives 

I have already extensively discussed certain effects of size on the fi rms 

i n quadrant 1. As far as the effect on the potential for decent ralization is 

concerned, there is little to add. Decreasing the size of large firms is im-

portant because it increases the number s of competitors (reduces concentration) 

vhile simultaneously reducing the existing great disparities in size (and market 

power) as between firms. Thi s properly speaking, is an issue of relative size--

that is, scale--particularly in terms of existing market capac ity and competing 

production units. 

I n quadrant 2, size enters in a different way; the relevant measur~ is 

the membership of t he particular group with which control is being shared; 

customers , cormnuni.ty members , or citizens . As these groups bP.come larger, the 

effect of the she.ring or coutro.l becomes increasingly small until , beyond a 

certain not very large point , it ceo.ses to have much meaning for most people. 

An exactly similar argument applies to shareholders of quadrant I corporntions. 

As a device for she.r ing control (decentralizing) , it decays rapidly with size ; 

as a device for sharing financial returns, it co.n be inf ~ ·.i tely expanded. 'l~he 

difference is crucial; it is unfortunately much easier t ~ fl'er people partici-

pation financially than in terms of power and control. 

The effect of size on the quo.dro..nt 3 variants is c ;.~·-• . Co-deterinir.ntion , 

though readily appl icable to any size of firm , c. 'ers r elotively less personnl 
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involvement for individual workers as size incre~ses -" . 
The same issues a~ise 

as in any representative system; the larger the numb•rs, the less the inddvi­

dual infl.uence, save for the inevitable small ( ~lite1) ,group that become!> more 
I 

central. Ne~tner of the other variants ·has -been -ap~~ied to firms of more than 

' a few hun.dred persons, and thoughtful members Qf such groups, a1; well as theo-

reticians viewing; ·them, agree that their benefits cc/uld not reaclily, if at 
I 

all, be gained· beyond that. Indeed, Scott Bader· mah~· the s7ecH'ic: decis torr 

to split off a n\--w entity rather than g:row. Some ot' the Americnn worker-

owned firms, have, with gro....th, shown one of the potential proble111s. They have 

developed two distinct classes; an elit(! group of wor ker-ovners and a secondary 

group of employee-workers with distinctly less influence. In quadrant 3, 

then, absolute numbers of people contained in the enterprise work force is 

the relevant measure. 

As to the effects of size on the quadrant 4 alternatives, they combine 

t hose in quadrants 2 and 3 and a.re, accc0rciingly, doubly important. Well-developed 

institutions of this type have invariably spent considerable time and energy 

on this issue. All observations indicate that where size is all.owed to increase 

beyond a certain very modest point, the difficulty .~ .'-' living up tc• these prin-

ciples becomes correspondingly great . 'Ihe effect of size is comipc.unded; it 

enters boi h in numbers of workers and in relation to the size of the larger 

unit of vhich the firm is an integral part (community or politica.l body). 

It follows that all possible variants function more eft'ectively (thnt 

is, achieve more of their objectives) if their size . measured appropriately, 

is relatively small. This is not at all surprising; political iheorists have 

long recognized the enormous effects of size on participation. And the classi-

cal political alternatives des igned to deal wit h that problem are being a'Pplied 

to the ~c<>nomic or industrial sphere as well. Represent ative methods can 

certainly help; to the extent thut control is distributed among inter est 

. .. 



groups or important social. units rather than individuals ~ somewhat larger num­

bers can be effectively accomodated. But this obviously involves trade-offs 

as well. An effective system for broadly distribut:.ng control wi.11 invariably 

need to combine nirect ~articipation with representative methods. 

No matter how these variations are arranged, however , the critical point · 

is this. Larger siz•: is never beneficial so far as distribution. of contr.£1 

is concerned. The ·act that smaller enterprise size is fully consistent with 

effective operation means that all of the options explored become more accessi-

ble rather than less. It ~ technically feasible to decentralize the economic 

system, and there are many ways to do it. 

~entralized American Economy 

I would like to shift my focus now, and explore some specific principles 

that derive in part from the foregoing, or are consistent with them, but that 

draw on a wider range of experience . The alternatives mentioned have a.l l been 

tried out in different places , and there exists much information on their 

impa.ct and effectiveness. Similarly , the issues they raise, like those raised 

by the whole subject of decentralization, have been discussed extensively ir! 

theoretical terms and in an attempt to devise larger generalizations. Thus, 

we do not lack a basis for offering serious suggestions. 

'l'here seem to me two basic principles that need to be followed; each of 

them suggests many subordinate propositions. The first principle is this: 
~ 

any decentralist or power- sharing t hrus t --if that i s really desired--must 

necessarily involve a strongly pluralist vrientation . No single solution 

nor unioue device or arrangement can possibly survive as a decentralist mech-

anism . Organizations in general, and firms in particular, are characteri~ed 

by lir:i ited goals : it is t he main source of t heir strengths. Ar.d people attached 

only t o such groups become commi.tted to t hose goals and those or go.ni=at i ons , 
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in part because tbey off er their members thl oniy source of rewards and power 

accessible to them. Yet we .know that that single-minded dedication is an im­

portant source of the corrupting charac~er of too much power. What is good 

for General l(otors--or nearly anything else--is seen to be good for the country. 

'This is not the .result of evil or calculating people, but of structural limi­

tations,. 

The solution is simple. Separate units of ill_ kinds should be k'ept as 

small as po·..:aible, and people should be able to participate in meaning;ful 

roles (again, that requires smaller units) in a wide variety of institutions. 

Everyone should be able i n principle to exert some personal influence, or to 

make his/her voice heard in many arenas. This is not to say that all ~-1. al­

ways, or even generally, be active; rather, it says that access to personal 

influence must be ready-at-hand and the mechanisms must be kept lubricated . 

The best guarantee against too great power wielded by any single grnup or 

entity is provided by a rich variety of options through which other people 

can express other views and gain influence. Thus competition jn the most 

healthy sense of the word is an essential part < f' any effective deceni;ralist 

system, but it is competition that alvo-·rs offers people a chance to lc?a.rn and 

a place to turn. 

On the other band, it is important m't to lose sight of the valu1~ of the 

dedication end commitment that people can t•r1 ng to a social group or <>rganiza­

tion , especially when they identify strongly vith it . This is a matt•?r of 

balance ; it would be Just as much of an error to allow too lfille chance f0r 

people to concentrate their energy and attention es the opposite . Th11.t i s 

wby I stress access to channels for participation and influence rather than 

i ts uniform presence. ?eople will m0;ke the choices themselves if the alterna­

tives are visible, ace ·: · !ble, and real. But once again, this requiri?s 



relfe:tivelt small and flexible structules and institutions; it is simp~y 

tle;ici ble if giant organization~--f':lrms or politic al uni te-~are dominant. 

Overall, this sort of pluralist and influence balancing str . .- ategy offers ·y 

important functional advantages for ·society. Indeed, if it did no~, it would 

not be worth proposing, since. every social alt~rnative needs to be evaluated 

in terms of its impact on the three central types of social goals; those con­

cerning operation, distribution, a~d integration. This sort of decentralist 

economic strategy would contribute positively in each of those categories. 

Operational goals address the effectiveness of the economic system it­

self; the extent to which it provides goods and services when and where they 

are desired, and does so with minimum waste of resources. It has always been 

recognized that smaller sized units, even without other reforms, respond more 

flexibly, more rapidly, and more appropriately to shifting demands and needs . 

They also provide for location, style, and product variety (making more of the 

things people want and less that they don't), Such a system maintains flexi­

bility by providing a rich variety of alternatives in economic life; alterna­

tives, moreover, that are closely enough linked to their customers to en~ble 

rapid adjustment tr. environmental or international changes. A widely-ranging 

pluralist system of smaller firms \ol'Ould offer at leust at the ma.rgin a means 

to modify other arravgements. Economists have pointed out--indeed, it i !: t he 

~..!:& :feature of mainstrerun theory--that competition need not be uniform; 

it need only exist to set boundaries (hence, nt the margin) beyond which still 

less compet5tive behavior vill result in replacement of that supplier by another. 

The conventional reason that this does not occur routinely is that larger 

(less ideal) firms are said 1~0 be needed for reasons of technical efficiency 

and to gain economies of scale. Yet as I ho.ve shown, this is simply not true. 

We can ha.ve the advantages of 1m1aller: firms , and \ol'e can have them without these 

assumed costs. 



Distributional 'goals concern the~ays that benefits and costs are. spread 

ac;-oss society;. Sma.ller sized economic units, supported by _institutiqna.l ._I)e-

.. . 
foni •. , would provide a more appropriate distribution of opportunities, r~:~ ·· -:::·ds, 

an.d . . :::rs. Our present system t -ends to restrict many of the benefits to... ·~ela-

tive::.~, fev people, while spreading the costs ~ong ma.ny1. (See, for example, 

C. Jencks, Inequality, liY: Basic Books, 1972; and L. Thu.row, Generating Inequality, 

NY: Basic Books, 1975). Since distributional issues concern not only direct 

economic rewards and costs but also opportunity to be influential, or to share 

power and control, these smaller and more decentralized alternatives result 

in broader olistri but ion of these by definition. 

Integre.tion goals concern the relationship among different elements of 

society; no social order can function effectively unless; its component parts 

are reasonably congruent and mutually supportive. In t r..is sense, smelle:- firms 

and modified. institutions would offer two important bene·f i ts t hat our pr esent 

arrangement lacks. First, a smaller-sized euterprise of f ers employees n gr~ater 

sense of the whole and. provides for a more human scale c·f effort , i n whi ch 

people can take pride by seeing the value of their contr ibution. (See E. 1', . 

Schumttcher, Small is Beautiful, NY: Harper and Row, 1972 ). Second, on a l arger 

sea.le, such a system provides a more appropriate balanc e among economic, poli -

·::. ical and soc i al institutions, and reduces t he danger f rom the (virt ually cer-

tain) misuse of power by l arge fi!'ms. This cont ribut es to a healt hier world 

order. (See H. Kohr, The Breakdown of Nati ons, NY: Reinhold, 1959. ) Moreo:v.er, 

this would also go far towards eliminat ing the problem I ment ioned earli er; 

the present overdepende~c e of individuals, communiti es, and regions on one 

flrm or organization. 

These d19sirable changes can only be brought about by attending to t he 

second baoic principle. It i s not enough merely to r educe t he size of some 

large firms; they will Ji mpl e become enlarged over t ime unless t he legal nnd 
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inst~tu~ional of the game" are simul~aneously changed. They must be· 

l 

made ,consistent w:lth the revised, d~centralist system instead of, as now, 

. s~ppor.ting '" and in ... fact genera.ting, a .~ystem .of .large firms. The~pr.esent _out-

come is not an ·accident; it is the ··specific result ·of •J:egal · arrangements ~and 

governmental actibns that have existed- to this•·point. There are many appro.:.. 

priate modificatic:ms ; let me suggest a few.. 

It is important to move towards mechanisms to provide much more open and 

public access to the internal operating data of firms in general, and especially 

those operating more than one unit or in more than one economic sector. The ... 
argument that thin would destroy competition by giving away "industrial secrets" 

is nonsense. On the contrary, it would markedly enhance competition by showing 

precisely where effort could profitably be expended, by forcing firms to in-

crease their effectiveness steadily, and by reducing their ability to hide in-

effectiveness or unprofitability in one area in the profits of another . 

At the same time , it is essential to modify present anti-trust le.:;isla-

ti on and its interpre·te.tion to permit (indeed to support) certain kinds of 

inter-firm effort1s that are presently ruled out by the threat of government 

action. Most of the real benefits that <.lo seem associated with size-access 

to capital, certa:ln kinda of research and development , etc .--a.re perfectly 

accessible through limited collaboration of smaller units, such as are used 

in Switzerland (a country ext remely strongly oriented tovards decentralist 

principles) to provide credit for small firms by enabling each to draw on 

the potential value of ull. .:>imilarly, arrangements could be and should be 

devised that would provide conununity-based vorker-controlled or cooperative 

enterprises with more access to support and capital, and vit:h more flexible 

legal bases on whi.ch to operate . As it is, they tend to be seen a.s somchoiJ 

anti-Americ11n 1 despi te their deep roo'ts in our early trRditbn!J, an' it is r.m ... 

more difficult for them to gain access to resources or to use t he same 



for ,more ' convent~nal or 

examp~e, it has been virtually impossibl~ for "coJ:lectives" to get loans 

or loan guarantees from the Smali Business· Administration. 

I ·want to underline the ·most -impor.te.nt point of all; that is, the not-ion 

of limited collaboration among independent firms. Virtually every advantage 
. 

of scale beyond those associated with individual establishments can oe gained 

by· association for that specific pµrpose. It. is !!£i necessary that the• separate• 

units be under common ownership or control . Yet that is the conve~tional and 

in some ways the easiest means for such collaboration in the U.S. We des-

perately need new mechanisms and in:;titutions to support limited association. 

The major oil companies have been vigorously arguing that t~ey need to be big 

to explore new sources of oil; an offshore drill unit can easily cost $750 . 

million. But several firms could form a limited association for this purpose, 

·with the costs or benefits to be sho.red, .and \.Tith the resulting petroleuo 

(if any) to be refined and marketed separately. Indeed, such consortiums are 

perfectly common for larger ventures (eg, the Alaskan pipeline); they could 

readily be much more generally used. 

Divestiture proceedings launched by the government under the provisions 

of anti-trust legislo.tion should also specifically set out to make sure of 

t wo things; one, that the units divested are fully capable of independent oper-

ation (that is, that they are not stripped of key people, functions, and faci-

lities) and tvo, that they i n fact be operated i!'ldependently s.r.d not merely 

purchased by some other multi- unit firm, as is often the case now. Large firms 

in general and multi-unit firms i n particular should have to prove very speci-

f ica.lly the a.dvantnges that would follow from their a.quisition of another 

firm or establishment . Conversely, it vould be particularly helpful to 

support aquisition of these divestitures by community groups, worker organ-

izations, or consumer cooperatives, both legall y and by providing access to 

credit and capital . 
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'!'¥~ wou.;Ld be helpful in""a~o-~her s~nse as .~ell. One of the fundamental · 

..... • ' ~ ...... - ~.;"!" ' , ... 

characteristics of the\1market is :that production units are organiz·ed whereas 
.\ 

.cons.W!lption units are 

or •indi-viduals) • And 

not !tqa~ is, the~ultimate ,consumption units, hou~ehol~ 
':\ 

to that e~~ent, -the ,production .side of the. market .~nev.i-

tably has power not matched by the consumption. side. Smaller firms reduce t~~'\:s. , 

disP,r.o~rtion, but in the local deci:sion -Whether to buy or not, options ar,e 

still restricteu because, as economists well know, even very small firms gain 

monopoly power from their local and specialized character • . New sorts of firms 

whose control is shared by consumers in one form or another would offer a cor-

rective alternative. 

These are some of the steps that could lead to a much more decentralized 

economic system; one that, in my vie.,, would be superior to our present one in 

terms of its efficiency, its equitable distribution of rewards and opportunitie:: , 

its flexibility for the future, and its resistance to becoming a source of 

too great power for any one group. Perhaps most importantly, it would offer 

more people more alternatives--ibr work, for rewards, for goods and services, 

and most of all, for full participation in society. Surely lack of that is 

the most corrosive of all social ills. 

What is proposed here is entirely consistent with American values, and 

all of it could be carried out by small steps . No suddtn nor complete shift 

in public or legal attitudes is called for. And I believe that such a thrust 

would be sup~orted· very widely by the American people as it became obvious 

that it benefits the many, and costs only a few. 
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' Before the Senate Select Cominittce on Sma ll Business December 2, 1975 

I am pleased to comment in connection with the Sr.iall Business 

Committee's hearings on "The Role of Small Business in Our Society." I 

am especially pl eas~~ by the Committee ' s exp=css interest in the relation-

ship of small business t o American communities, American ideals and 

values, and the qualitr of Americall .lifc. I say that because ordinarily, 

the phrase " smal l business" is taken to refer merely to a quantitatively 

distinct subcategory of business in general. On this assumption , 

considerable attention is paid to size and scale and their relationship 

to economic efficiency and market opportunity. Policies arc devi$ed i n 
. 

compensation for the presumed disadvantages of small size , and government 

agencies and offices arise to direct and monitor the resulting programs. 

Useful though this u:ay all be , it has less th:?r.. the d~sircd impact 

because it ult imatel y rests on n misconception. Sma l l business differs 

not quantitatively but qualitative ly from business in genera l. 

Small bus iness in reality refers to a fund~reentnlly different sort 

of economic system- -onc comprising economic entities and relationships 

wi t h dist] nctive qualities lacking in the giant firn1s at the core of our 

present economy. Although size of firm is one dimension differentiating 

these two economic orders, it is far from the only one. Indeed , it is 

in some ways the least fundamental. h11at, after a ~l, is a l arge firra? 



In virtually every case, it consists of a whole cluster of separate 

facilities, whether plants, offices, laboratories, or distribution 

points, under unitary control·. The cl as sic firm of economic theory, 

a single plant or establishment owned and operated by some person or 

group, is in actuality the essence of what we now call "small business." 

The issues of size and control are therefore confounded, and it is 

essential to consider both in any discussion of either small or large 

· · business . The very same plant or retail store in a conununity, depending 

on whether it is owned by a local entrepreneur or an international 

conglomerate, shifts from classification as "small" business to "large". 

However, since that does not change the establishment, we may well ask 

what difference 'the dis tinction makes and to whom. 

Gross ly speaking , five categories of pers~s a &-roups are 

affected by every firm's activities: soci~ty at large, the local 

communities of op.era ti on, cus tomers, employees, and controlling 

beneficiaries . Since each of these is in some way affected by changes · 

in the size of the firm and its control structure, government must 

decide among the conflicting benefits and costs that a lternative 

arrangements entail, and adjust the rules of the game to provide what 

is thought to be a fair and proper balance among them. · I firmly 

believe that the present set of rules is seriously distorted by this 

stnndard on two accounts . . Firs t, there is a widespread (~nd incorrect) 

presumption that large size is necessary for productive efficiency , 

from which it follows that the special virtues of smal 1 business must 

be subsidized. Second, cxistine regulations essentially fail to give 



adequate consideration to the costs and benefits of alternative means for 

distributing control over firms, even though these have a marked impact 

on both social and individual welfare. 

Taking size first, some facts may put the matter in perspective. 

I restrict my remarks to manufacturing, both because that is the sector 

in which economies of scale are most important and because my own work has 

focused on it. American manufacturing units are surprisingly small; mean 

employment per establishment in 1972 was only 43.8 persons. To some 

extent, ~hat is the result of a large number of tiny businesses still 

classified as manufacturers. However, even if these figures a.re disaggre-

gated, ~ost plants are o~ modest size . ~nerican multi-unit firms comprise 

only about 3 percent of the total nwnber of American companies, although 
. 

they own 16 percent of all plants and contain 73 percent of total 

mctnufacturing employment . TI1ese arc the giants of American industry, and 

here, if anywhere, we can expect to find ·forge plants. Yet the separate 

manufacturing establishments owned and operated by these finn3 employe~ 

only 203 people on the average, and that figure, by the nature of the 

data, is probably exaggerated. Moreover, if plants in a very few 

industries such as automobiles , ·def ense systems, and l arge electrical 

machinery arc excluded, the mean employment figure drops to .about 100. 

· I do not deny the existence of many very large plants. 1 do deny that 

they arc typical; the size of. plants is very different from the size of 

firms. . . 
Of course, economics of scale do exist. llowevcr, my own extensive 

survey o.nd the great mnjority of studies carried out by others, including 

·. 



agents of the Congress, show clearly that these economies are generally 

achieved in individual plants of modest size. The exceptions are the 

large assemb~y-line operations to which I have already ·referred. The 

more critical issue, therefore, concerns possible economies to be gained 

by operating more tha~ one efficient siz~ plant; that is, in multi-plant 

or conglomerate finns. Here also most studies are in basic agreement. 

In most cases multi-unit firms are not more economical than single-unit 

finns operating an equivalent facility. Furthermore, e~onomies from scale 

of such functions as development or finance, or in specialized skills, can 

be gained by other means as well . For example, separate firms can offer 

such services; this is now widely true for computer facilities. Cooperatives 

or other shared activities can provide more than adequate scale for other 

purposes; sm~ll Swiss firms pool credit and financial resources. Or 

a8ain, industry and trndc associa tions arc common devices to ga fo economics 

of promotion, training, and standardization . 

There arc also discconomies of scale. For example, both the generation 

of innovations and their application arc more effective in small firms than 

in large . 11lis effect is often particularJy marked in concentrated 

industries, where major technical developments tend to come from smaller, 

peripheral firms . Si milnrly, small firms arc more responsive to environmental, 

social, nn<l economic chnngcs, hoth in accuracy of perception and response to 

it. This cnpacity, which i s important to national purpose, is related to 

the most fundnmcntal source of di scconomies; lnrgcr firms acquire rnpidly 

increasing co!;tS of coordination . As inform:ition needs to flow further 

nnd across more junctions , it hccorn.cs both less nccurate nnd less timely. 

There is also a substantial human cost. Available d3ta indicate clearly 

.. 

. , . .. 



that as si:c incr~ascs, worker satisfaction nnd mcnt31 health decrease, 

and strikes, physical injur)', and sabotage increase. M~my la.r&c fims . 
attc~pt to miniPize these problcws by decentraliz~ng as much decision-

making as possib le . Although this is useful, it is not equivalent to 

fully independent units and in principle can on J; gain a fraction of tho 

benefits. 

In li&ht of this it is natural to seek fi&urcs on the actual size of 

plant necessary to exhaust econooies of scale in porticular industrie~. · 

Previous work in this direction has led to extremely inconsistent re5ults . 

Recently a col league (~lark ltoJ:ix) and I carried out a new series of 

calculntions lttiliiing detailed comp~riso~s of successive Censuses of 

l·!:rnufnctures to detennine the siic of new plants entering particular 

mc=kcts characterized by four-dicit Standard Industrial Classifications, 

'r:hich nrc moderately precise. Speci fic a lly, we deternincd the minimlUU 

~i :e of plants e11tcrin& 100 ~anufac turcd consucer goods carl:cts bct~cen 

19G3 and 1967. In effect, our procedure cstiir.atcs the s1.1a l lest 

c:r.plor:~cnt-sizc plants thought b)' bus iness to be \'iablo in the marl:etplncc. 

Us ing othe r dnta, ~c have also estimated the C3pital asset requirements 

of !iUCh pl ants and the nt'cessnr)" consuraer r.iad:ct or nu11oers of avcrngc. 

cons11~~rs need ed to jus tify them. The results o!'c :ls follo1\'s. 
,._ 

1. Al~o~ t 70 percent of these industries involved entry 
.. 

plants wi th fc~cr than 250 empl oyees; ~4 percent . 

r equired fc·,:cr than 100 employees . 

2. lf auto:no\Jilc-rcl:\t. c:d products arc exc lutlcJ , nbout 

71 percent of all consumer coo<l:> by vnluc could be 
. . 

: . 
•, , 

. . 
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produced for a market of l ~illion persons • 

. Twenty percent could be produced even for a 

population of 200,000. 

3. Correspondingly, about 70 percent of the 100 ·. 

industries require a capital investment in 

plant of less than $1 million. 

These data su~gest an i mportant conclusion. A large fr.action of 

existing manufacturing capacity operated under the control of raulti-unit 

firms could he converted to independent operation in the market without 

loss of economic effectiveness, and with possible gain. Although this 

:is an issue es£cnti~lly of control rather th:rn size, J certainly do not 

suggest it as a stratep,y. It is not feasible, ~nd t.he short-term 

results \\'Oll Jd be disastrous. llO\.'e\•cr, there b• .eve>')' reason to encourage 

indi\'idu:ll actions of th:lt sort, sfoce an econo:ny \dth :i si:1allcr proportion 

of oulti -pl ant finns ..... ou ld be far less concentra:ed than our present 

one; business and individu:il opportunity ':ou ld increase; \.'eolth, po....-er, 

nnd inco~c ..... ould all be more cqvitably distributed; and governraent 

rer.uJation of business could be r,rc:Jtly reduced. Policies for this pu·rposc 

can be devised. I will offer so~e tentat ive sugccs ti ons later. 

J wish nlso to call attention to the fnct that the plant sizes 

re$t1Jtinc from these calculations nrc in ccnern\ ~ell within the cntcgory 

of smal l business as defined by the Smnll Rusiness Administration. 1bis 

oppJics not only to t he minimum entry sites co~putcd for consu~cr coods 

but ul~o to the r:ican size olrcady cxistinc in nulti-plant firn$. Althou&h 
. 

r h:t\'c not c~rricd out th c- Jct :d l cd cn lcu 1 n t ion, it is certtiin thn t a 

con-;i<lcrnblC! ~h:irc of present mnnufncturinc 0 11·t.:.1tly tal~cs place in plants 

I 
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more consistent with small business than large, a fact masked by 

confounding size of fi1m, size of plant, and issues of control. The very 

phrase,, "sma~l business", therefore, creates in the mind an exceptionally 

misleading image . Such units are substantial and complex, and contain 

adequate capacity to carry out most of the economic functions of American 

society. 
So much for size and effectiveness. As to contr0l, I have already 

noted that the da t a on multi-plant firms make it clear that in many or 

most cases, unitary control is not necessary to gain what small economics 

of IDulti-plant scale exist and that, indeed, it may generate diseconomies 

of its own . . In short, efficiency is certainly not the main drive to 

growth, although American values and traditions make it mandatory that 

big business claim greater efficiency, because ~ t has no other acc·eptablc 

reason for existence. In consequence , large industry devotes much energy 

to rhetorical demonstrations of its economic effectiveness. 

In reality, large finns exist for quite different but persuasive 

reasons that explain why their size tends to increase, and why so many 

persons, groups , and institutions prefer to associate with them. First, 

large firms have power and visibility, in which employees , suppliers , 

and customers nll wjsh to sh:ire, since they nre thought to confer 

status and other social benefits. For this reason, people will pay a 

premium, even explicit ly, to gain them. Second, power provides security. 

Employees feel more secure than they would in smaller enterprises , whether 

efficient or not. Indeed, from an individual point of view, efficiency 

is irrevclant. Wh:it is relevant is income, posir.ion, and continued 

assurance of both. 11lis both requires and helps firms lo accumu late 
· .. 
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power above that characteristic of a competitive market . Thi.• power in 

turn becomes the basis of large firms' impact both on th• market and on· 

Th• tendency to grow also derives in part directlY from a particular 

form of limited control. Incremental benefits from growth, particularly 

financial , can be captured in most firms by the few people (owners or 

managers) who exercise control over the distribution of those benefits. 

If those few people can gain a dollar of additional income or a step up 

the Fortun' 500 l adder, on increment al sales of a million dollars , it is 

worth their while to do so, even though it represents an e.<tremclY 

inefficient use of r esources . So long as the benefits need not be widelY 

distributed, growth "ill stil 1 be sought. 
1]lese characteristics account for the fact that detailed studies of 

£inane' al returns of cor porations as a funct ion of asset size show a 

steadily decreasing efficiency of asset use, as one would genera lly 

expect f rom the principle of diminishing r e turns. That is, th• ratio 

of net benefits to assets employed falls as size increases. 1he 

critical issues once again arc control and power , not efficiency. 

1hc institution of small business , on the controry , intrinsicel lY 

distribute s power and control more broadly; it helps incr ease 

dis t r ibutiona 1 cqui ty in th c socic ty . 111 is appl ics both withi n firms 

society in general. 

and to firms as market units. 
lntcrnallY, small firms offer individuals a sense of the wl10Je and 

a chance to sec the value of their own effort s. Th•Y enable personal 

re l ation'hips with executives, owners , and deci s ion makers. Jn larger 

firms t hese tl1 in es arc gcnora JlY not true- -a situ• t i on which we 1mow 



leads to feelings of apathy, alienation, and lowered mental .health. ... 
Smaller £inns also provide bo~h more visible and more genuinely accessible 

opportunities to individuals, and role models that are more realistic. 

for example, there is a greater proportion of women managers iri small 

than large firms. Problems related to productivity and the quality of 

work life are increasingly apparent, particularly in large fi1-ms. These 

problems can be ameliorated by appr~priately combining a broader 

distribution of influence within · the finn, with direct rcw:lrds. However, 
• 

these arrangements in principle arc more consistent with smaller filTilS 

and easier to apply to them. 

Extcrnall.y, of course, a system of independent and modest-size 

firms regenerates a healthy market, consistent with Americ~m political 

ideals that depend critically on the absence of lar&e centers of private 

power. 1l1erc would also then exist a greater an·ay of perceived 

opportuni tics for individuals or croups to latmch a business of their 

own, an established American way of increasinr. one's status and mobility. 

A system composed of relatively small organizations is d.cmonstrably more 

acccssibl c and can readily be seen ns within the flrnsp of any person or 

group with sufficient interest and capacity, unlike the very larco 

entities which presently populate our industrial universe. 

A system of manageable and independent firms also helps provide the 

needed integration between economy nnd society, enhancing people's scn ~e of 

coherence in their personal lives. 
1his is doubly true where bus inesses 

participa tc in commun i tics ns i nter<lcpcndont sys tc:ns, each nddinl! strength 

and stability to the other. Such bus inesses arc also more likely to 

mul t) ply economic resource!; within the community. 11\e re lation5hip between 
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firm and community becomes influential in decisions regarding environmental 

impact, hiring, purchases from local suppliers , and use of local l abor. 

Similarly, the distribution of benefits and opportunities between the 

firm and the community is likely to be more balanced, and a greater sense 

of local pride is derived from the presence of truly local firms, as 

agains t branches of externally-controlled enterprises. In the former 

case the firm necessarily considers its communi t y. In the latter, the 

community is held hostage , since its interests are peripheral to powerful 

and externally-controlled firms. There needs to be deliberate expl oration 

of a variety of other control alternatives and support for those showing 

promise. For ~xample, community development corporations, as I h3VC 

argued clscwhcr<', combine bctter- t ha1 - t)•pica l performance with important 

community, sor; ' l, and human resource benefits. 

J.n light of these conclusions, I propose for the Committee's 

consideration some possible changes in both lega l structures and 

administrative practice. The aim is not sudden change; t hat would be 

neither appropriate nor most effective. Rother , it i s to shift the 

course of future developments to increase the proportion, over time , of .. 
. more independent, conununi ty- sustninini; , opportunity-enhancinf! , <l nd 

effective smal l er businesses. 

1. Explicitly recogniz.o size as a continuous vnriab le; fit-ms arc 

not mere ly small or large. Tax abatements , prcf<:rent~a l contracts , 

set-asides, and subsid ies should be redesigned ulong graduated lines 

up to f •tt i ng levels. 

. • ' 
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z. Such benefits should also take into account issues of control 

and distribution of e"uity as, for instance, in Iral\. Single-plant 

firm• should have preferential access to certain favored treatments. 

Firms whose owners!]ip is · 1ocallY or community-based. should receive 

3. Both these arrangements should be tailored to the specific 
similar preference. 

industry, and perhaps location, involved. In principle, differentiate 

firms as much as is practical along these several dimensi ons to 

relate r ewards closely to desired actions and outcomes. 

4. All government support for multi-pl ant firms should require 

justification in each case ; there sh~uld be no such general or 

s . . In antitrus t pr oceedings resulting in <livestitu1·c orders, the 
cate gorical subsidy. 

unit s to be divested should be functionallY complete , and able to 

operate as firms in the market . rreference for pur~ase" shou ld be 

given to independont groups; those proposing to distribute contro l 

broadly .within communities, or among workers ot relatively dis[avored 

p«rsons, shou Id have access t o f i nanci a I assis t ance. 

6. A 11 f oms o £ cxl s ting government aid to bu!; iness, no tn\J 1 y [ram 

the SBA , should be readily uvaila\Jle to community development 

corporations , cooperatives, and the like. At present, this is not 

7. A detaile~ study should be made of the l imits that existing J ~s the case . 

set on ~c use of potentially vulua\Jlc structura l and work alternatives, 

especially in smaller businesses. 111e !'air Labor Stundards Act of 1938, 



for example, prevents full application of innovations involving 

more flexible use of time. 
;r f • ( 

In conclusion, arrangements in which large firms control many small 

plants that could be .effectively independent .permits certain beneficiaries 

of the large firms to derive extra benefits at the expense of a much 

lar-gcr but Jess powerful fraction of the population. As I have shown 

elsewhere, facilities arc routinely shut down, or moved from one 

conununity to another, not because they are ineffective but because 

different arrangements generate preferential benefits. In this regard, 

New York City and Cornell, Wisconsin have had similar problems. Our 

present economic structure docs not achieve essential and widely sought : 

social goals. We must provjde. other means. Support for independent , 

smallcr-sjzC'd, sjng lc-pl ant , community-cnhancinr. businesses is nn 

important aspect of the neccssnry new policies. 

Thank you. ·· · 

l 

... 



BARRY STEIN 

.. 

CEHT~a FOR COP.'lf~tlHITY £COr~U~IC fi~~ S! Lf!?~ft.1T I r~CVEf~1GE~ 1f>71 
1878 Ul.SSl'.CIHJ!iETTS fWEtW~, Ct.i.2tlfUl)GE1 t.~itS!>~CUUS~TT~ I 02140 

'• 



TABLE OF CONTENTS 

IN"I'RODUCTION . . . . . . . . . . . . 
Page 

• 1 . . . . 
THE SCOPE OF TitE PROBLEM . . . . . . . . .. . . . • • .4 

Defense Contracts . . \ . . . . . . . . 6 

Absent ee Ownership • • • . . . . . . . . . 9 

Industrial Trends ~ . . . . . 
JOBS ANO THE cmt\f\JNITY • . . . . 

12 . 
·1 

16 

The Economic Elements of Production Decisions . . . . 16 

The Impact on Convnuniti es of a Plant Closing . . . . . 20 

TO REBUILD COMMUNITY: YES OR NO? . . . . . . 25 

The Meaning of Community 25 

Present Options . . . . . . . . . 28 

The Case for Autonomy . . . . . . . . . 29 

Limits of Private Control . . . . . . . . . . 31 

Limited Corporate Control in Communities 33 

Accounting for Community Priorit ies 37 

Community Optjons . . . . . . . . . . 40 

APPENDIX I - NOTES OS THE DEFENSE INDUSTRY 43 

APPENDIX II - NOTES ON THE CORPORATE SECTOR 46 



INTRODUCTION 

By the end of April 1971, at least 100 ,000 highly skilled 

professionals--engineers, scientists, and ·other specialists-­
I/ 

were without work for the first time in most of their lives.-

Many had been engaged in key industries and laboratories producing 

steady advances in many areas of science: and technology using skills 

said to be crucial to the nation. Almost without exception, their 

education and their experiences had led them to believe that these 

skills were, and would always be, needed; that their options and 

rewards would grow; and that the investment needed to achieve these 

skills would be repaid many times over. No~ these skills appear to 

have become nearly worthless. Moreover, while public and government 

attention has focused on the plight of these professionals, many other 

workers, less visible, have been placed in the same position. Accord-

ingly, the national unemployment rate w~nt from 3.2 percent at the end 
2/ 

of 1969 to 6.0 percent in April of 19~1.-

Since the bulk of the jobless professionals had been engaged in 

programs and services for the Department of Defense, either directly 

or through civilian contracts, most of the resulting outcry has been 

directed toward the need for economic conversion: the !lthift of that 

considerab le fract i on of American industrial effort involved in 

@ Center for Conununity Economic Devc 1 opmcnt 1971 
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defense-related activities to the production of peacetime goods 

and services. ll\is issue is not new; it grew steadily through 

the 1960's, its momentum fueled by a continuing flow of books and 

articles on conversion and such related issues as the military-

industrial complex, the war economy, and the need for new priorities 

in national spending. 
• As the Nationa l Journa!_ commented, "Most of 

the conversion· debate of the past 10 years centered on proposals to 

shift pri orities and spending away from militory programs to social 
3/ 

pr~grams."-

The inevita.ble consequence has been a tendency to view the 

only pos~ible solut ion, or ame liorating pro~rruns , as necessarily 

involving actic1n at the national level . Some have asserted the 

need for a sort of civilian NASA--a large centralized agency--whosc 

role it would be t o channel federal funds into more appropriate 
4/ 

(peaceful) channels.- President Nixon, acting administrative ly, 

launched a p.il1:>t program to convert those profe!;si onals affected 

1,y layoffs into urban and social problem specialists, on the assumption 

that the profess ional skills lying fat low can be profitably redirected 

towards such areas as municipal services, transportation, and housing. 

In Congress, more than twenty major bills hnve been filed as a direct 

result of the conversion debate, in addition to much local and state 

government activity. These generally propose retraining, re location, 

various fonns of interim support, and es tab li shmcnt of new federal 
S/ 

agencies to coordinate and plan . 

.. 



It is most unlikely that any but a sma ll fraction of these 
6/ 

pilot programs or proposals wi 11 be generally implemented. - Even 

if they were, however, their utility would be limited , since they 

place primary emphasis on the individuals affected. The individuals 

laid off, and the gr?ups to which they are .attached, however, arc 

not distributed unifonnly or r andomly, in terms of either geographic 

or socioeconomic criteria. Even when the economy is rclativelyi 

prosperous (e .g., unemployment less than 4 percent= ca. 3,000,000 

people), some areas are much worse off than the average, with 

economically vulnerable commun}.ties and poorer citizens hardest hit. 

The situation is reminiscent of the story of the Man who drowned 

crossing a stream that had, as he had been t~1d , an average depth of 

three feet; that is , zero at the banY.s and six feet in the center. 

In such communities, strategics of conversion aimc<l at relocating 

individuals arc too narrowly conceived. 1ne economic shock wave from, 

say, the closing of a local plant, spreads rapiclly through the cornmuni t)' 

and its surroundings. People not directly involved arc enmeshed in 

the problem through a web of cconomi c exchanges ..-hich spreads the 

initial i mpact like ripples in a pond. Even if TI('W jobs can be found 

promptly for all those laid off, those less directly affected arc not 

ncccssnril y helped. Moreover, the longer the tit~ lag, the more severe 

the tota 1 impact, \>ccnusc people nnd businesses a like become forced to 

make irrevocable decisions. The tnr~et group may r egain its former 

income but the community economy will hnvc been struincd, sometimes 

t c 1111 i n n 11 y . 



.There are some who suggest that these local dislocations are 

the inevitable price of general prosperity. -:-iis paper proposes 

an alternative : an increase in community economic autonomy based 

on social processes different from those now deemed conventional 

and rooted in organizations whose prime focus is the community itself. 

Economic conversion, therefore, is regarded in this paper as 

a problem needing cormnunity-oricn'"cd action . How widespread is that 

problem in this country, what features identify such communities and 

what conununities should aim to convert to arc questions that need 

examining . 

TIIE SCOPE OF TIIE PROBLEM 

Al though fedcra 1 unemployment figures arc useful for purposes 

of national planninr., they mask the wide varia tions that cx.ist among 

regions and, still more, in smaller areas . Of the J00,000 skilled 

professionals mentioned earlier in this paper, more than 10,000 were 

located in eastern ~1nssachusetts, primarily in the northwest quadrant 

of Bost on's suburbs, more than 20,000 around Los Angeles, and a 
7/ 

further 14 ,000 in the Palo Alto/Stnnford m·ca.- Conversely, some 

other parts of the country we r~ cs scnt inlly untouched. 

As to general unemployment, si milar concentrations existed . 

Thus, the April 1971 national fjr,ure "''as 6.0 percent , but for Mas~n -

chusctts it was 7. 0 percent. Cal1forni ~ unemployment rench<'d 7.1 percent, 
8/ 

Maine 8.4 percent, and the state of Washin gton 11. 0 percent.- In 



addition, unempl uyment in some smaller areas within these states 

was greater yet. For example, unemployment in the Lowell, Mass. 

SMSA (Standard Metropolitan Statisticil Arca) stood at 11.6 percent 
9/ 

and in the employment area of Newburyport at 15.3 percent. Such 

concentration is not, however , necessarily limltcd to small towns; , 

Seattle, Washington (the home of Boeing) has 13.1 percent of its work 
. 10/ 

force unemployed.- . In general, however , mctropoli tan areas show 

rather less variation than smaller ones, and thc i r ab sol utc level of 

unemployment is lower a lthough wide variations may exist wi thin any 

given SMSA. 

· Given these figures , it is clear that thousands of communities 

arc (1) dependent for thei r economic henlU1 on too narrow an economic 

hase, (2) that this narrow base is subject to l oss suddenly by virtue 

of decisions made outside the boundaries of the community, and with 

only sccond~1ry concem for its he:il th, and (3) that these situations 

ari se in the main first from federal (especially DOU) contracting 

practice, secondly from nbscntcc ownership of loca l faci 1 i tics, and 

third from economic trends that change the competitive relationship 

am ... ng di ffcrcnt areas, regions, and countries. Moreover, John E. t.ynch 

hns \o.'ritten in n study of military base closures that what characterizes 

the local communities "i s the small number which have nctua lly rccol:ni:cd 
ll/ 

thei r over<leperadenc<' on nearby military facilities."- l11e sume point 

can be made more cencrally: communities nrc slow to note their often 

precarious economic condition. lt is useful at this point to l ook nt 



some detailed illustrations of these problems. 

Defense Contracts 

Seattle, Washin&ton stands as the mpst extreme example (because of 

its size) of how devastat ing such dependence can be when fortune changes. 

Within Seattle's city limits alone live some 
600 ,000 people; the S·1SA of Seattle-Everett 
included a population, at last count, of 
l ,3~ 0 ,000. It is a port of trade with the 
Orient, a link with Canada and Alaska , and a 
center for the lumber and fishery industries. 

It is also home for the Boeing. Company, \,;hich 
empl oyed, at i t s peak in 1968, 106,000. In May 
1971 Boeing's work force had dropped to 40,000; 
by the end of 197! , it may drop to 29,000. More 
than 100,000 people arc without work; the ur.cmploy­
ment rate official!)' stands at 13.l percent; and 
welfare workers estimate the true rate at twice 
that level (i .e ., taking account of unreported 
unemploy;;icnt). t\ccording to one survc)' of the 
city's central slums, the unemplo~nent rate is 
48 percent. As A.E. Fitzgerald aptly noted, 
Seattle is the world's largest mill town. 

Boeing i:;, nevertheless, regarded as on~ of the 
most efficient aerospace firms in the coun-t1·y. 
707 1 s , 727's, and r.ow 747's dominntc the couuncrcial 
n1arkct . 111c dcr.lisc of the SST and the shift in 
L>OO rcquil·cmcnts , co;i1poundcd by a 11softeninr." of 
the convuerci a l aircraft market , arc rcsponsihlc 
for Boeing's problcr.i. '"quote 11\c Economist , 
''The root of (Seattle' s ] problem lies in the 
economic dor.iinancc of the area by oac gilll1t 
corporation, the Roeinr. Co." and "As jobs nt 
Boeing declined, n domino effect throughout 12/ 
the ccono:ny pared away service and trade jobs."-

Even thou ~\ the top 100 or so contractors account for about two-

thirds of all procurement dol l ars, there arc all told 22,000 prime 



contractors serving the defense industry and another 100,000 sub-

contractors operating plants in 5,200 communities in every state, 
l.3/ 

or, said another way, in 363 out of the 435 congressional districts . -

Because of local concentration, even the smaller facilities in this 

network can represent, to a small convnunity, a dangerous dependence 

on the defense industry. 

Defense-related (including AEC and NASA) contracts reached their 
I 

peak of $63.3 billion in the second quarter of fiscal year 1968. 

By the third quarter of fiscal year 1970, it had dropped by 18 percent 

($11.4 billion) . In the process, some 1,300 ,000 people lost jobs with 
14/ 

defense contractors.- In addition, many more who were suppliers 

of general (i .e., not specifically associated with a defense program) 

goods and services to the contractors and their employees, and there-

· fore nlso largely dependent on sm::h production, lost incomes. Es tir.1atcs 

of the fraction of all U.S . employment more or less closelr r elated 
15/ 

to the defense industry go as hir,h as 20 percent.-

One mig~1t assume that the current situation is temporary, and to 

some extent it is, but jt is also unreal is tic to assume the defense 

industry ""ill recover to its high 1968 level. For while the federal 

budget in fiscnl year 1972 includes $77.l billion for de fense- related 

cxpcnditurcs--,~ich is an incrca~e of $1.S billion over fiscal ycRr 

1971--iuflation, salal)' increases , incentive pay to volunteers in 

the anncd :;erviccs (nn added $9.5 billion betwe en 1968 and 1972), and 



changes in procurement priorities, wi ll prevent most affected 
16/ 

i ndividu9. l s or firms from regaining their l ost position.-

Compound i ng this problem for com.~unities is the fact 

that the government owns a large amount of equipment , land, . 
' facilities--some in ~he form of government (primaril)' military) 

installations, and some used and/or operated by private con-

tractors--nnd it would rather maintain control of these 
\ 

facilitie s than make them avn i l a bl e for productive use by 
17 I 

the loca 1 comrnuni t)'. The director of the DOD's Office 

of Economic Adjustment r ecently expla i ned that it would 

be "unfair" to l et others use facilities that the govern-

mcnt might be forced t o recnpture on short notice. 11lis 

is no sJMll affoir: the DOD owns 29 ,000,000 acrC's of lnnd 

and the acgrer,ate value of it s total rC'al property hol dings 

in the U.S. (inc luding faci l ities and equipment) wa s $202 
18/ 

billion a~ of June 19G9 . 

Even assuming rcnl interest on the p:irt of a com-

munity, recover)' of surplus ln11d fro m the r,ovcrnmcnt i s 

no easy J:\."\ttcr. The to.,_,, o f M.1rn:ird 1 so~c 25 l:lilcs from 

Boston, sold 890 ocrc:. t o the UIU in 19-11 for $501. When 

the lnn <l '-'BS dcclarcrl surplus in 1970, the town express ed str-ong 
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interest in re-obtaining the use of it for consenration, recreation, 
f 

water resources ,and industrial expansion . No metter; it was put 

up for auction, and a significant part was ncquired by the Massa-

chus~tts National Guard for training purposes. Negotiations arc 

continuing , but even :if the National Guard relinquishes its 

int~rest, it reverts to DOD, thence to the Central Scrvic~s Adminis-
19/ 

tration (for any other federa l agency) and then t o tho state.-

Frequent ly, there fore, facilities and properties either lie unused 

and unJvai labl e for product~ve employment, or alternatively, they 

remain used in defense production if only to keep the j obs in the 

cocununi ty I 

Absentee Ohl1 ershi~ 

A second situation that has increasingly bct'n r esponsib le for the 

economic problems of communities i s nbsantea ownership, as m;rnife~tcd 

by tho recent tui;n of events in Mechnnicville, Now York. 

Mnchcnicville, New York, 21 mi les north of Albany 
on the l~dson River, i s c smol l (popu l at 5 ~n nbout 
7 ,SOO) indus trin l cit)' of r.1odc:n, somewhat n m -
00'-1l homos scnttcrcd nJong the r iver bnnk, and 
centered around a cluster of l ow r ed-brick stores 
nnd smn ll offlCC buildincs . llu t fo r the oodc:rn 
car~ , the scv~n mi l o dri':c fro:n Inte rs t &tc Hi r.h\,' :t)' 
87 into Mcchanicvll l c is a SO ycnr drop in time. 

111c larges t emp l oyers in town nrc , nncl for ml\11)' 
yc11rs hnvc hce11 , mnm1fect u rc rs of pu lp c.nd paper . 
Ski 11 cd pa pc rworkcrs l1nv t p~s cd th ci r t rade on to 
sons, ncnin n11d agnln, for scvern l ~cncrntions. 
One pl cmt hn:; hrcn in ncti r l r cont .inuous cpcrnt i on 
since 1876. Since HlO~, this phnt hn!i t'ptiru t ccl 
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as a wholly-o~'T\cd subsidiary of Westvaco Corporation 
(fomc:rly h'est Virginia Pulp and Paper Company). 
In the production of pulp and specialty paper5, it 
employed some 750 peoplc- -about one-third of the 
tO~'Tl ' s labor force. 

Early in 1969, Westvaco shut down the pulp ai l l 
and severed 400 employees, most of whom, but not 
al 1 , have found other work. Toward the end of 
1970 , Wes t vaco announced it was closing the re­
mainder of the plant, transferring production to 
facilities elsewhere, and tcminating most of the 
remaining 350 emp loyees . In 1970, Westvaco 
(#255 in the Fortune 500) hnd total sales of 
$420,344,000 and 15,660 employc:~s. 20/ 

Westvnco's pattern of operation is not nn isolated case. In 

fact, most la.r~ e corporations in t he U.S . have wide ly spread facilities 

both at ho::ie and abroad. General Motors opcrnles 118 pl nnts in 68 

cities /tol.'ns in the U.S. 111e con£!omerntes \Jhich, until recently , 

were far and a\;ay the mos t glamorous compnni cs on the stock cxchanr,e, 

a1·c cspeciall)' prone to this tendency because of their pattern of 

groh'th by acquisition into highly diversifi ed industr ies. lT&T, for 

one , has 96 p l ants i n the U.S., many of modest size. Even #500 

on the Fortune list of the 500 larccs t Amt'Ticr.n i11dustriol comp:mics 

(Arvin Industries ) ~mplo)' S 7,850 in 20 plant s , and O\fflS $109,000 ,000 
21/ 

of assets. - The ovcrn 11 importance of tht' s c cx:11np lcs 1 ics in the 

fact that the Fort une 500 pr oduce I in th<' nc ercr.:it c I 65 pe rcent ($463. 9 
22/ 

billion) of nl 1 Ar.lcri can mnnufacturcd r.oods . -

Thus, to a grcnt ano incrcn!> ifll~ extent, U.S. munufacturin& plnnts 

arc owned or contro lled b)' multi-fnc\liticd corporations absent froin 
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the communities in which they operate . In 1963, t he last year for 

which compr.ehcnsive figures are available, 18,600,000 people were 

employed in 402,000 separate units. However . n multi-facilitied 

corporations, although constituting o~ly 4 percent of the rywnbcr of 
I 

fi ms, accounted for about 35 percent of the units and 70 j>crcent 

of the employees. 111c trend over time is also clear. Between 1954 

and l967, multi-facilitied finns increas ed their share both of 1hc 

numocr of separate manufacturing cs tablishrnents cont1·olled, and total 

employment. In the former case, the percentage increased from 11.l 

percent to 16. 9 percent. As for the latter , whereas only 61. 0 percent 

of all manufacturing employment was in units of multi-facilitied 
23/ 

corporations in 1954, it had renchcd 71.9 percent b)' 1967 .- More-

over, spcci fie data j n support of this proposition can be found in 

a recent stud)' of the State of \'ennont. 

"In n study of the 01mership of the 31 lar&cst n1<!nufactul'ing 
plants in Vermont, it was found thnt 2 of t he ~ pln.ut s 
employing more than 2000 ... , 4 of the 5 plants cn:ploying 
more than 1000, 13 of the JS plants rmploying more than 
500 <'.net 23 of the 31 plants emp loying more than 250 . .. 
arc O"-'ncd b)' out-of-s tatc corporations. 2·1/ 

The t es t being applied in that stud)' is s tringent indeed, since it 

involves own~rship outs ide the s tntc, not rncrel)' t l1c community. 

11iat this pattern of <.'xterna l ownership :is Hidcsprcad is nttcstcd 

to by the fa ct thnt ns of 1968, tho frac t ion of s tntewi<lo rnanufncturinp. 

cmplormcnt in units employing over 250 persons (which tend to be 



multi-facilitied firms) wns over 40 percent for all except 

the eight l east industrialized states: Alaska~ Montana, Nevada, 
. . - .. . . . . • . .. •. . . . 25/ 

New ~!exic~~ North Dakpta, sc:u~.h ~1akota, Wyoming, and H~waii.-. . . 
In other words, the trend in the process of industrializ.ation 

has traditionally involved a shift to larger manufacturing 

units (to meet the imperatives of mass production) \'thich, as 
' ' has been noteo , are m~rc likely to be owned outside the comr.Tunity 

in which they re5ide . Governor Milton Shapp of Pennsy l vania 

commented recently that while there "°ere soCle 60 independent 

firms of reasonable size in the eastern part of the state n 

few years aco, there were now onl )' four or five, the rest 
26/ 

having either been acquired by outside interests or closed .-

Jr1dust1·ial Trends 

111c probl cm of absentee 01mership i s in many ways sinpl )' 

a reflection of another problem--that of chan!:inr. industrial trends 

to fthich cor;1p;mie:s re spond with deudl y certainty; profit s fir~t, 

community second. The case illustreted here is a poiguant, but 

not untypica 1, ex~mplc. 

Roanoke js a Sll\311 city of S,000 loc:ttcd in the 
central pnrt oi Alabama, near the Gcor~in border. 
1ne . to1m h:i s been dependent, for norc th:\I\ SO 
yc:trs , on t~o textile ~ills which, un:il recently , 
cmplo)·cd some 62 percc11t of Ronnokc 's labor force. 



Las t November (1970) , Hand l ey Mills, the larger of 
the two, closed its doors; 844 workers were idled. 
Tne other fs.ctory, the Rolare Manufacturing Company, 
filed for bankru?tcy at the end of March. A 
further 440 "·orl:crs lost their jobs. An executive 
of Handle)' Mills predicted at the time: "And a hundred 
more plru1ts will close next ycnr if something isn't 
done." Since then, the ccono;nic shock \oiaVe has hit 
nearly every local institution and other businesses 
have closed . 

Handley's general manager, according to the N.Y. 
Times, "said he felt Handley had 'turned the corner' 
and was on its \lay back to prosperity "hen the closing 
came. 'But I guess everybody just sort of lost faith.' 
In a footnote, he added: 'We were just getting ready 
to move the corporate headquartors down from New York. 
It would have been the first time in SO years that 
cont r ol of the r.ii 11 \\Ould have been in the hands of 
the people livint; in Roanoke .'" 27/ 

The Roanoke example is typical of the continuing series of 

economic crises that afflict sma 11 communi tics as whol(' industries 

shift thci1· focus. 111c textile indu!; try, for example, conccntrnted 

its elf in New Enr.1 and for 100 yca1·s before World \far 11. Li terall )' 

hundreds of towns were bull t, or grew, around the mil 1, which often 
28/ 

constituted the basis of such comrnunjtic s ' econo:uic hcnlth.- "By 

the on~.c t of the war, ho\..·cvcr, the cheaper 1abo1· in the rurol South 

encouraged firms to move . 

·n1c n·ar itself Jnd thC' widesprc;>d affluence following it dcfcrre:d 

the incvi tabl e , but one by one, firms went out of business or moved 

.heir plants into more n.0c.l('rn and/or jess expensive southern facilities. 

Moreover , important supporting industry- -text il c machinery , for cxninple- -



either moved or was itself super~eded by new technology, in 

this case, synthetic fabrics and new production processes. 

Some loca l enc.laves maintained their vitali ty- -a few 

still do--but competitive pressures , obsolete equipment, decaying 

f acilities, and little or no sophisticat ed personnel have taken 

an inevitable toll. A casual tour of northern New Engl and, in 

par t icular , makes obvious the extent of local dcp~ndcnce on those 

c nterpris cs. They now stand as picturesque i vy-covc1·ed ruins , 

cnpty shell s , or at best, . home for one or more much smnller enter-

pt ises. Most of these towns have never regained thcil· fon ncr 

vi1~or ; some arc virtual r.host to;.:ns. lla1Tis\'illo, New iiumpshirc, 

l:Qr example, the home of Cheshire Mills , is for sa l c--racarly lock, 
29/ 

stod: and barrel .-

But, as t he earlier vi i;ncttc su~£CS ts, there is no permanent 

solnc<: even in the South . Some 27 ,000 textile worl:c r s i n th at 

area l os t their jol>s in 1970 a lone . It took rnorc thnn a century 

for New Encl an<l to l ose it s mills; the proc~s~ is being repcat~d 

in parts of the South within a coup le of decades . And the tcxti le 

industr)' ! !; but one example amon£ men)'. 111c rate of chnncc is 

i ncrens ing nnd \\ho le nreas- -part i .cu lar l y econumicnl l )' dependent 

communitics · -mus t con~i<h·r n('·..- nlter.rnti\'cs to u:;surC' their con-
30/ 

tinucd hca ltl . and perh:.i ps survivn l, i n licht of these effects.-



Examples of communities disrupted are not scarce; one can 

ha.r<lly look at the newspaper5 without being assaulted b)' others. 

Consider : 

• Unemployment in Bristol, Cor'mecticut, stands e.t 

21 percent (5,200 workers), large l)' due to layoffs 
31/ 

in heavy manufacturing industries.-

t Tyront:?, Pc1ms)•lvania is "for hire" according to 

a full page ad placed in the Wall Street Journal. 

The town has 7 ,500 people, of whom 550 lost their 

jobs when Westvaco 'corporation moved its pulp 
32/ 

operations to Kcn t ucl:)'.-

(I Lnckawnnna , New York, dominated by the Beth l eh em 

Stec 1 Company , hnr. sHn over 4, 000 workers lai d 

off within the lns t year. Exact fi r.urcs arc hnrd 
33/ 

to r,ct; the company evades the question. 

o In Corne I l, Wi sconsin (popula ti on l , 590) , St. 

Regis Paper Compnny ts planning to close its 

pnpc:rbonrd mill c·:irlr in 1972 , t hus puttinI: some 

300 people out of work. 111e mill has been opcre.t-
34/ 

ing for over SO years . 

• '01 0 central Maine r cr. ion of Oxforr\ 1 South 11:-ir is , and 

·No rwnr has seen its last two rcmninin~~ shoe 

mnnufocturin~: compnnics shut down. Nearly 700 

shoe workers in th<' arcn nrc wi tli ou~ \\'O'!:k; un-
35/ 

employment stnn<ls near 20 percent .-



It is possible , of course,· that there is no meaningful 

solution short of massive progl'ams such as relor.ation . Certainly, 

some communities and some areas will suffer no matter what new 

politics and programs develop. But the visibl e part of the 

problem is onl y tl1e t i p of the iceberg: we confront a crisis 

in conunun l ty economic heal1h. If, as has been said, a healthy 

nation is coroposccl of healthy communities , the~ W\likcly or 

difflcult strategics that arc potentially helpful deserve 

considcra t ion. In par t icular, rcdud ng the vulnerabi 1 i ty of 

communities to economic disaster would he hi&hly beneficial. 

JOllS AND THE CO~·NUNJTY 

h11 en individuals losr their jobs , the)' can l>e found others 

in all eood con!;cie1~cc . h1ten cor.ununitic:s lose their economic 

base, ho.,.·cvcr, finding jobs for t he individuals most directly 

and immed.iatcly nffcctcd js not ndcquatc. To unders tnnd the 

reason for this dis tincti on rctufrcs cx:.imining wh::it might be 

cal 1 ed the qu.1ntizat.ion of pro\ ucti on, m<l the chain of events 

that follows when production in a plant on i.·hich a communit)' is 

dep~ndcnt grin~ls t on hnlt. 

11lc r:conor.ric Elements of Producti on L>cci!_:ions 

Jn l ookinr. :lt tht1 factor ... needed for production (lul>or, 

cnpital, rnat erin l s , facilities), it is evident that some cnn be 

subdividrd more finel)' than other!' . Capital is obviously such 



.. 

a factor in principle. An expensive machine is not; half of 

a lathe is not much use. Moreover, even for those factors 

which arc completely or even relatively divisible (e.g., steel 

ingots), the unit cost incrc:ises as the quanti t)' i·equired decrca3cs . 

That is, the ingots that can be purchased for say, $100/ton in 

quantities ov~r 10 tons may cost $200/ton if only 1/2 ton is 

needed. The same is true of l ab or, partic:.ilarly specialized: 

Econor.lies of scale in production arise largc:ly from this SO\lrce. 

Facilities designed to operate at a certain level of output accord­

ingly find their unit production costs rising as output is reduced 

beyond some point. 

Now, if that were the onl)' issue at hand--thc increased 

unit cost nt lower production--somc tra:ieoffs might be possiule; 

l ess profit or margin in cxchancc for continued operntio:i of the 

unit. At a certain point, however, n quite different clement 

enters the calculation. Usuall)' alternntivc methods of production , 

or sources of supply, or ~cans to the ultimate en<l, arc availnblc 

in nil)' gi ·,rcn s i t uation . Since the prt's c: nt situntion of inte r es t 

involves industries and firms that arc either explicitly opcratcc.l 

as part of n lnrger economic orr.nnization (e.g., brnnch plnr. ts , 

or indcµc11dent plants producing intcnnediato goods) or arc compelled, 

willy-r1illy, to compete \'Cl')' broncl l)' with others (o.g., l ocol textile 

or shoe fir.:ls in New EnR land) , other a l tc1·nativcs nrc ind eed 

nvuilablc . 
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If then, the govern.~ent decides to reduco its invcst~ent, 

in, say, certain defense systems , or if a lnrge company shifts its 

product line, the chain of events that follows involves a re-

evaluation of the entire process by which the end tnreets are to be 

met. As a conscqucncc,frequently a local pl~t producing a specific 

subcomponent may l ose a (per haps crit i~alJ market, the decision 

h&ving been lliadc to use n different method of construction, not 

r~~quiring that i tern. Or t he i tern may now be purchased from a different 

source that wns rreviously un~ble to meet the 01·der. The net result : 

a plant i-; forced to close, or one of its product lines is dropp<!d, 

along with the employees involved in its production . In other words, 

r claqvely small changes in final clcmr.nd may couse a l arger chungo- -

a quantum of change--el~<.'wherc. 111e same holds true for decisions 

made by corpora: ions operating branch fncili tics clsewhcrz . ·111oir 

intcrcs ts may be better served by dinilnr quantum changes. 

But thi5 is not the end of the chain of events. It is not 

mere l y th3t a plant closes, or tl1nt production of a piece of defense 

hardware is shifted elsewhere. 1hat by itgelf is bad onough. TI1e 

crisis nnd its more complex problems arir.o ~ecnuse modern industrial 

economics nrc huil t l iko an upsido-dowr~ pyrrunid. At tho bnsc, 

t)'pi ca 11)', res ts productive mnnufll.ctm•i ng , com·crting r"w or semi­

fini s hcd materials to more valunblc products. In support of such 

efforts, other f i rns spring up to tnkc advantnee, on the one hand, 
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of the supplies and services required by the pla.11t, and on the other 

hand, to retail goods and services to those employed. ln this wny, 

more of a community's economy is related to the obvious direct 

benefits c~nferrcd by an enterprise th~n is apparent ~t first glance 
36/ 

(refe:irred to as a ·~nul ti plier" effect) .-

Sc·me part of this mul tipll er is due to a generally applicable 

effect: emp loyees earn money which they spend on conswner items 

and help sc.pport, in the proces ~ , retail stores and some producers of 

r,oods and services. Howe~er, a portion of these anci l121")' acti vi tics 

arc specific to the firm. Some of its needs are p::irticule.r end 

directly related to the goods it produces. If it is a manufacture r 

of elcctror ic sul>asscmblics, it 1·1ill very likely buy components, 

instrument~, o.nd hardware from o·cher l ocal firms that depend on tliat 

business . Un<lt!r the circwnstanccs , if t:-tat manufacturer ci thcr goes 

out of business or goes into a diffcrcn t business, these. secondary 

firms will s uffer, and possibly fail. An<l of course, even the ~cnernl 

multi pl icr effect C:ln be the source of further proble111!i , es locnl 

businesses leave, change, or collapse . 

As the agr.r cr,a tc income of commur.i t )' citizens drops , due to 

I ayoffs, cut-bocks, or reduct ion in pn)', the local cconor.l)' tlecays 

faster thnn .would be suggested b)1 onl)' the in~:iccliat<' 01· pivotal <'Vent . 

Moreover , ndd i ti onnl factors exaccrbntc even this effect . When (ewer 

people arc emplo)'ct.I in the conununity, locnl resources arc drained--
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savings accounts leave local banks, which arc thus less available 

for local loans; municipal funds must be expended i11 W(:l fare and 

relief measures, and cannot he invested in the community; sr. 

merchants, businessmen, and professionals lose income and are 

deferred pa)rment on debts owed them , which reduces their ability 

to purchase goods and services from othcrs--and so it goes. 

The Impact on Communities o.f a Plant Closing 

Tilis process of economic decline has been observed in detail 

in smuller communities. Herman R. Lantz, ii' his study of Coal Tmm, 

commented ns follows on the- events succeeding the slow decay of the 

to'n'l\Js major industr/, the coal mines . 

''\•/jth timL the sif!nS of economic dcclir.c became r.iore 
pronounced :'ml patterned . Out of th:i s appeared a 
kind of 'nntllr<!l history of community decline' whit.h 
possCS$CS some prcdictnl>ili'ty and rey,ularity." 

lie further identified the pattern as consisti11g of: 

init:i n l rumor (cxpros s inp. fear of troubl • ), chnnr,cs in 'norkin& p:Jttcr·ns, 

(&eneral) business decline , r.1obilitr (p<!oplC' \\ho cnn leave tc~nd to do 

so) , ch:mr.cs in consumer hnbits (cnrcrul bu<lr:ct planning , fcw.!r luxury 

items so l d) 
1 

homes deteriorate- and property values foll, go5sip (abouc. 

misfortune:) 
1 

and fi1wlly u varjety of pS)'Cholor,ical effects (pessimism, 

cynicism, nnd hopctcssn~ss). Althour,h Lantz is spC' aking explicitly of 

a "onc-companr" town, rhc s1unc t·ffccts sho\J up. if in somewhat modi ficd 
37/ 

form, \\hcncvcr n si&nificarat loss occurs in a con;;nunitr's economic basC. 



Any such fi nn is, in short, more than a place where cert uin 

individuals work, or where exists a set of specific jolis. It is 

an institution thnt transforms energy, l abor, o.nd ma t erials in weys 

unique to that unit omd that conunw1ity. To quote Hilliam F. ~.1lytc: 

"The factory is, in one r espect, a .status system, 
and this system is close ly related to the status 
system of the ccn;:;nunity. 'Ille two S)'Stems arc 
mutuall)' interdependent so tha't ch nn~ios in one 
i:1cvit<tbly hnvc Rn impact upon the other ." 36/ 

Such an orr,anization pl ays an extremely compl ex 1·ole: in its 

communit)' . Indiv~dua l s tend to derive specific roles, and to shnpe 

theil· self-image , in "'ays \~hie!\ nre conditioned b)' thei r position in 

the enterprise. Firm:; also exert a stron& influenc e on interpersonal 

relationships to the extent that people: nrc already related jn some 

fnshion through the ir i nd<.·pe11elcnt relations to the fj nn. Let th e 

firm disappear, or even change i ts produc:ti vc focu!". (nml therefore, 

the ro l es plnycd by its employees) 1 and the socinl structure of the 

community changes accorcling l)'. 

For both cconond c and soci al r~ns ons, therefore, n inojor 

chance in the or!!:mi::ntion ' s tusks and purposes, or in its intrrnnl 

processes (ns, for examp le, when the loca l 1:1i 11 is bou&ht b)' outside 

interests), is traurnnt:ic to the community. Soml! supplirrs of l!OOcl~ 

and scnrices wj 11 simp ly c.lisnppenr, their pn:vio11s fu11ctions no lonecr 

useful. Others will be i1blc to readjust , but onl)' in t ime r.ncl nt u cost. 



-22-

At the same time, the processes by which the community operates will 

themselves ch:mr,e t o acconunodate the new circumstances; venerable 

traditions wi 11 s uddenl.)' appear innppropriet tc or mea.ningl css. 

Under these conditions, even the immediate rcplaceraent of individual 

jobs by other j ndi viclual jobs docs not prevent serious strain wi thir1 
0

39/ 
the community.-

., 
I 

Jn actu~lity, t '1e community's µroblcrn \odll be worse for several 

reasons . First, man)' people only secondnri ly involved will lose their. 

jobs (Hi th no prospect of ililr.iedi ute rep1 accmen t) , second, suppli<'r 

firm:; or those using the pl ant output ns a material to be processc<l 

further will nccr:;snri ly cut bocl: 01· r,o out of Lusincss 1 and third, 

c\·cn· those directly involved will r equire t)mc to regain their forme r 

incor;te. Some never will, thoui~h ull \..'ill h:vc to expend considcral> .e 

energy in redcfi i1ing thcfr identity and their role within the co1r.-:iunit)'. 

It should also be noted that certain clements of the popul a tion 

suffer more thnn others, nntl arc, i ll conscquc lce 1 more susceptible to 

persona l probl ems. 111c chn)n of evrnt5 dC'scribcd above-, which 
\ 

distribute the results of n discrete ~c t (e.g., a locnl p13nt closinc), 

comes to an end when the individ11n l s nnd ol'ganizations :involved cannot 

rediHributc t heir difficulties , or furthe r shore them. That is, anyo11c 

whose i ncome i s sutldenlr r cducctl will li mit his spcndinr. 1 reduce hi s 

expenses, and de fer pnymc·nt s due as much :is the situation pcnnits. lie 



wi 11, in short, try to conserve his resources and stretch them as f<'t' 
40/ 

as possible. So also with businesses.-

111ose people and firms rcasonabl>' well embcddt!d in the economic 

structurc--thosc who have some r esou:rces, who have a degree of credit 

and stanclinp, in the community, who experience a dependable and rerrular 

flow of income--hnvc some useful flexibility in time of crisis 1 TI1e 

poo1·cr members of the co1nrnuni t)' arc in no 5uch position . Since the)' 

tc:nd to occupy the most marginal jobs- - lf any--they can most casil)' be 

let go or their services not used. Moreover , since their general level 

of inco:nc is, by <lcfini ti on , ci thcr nt or bc:loH the lowes t rcquire:nent 

for. tolc1·ablc livin~, they h:wc little or no opportunit)' to save 01· 

ncct11nu l ntc resources. 

Of nrcc$s ity, they i mmcclJatrly r equire grc·;Hcr supp~rt nnd rt·l.i~ ~·, 

both in the for.n of direct payr.icnts nnd indir0ct :•ubsid.ies. 11iis t:nlls 

for i ncrc itscd cormnuni t y spend in& n t the very moment \Jhen communi t)' 

i ncor.ic is reduced. ..,1acncvcr the cor.ununi ty ex per icnccs an econo:n) c crisis , 

the poor, in particul nr, arc forc ed to suffrr r1":::t i m.mcd iat<'l )' ;111d t o tall y. 

Even if, durinr. r o l ntivc ly e,ood ti mes , th<')' nrc atrcinp ti ng to improve 

their skills, or othcrwi!ie accur::u lote for the future, t hes e "routin\!
11 

economic chnnr.cs tcnll to wipe out such inve~;tmcnts . 

Finally, l et no one s uppos e thnt such events occur onl)' once 

in n grrnt \~hi l e in :i given cor.ununity. The rconoMic srs t em cr.i s ts 

r outinel)' inn st:ltC of fJ11x, with r. c11c ral concli tions 110.,... hc ttcr, now 



41/ 
worse . 

Hor cover, 

Ro l and Warren has written of 
! 

" the broad sweeps of economic activit)' which bear 
coi:miuni tios- -diffcrcnti a 11 y but i nexornbly- -now 
up on one wave of high cconomi~ actjvity, now 
down into the r,cncral l)' shared troueh of 
r ecession. " 

" . .• specific event:; or dccisions . .. ,though minima l 
i n the tr>tal ccon~mic picture , ma)' be crucial 
on the local scene. [Thcy] . .. all ha\'c a local 
communit)' impact which may cuuse the lc\'cl of 
e conomic activity in the conununi ty to depart 
drastically from the nationa l trend." ~ 

. l f comr:iunities are going to insul ate themse l ves in whntcver 

r:!Odcst measure against these force s , wl::1t the)' need is an oppor-

tuni ty to excrci sc a dl!grec of control and to .i ncrca se: thc i r 

cconomi c nutonomr. further , it is rruci a 1 that any nc'-' inst1·umcnts 

and devices conceive of tht' problem in terms of the cor..muni ty at 

l nrce and not i n terms of in<liviuual s :rnd individu:ll j obs . 


