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PREFACE vii

Preface

The Committee on National Urban Policy, established by the National
Research Council (NRC) in 1981 with support from the U.S. Department of
Housing and Urban Development, the U.S. Department of Commerce, the Ford
Foundation, and the German Marshall Fund of the United States, was charged
with responsibility for evaluating past urban policies, continuing review of
current policies, examining the experiences of other advanced nations with
urban policy, and developing policy options and recommendations for the future.

During the earliest stages of its deliberations, the committee decided that it
could contribute most to the discussion of urban policy by addressing basic
conditions or trends that seem likely to shape the future course of urban
development and raise issues that public policy must face. Traditional
approaches to urban policy that deal with a series of functional problems—
housing, neighborhood and commercial district deterioration, transportation,
urban poverty—have often failed to produce unified and lasting policies not
because the problems are unimportant, but because they often tend to be
derivative of more fundamental social and economic forces at work in cities and
suburbs. It is also important to view urban areas as whole economic entities
rather than solely in terms of political jurisdictions.

The first task of the committee, therefore, was to identify and describe
those fundamental issues that we believed would shape the ways in which urban
areas will develop over the next two decades and would frame the issues with
which urban policies must contend. We also believed that

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/80.html

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book, not from the
original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

PREFACE viii

national urban policy had to comprehend actions that could be taken at the state
and local as well as at the federal level of government. This approach was
reflected in the first major report of the committee, Critical Issues for National
Urban Policy (National Research Council, 1982a). That report discussed five
issues that will shape urban policy in the years to come: (1) the mobility of
people and jobs, (2) the rise of an urban underclass, (3) changes in the
allocation of responsibility for urban programs in the federal system, (4)
changing relationships between the public and private sectors of the economy,
and (5) the condition of urban infrastructure. The committee has also published
a background paper, "The Evolution of National Urban Policy, 1970-1980"
(Hanson, 1982), and a report on an international conference it conducted,
National Policy and the Post-Industrial City (National Research Council,
1982b). Together these reports laid a foundation for this study, which is
concerned with how urban policies might respond to the substantial changes
that have occurred in the structure of the national economy.

The impact of structural change on urban areas was identified at the outset
of the committee's work as perhaps the most important single issue with which
urban policy must grapple in the coming years. While various aspects of the
subject have been widely discussed—particularly the problems of shifting
investments from some parts of the economy to others and of retraining the
labor force to adjust to these shifts in investment—there has been relatively
little treatment of how these shifts affect the urban areas in which the
employment centers and workers are located. Fortunately, there is growing
scholarly and public interest in this matter, and there is an expanding literature
in industrial economics, technological change, urban economics, and local labor
markets from which to draw information and insights.

Early in our deliberations we recognized the importance of the growth of
the service sector, and of changes within that sector, as crucial to our inquiry. A
small group of committee members met in May 1982 with Thomas M.
Stanback, Jr., Wilbur Thompson, Richard Knight, and Daniel Garnick to assay
the state of knowledge of services in the American economy and to identify
major policy issues. Work by Stanback and his colleagues at the Conservation
of Human Resources project at Columbia University has been of great help to
the committee in understanding both the services as such and the ways in which
urban areas are adjusting to structural changes in their economies. The
committee is also indebted to Daniel Garnick, for help in developing useful data
on these changes, and to Richard Knight, for preparation of a special paper on
transition strategies. Special thanks are due to Gordon L. Clark, who, during the
development of this study, was an NRC fellow attached to the committee.
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PREFACE ix

His several papers on urban labor markets contributed important
conceptual and empirical support to the committee's work. His recently
published book, Interregional Migration: National Policy and Social Justice,
was initially prepared as a special issue paper for the committee and was of
great help in the preparation of Chapter 6.

Many others have contributed to the work of the committee. John Rees,
who became an NRC fellow in January 1983, has made a number of
contributions to the committee's work. Judith May of the Office of Urban
Policy, U.S. Department of Housing and Urban Development, has been
especially helpful and supportive of the committee's work. Susan Ingra-ham,
Julie Goldflies Quinn, and Kim Hong Lethi wrote background materials or
special papers used to prepare this report. A number of others read earlier
versions of the report and offered helpful criticisms and comments. They
include Ian Dawson, Henry Doll, Eli Ginzberg, Peter Hall, Philip Hammer, Don
Hicks, Debbie Matz, Thierry Noyelle, Charles Orlebeke, and Ralph Widner.

No report could be produced without the hard, essential, and accurate work
of the editors and administrative staff, and the committee is grateful to members
of the staff of the Commission on Behavioral and Social Sciences and
Education. Christine L. McShane edited the manuscript and gave valuable
advice on how to make the report a clearer and more effective statement of its
ideas. Diane L. Goldman, Ann G. Polvinale, and Sarah M. Streuli prepared the
original typescripts and innumerable changes and redrafts as the report passed
through its many stages. The committee also enjoyed the consistent support of
the executive director, David A. Goslin; the associate executive director, Heidi
I. Hartmann; and the associate director for reports, Eugenia Grohman. Rose S.
Kaufman kept our accounts and gave frequent help on administrative matters.
The work of each one is deeply appreciated.

Our thanks to all who helped are profuse. But those cited and each member
of the committee know that our greatest debt of gratitude is owed to Royce
Hanson, study director of the project. With minimal resources at his disposal
and with a committee far-flung and diverse in its membership, Royce more than
anyone else gave the project its energy, substance, and coherence.

As this report was being readied for publication, Harvey S. Perloff died.
Harvey was the moving force behind the creation of the committee and served
as chair until his health required him to step aside in 1982. He remained an
active member, however, and this report carries the imprint of his guidance and
thought. As an educator, planner, and activist, Harvey was never content to
accept existing ideas—even his own—as adequate for tomorrow's problems.
From the outset of our work he insisted that
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PREFACE X

the role of the committee should be to rethink and reconstruct the basis for
urban policy. To the extent that this report meets that test, it reflects Harvey's
intellectual spirit.

The committee fully appreciates that no study that makes policy proposals
can claim to be completely objective or that the recommendations are inevitable
conclusions from the data and information. Policies represent choices; our
proposals for urban policy are no different, and some of our choices will no
doubt be controversial. We have made them not to reject other alternatives as
unsound but as a statement of preference about which reasonable people may
disagree. Our purpose, therefore, is not so much to offer a prescription as it is to
stimulate a more vigorous and informed dialogue about the role and purpose of
urban policy in the spectrum of national economic policy.

PAUL N. YLVISAKER, CHAIR
COMMITTEE ON NATIONAL URBAN POLICY
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OVERVIEW 1

1

Overview

A FRAMEWORK FOR POLICY

Powerful and deeply rooted structural changes in the national and
international economy are transforming urban areas and the economic functions
they perform. A new urban system is emerging, with a growing polarization
between the places where corporate headquarters and producer services are
concentrated and those that are more specialized in the production of goods or
in services for consumers.

Shifts in employment from manufacturing to services and toward more
white-collar jobs, combined with the increasing segmentation of the labor
market, confront urban areas of all types and in all regions of the country with
difficult problems of economic adjustment and adaptation.

The future of individual urban areas is closely tied to the growth and
decline of sectors of the economy—that is, groups of related industries and
occupations. Policies that seek to improve or accelerate the adaptability of
urban areas to these changes should therefore be closely coordinated with
policies that affect the performance of sectors of the economy and with general
economic policies that strive to influence the overall rate and direction of
national economic growth.

This coordination requires a framework for national urban policy that is
simultaneously concerned with policies that accelerate and broaden the
mainstream of economic change and policies that address the problems of
adjustment for the people and places left behind by changes in the economy.
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OVERVIEW 2

General mainstream policies should be primarily concerned with
facilitating the transformation of the national economy and making it more
competitive in international markets. Such policies should concentrate on
capital and human investments that reinforce and build on structural changes.
The committee recommends five basic policies.

1. Sectoral policies or strategies that recognize the consequences of
macroeconomic policies for different sectors of the economy,
policies that encourage capital to flow to the development and
modernization of those sectors that promise to be strong
competitors in international markets or that are essential to the
nation's defense and economic well-being.

2. Policies that promote the construction and maintenance of a system
of urban infrastructure—public  facilities, energy and
communications systems—to support and serve the national
interest in economic development and conserve the nation's
existing, useful urban capital stock.

3. Policies that encourage investment of private capital in activities
that accelerate transitions in local economies.

4. A national policy on labor mobility that facilitates the matching of
workers and jobs and reduces barriers to worker mobility.

5. Policies that promote investments in urban education systems to
improve the basic skills and work habits of new entrants to the
labor force and investments in continuing and higher education to
develop and maintain a labor force that can adapt more readily to
continuing structural changes in the economy and to new ways of
working.

Such policies, taken by themselves, however, could exacerbate the distress
and dislocation in some urban areas and regions of the country. The policy
framework, therefore, should also be concerned with stabilizing those places
during the transition period so that they can make a smoother adjustment. For
these places in transition, the committee recommends five major policies.

1. Planning by firms and worker organizations, in cooperation with
federal, state, and local governments, to help workers in declining
industries, occupations, and communities prepare for more rapid
and smooth transitions to other jobs, whether in their communities
or elsewhere.

2. Particular attention to education and training for urban minorities
and the economically disadvantaged so that more of them can move
into the economic mainstream.

3. Gradual restructuring of fiscal transfers within the federal system to
equalize the fiscal capacities of states—that is, their ability to
finance a minimum level of public services and facilities at
effective tax rates set
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OVERVIEW

4.

5.

near the national average—and to encourage states to reduce urban-
sub-urban fiscal disparities.

Development of community-based centers that employ and train
minorities and other economically disadvantaged workers.

Selective use of public employment as part of a general strategy of
improving the quality of local labor forces and the quality of public
services in support of economic development.

Because every metropolitan area has some features that are unique in its
mix of occupations and industries, in its political and social culture, and in its
stage of urban and economic development, urban policy needs to be sufficiently
flexible that appropriate strategies can be tailored to meet specific circumstances.

1.

Particular attention should be given to fostering institutions at the
local level that have the capacity to manage the economic
transition. These institutions must include the private sector as well
as nonprofit organizations.

There is a particular need for an intelligence system in each urban
area to conduct research and provide information that helps local
leaders understand economic changes, assay resources, and
formulate strategies for local economic development.

A relatively stable local fiscal climate is needed to create a more
rational atmosphere for decision making.

Public-private development institutions and nonprofit institutions
are needed that can design and carry out long-term strategies.

Ultimately, urban policy should not be a discrete package of programs—a
shopping list of federal grants and loans—but rather a long-term strategic
perspective on a wide range of public policies at each level of government.
Specific programs for housing, transportation, crime fighting, neighborhood
revitalization, and other matters can be built from that strategic base. The policy
options discussed in this report are therefore not proposed as a program. Rather
they are offered as illustrations of the direction that urban policy might take.
The speed with which it is possible to move depends, of course, on budget
priorities and resources at each level of the federal system. The allocation of
responsibility for various actions to different levels of government and between
the public and private sectors should continue to be a matter for national debate.
Our aim is to stimulate that debate.

The appropriate degree and level of government intervention in market
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OVERVIEW 4

choices is an issue that pervades this report. We offer no easy formula for
resolving that issue. We do not think that there can be a workable doctrinaire
response. Some of our specific suggestions will doubtless be too interventionist
for some; others will feel that we have shrunk from proposing policies
demanded by the logic of the conditions we describe. We have sought a middle
course precisely because we do not know all that we would like about how
events will unfold. We know only that economic conditions are likely to differ
substantially from those that urban areas faced in the past. This lack of
omniscience commends some caution and the deliberate use of an incremental,
experimental approach to national urban policy. We have therefore sought to
make the general directions relatively clear and to offer specific
recommendations more tentatively as reasonable ideas to be tested by
experience and to be perfected through debate.

Historically, the relationship between urban policy and national economic
policy has not been close. Urban policy has often been viewed as little more
than a few measures designed to ameliorate the local adverse effects of "natural"
changes in the economy and the inadvertent consequences of policies that
advanced broader national interests, or as a political palliative for powerful
interest groups, such as the housing industry, minorities, or big-city mayors.
National macroeconomic policy, for the most part, has been concerned with
aggregate levels of employment and efficiency. In this sense it has been
relatively indifferent to how it affected particular places. Urban policy has
seemed often to resist or offset national trends and the effects of other policies
on cities.

Urban policy is place oriented. But it has an important role to play as an
integral part of a national strategy for adjusting to the economic transformation
that is now well advanced. It is concerned with the pattern of investment and
income among the nation's regions and urban areas. In this sense, urban policy
can complement national tax, fiscal, employment, monetary, and international
trade policies, which are concerned primarily with aggregate national economic
performance, and sectoral policies, which are concerned with the performance
of clusters of related industries. Working together, these three branches of policy
—national, sectoral, and urban—are concerned with how much is done, what is
done, and where it is done, as closely related aspects of the economy. All three
are needed in a time of widespread and rapid change in the economies of
advanced nations, although they may not involve explicit federal intervention.

The nation's urban areas supply most of the physical infrastructure and
social institutions on which the economy is built. Their economic and fiscal
health is not separable from that of the nation. Serious economic hardship in a
substantial number of urban areas operates as a drag on
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aggregate performance of the economy. The perception of wide disparities in

urban and regional economic opportunities also creates a political brake on

policies that could advance other worthwhile objectives. In this context, urban

policy can operate to inform and modify national policy and to support national

policy objectives. It is time to reconsider its role in the national political process.
The remainder of this chapter reviews the major themes of the report.

FLEXIBLE POLICIES FOR CHANGING CITIES

The New Urban System

Technological, institutional, and demographic forces are currently
transforming the national economy, bringing about changes in the location of
economic activities and affecting the size and density of urban areas. The
physical, social, and economic changes in urban areas reflect adjustments to
two fundamental and closely related structural shifts in the economy. The first
is the shift in employment from extractive and transformative industries to
service industries. The second is the shift from blue-collar to white-collar
occupations in almost all sectors of the economy.

These structural changes are contributing to the emergence of a new urban
system dominated by a set of "command and control" centers, in which
corporate and producer services—banking, law, accounting, and the media—are
concentrated. These metropolitan areas provide the most important services for
the rest of the system—the "subordinate centers," which are more specialized in
consumer services, the production of goods, or military or extractive industries.

Because of their greater diversity, the autonomy of their economic
institutions, and their strong existing base for development of a service-oriented
economy, the command and control centers have shown greater capacity to
adjust to the structural changes in their economies than have the subordinate
centers. The subordinate centers, particularly the traditional manufacturing
cities, have been far less adaptive. For these cities, structural change is not
merely a transitional challenge; it is a long-term problem. Continued decline,
however, is not inevitable. A number of areas have demonstrated that it is
possible to perform new functions and adapt to the requirements of an advanced
economy.

Basic Concepts for Urban Economic Strategy

We suggest four basic concepts or criteria in examining strategies for
investing in urban physical and human capital, for stabilizing urban areas
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as they undergo economic transformation, and for developing local institutions
and national policy processes that can facilitate the transition to new national
and urban economies.

1. Because each type of metropolitan area in this new urban system
has different problems in adjusting to structural change, no single,
uniform approach to urban policy will work equally well for all
places. National policy should therefore be flexible enough to allow
for variations in approach that are tailored to the requirements of
specific urban areas.

2. An effective urban economic strategy must operate at both local
and national levels. Traditional economic policy has been
concerned primarily with the formation of capital in the aggregate.
The role for both sectoral and urban policies is to focus national
concern on the allocation of capital to economic activities, places,
and people in a manner that not only contributes to overall
economic efficiency and wealth but also provides for broad
distribution of opportunity and avoids unnecessary waste of human
and physical resources.

3. In making policies and strategies for urban adjustment to structural
change, the transitional period is particularly sensitive. The
problem is often the delicate one of simultaneously stabilizing the
community while accelerating and smoothing out the process of
change.

4. Given the power of the economic forces at work, attempts to shore
up declining industries and vanishing occupations are unlikely to
succeed, especially in the long run. Thus, it is vital to focus on
activities that can broaden economic growth and thereby include
more of the places and people who otherwise would be left behind.

Investing Private and Public Capital in the Urban Future

Since broad national economic policy is not and probably cannot be
neutral in its effects on sectors and places, it is important that it be designed
with these consequences in mind. A sectoral perspective on economic policy,
which looks at how policies affect clusters of related industries and occupations,
should help ensure that capital is available to modernize a number of important
industries and stimulate promising, competitive sectors by facilitating the shift
of capital and workers to them from declining sectors. It could both reinforce
market choices and provide a better system of advance warning of economic
trouble spots. A clearer national sectoral strategy could also help urban areas
identify the parts of their local economies that have more potential for growth in
market shares and jobs.

Sectoral policy alone, however, does not address many complex urban
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OVERVIEW 7

development issues, and it could in fact exacerbate the economic problems of
some urban areas. A complementary place-oriented perspective is therefore
needed, but with a shift in the focus of such policies from distress to
opportunity. Leverage capital for urban economic development is often needed
to equalize return to investors, especially in higher-risk investments in emerging
industries and in older sections of cities. The committee suggests consolidating
various federal capital leverage programs into a single urban economic
development fund or bank from which local public-private development
institutions could draw to carry out economic development strategies
formulated to address local conditions.

Because public capital investments are important aspects of economic
development, there is a national interest in ensuring that urban public facilities
such as transportation and sanitary systems are in place to support economic
growth and that they are maintained in good working order. While the bulk of
new investments in urban public facilities (or infrastructure) will come from
state and local treasuries, acceptable levels of service in many urban areas are
not likely to be achieved without some federal support. A system of national
and state infrastructure banks could help raise capital for public investment and
provide a more flexible form of financial assistance than traditional federal
capital grant programs have provided.

Basic elements of urban economic development strategy include lever-
aging available resources, improving capital and operating budgeting, using
joint development techniques, using regulations more effectively, improving
urban design, and avoiding ineffective incentives, such as indiscriminate tax
breaks.

Investing in the Future of the Urban Labor Force

Improving the quality of urban labor forces is a critical element in a
strategy for adjustment to structural change. The recessions of the mid-1970s
and early 1980s have accelerated the decline of weaker industries; when the
current recession ends, urban areas in which these industries are located can
expect to continue to experience long-term unemployment.

Labor markets for skilled and unskilled workers who are displaced by
structural change are more localized than markets for professional workers. A
national labor information system is therefore recommended. It would involve a
computerized job information system linked to worker retraining and interview
and relocation assistance, which would facilitate the movement of structurally
dislocated workers to communities where there are jobs they can fill.

An even more serious problem is posed by the economically and ed
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ucationally disadvantaged young people just entering the labor force, who are
not prepared for work in an advanced economy. If employed at all, they will be
confined to low-level service occupations with low wages, high turnover, and
poor benefits. They present a long-term challenge to the quality and resilience
of the local labor force and the ability of urban areas to compete for economic
growth and to adjust to structural change.

The urban education system is the foundation for labor market strategy,
both national and local. While the principal burden for providing basic
education and training is likely to continue to fall on public education systems,
the private sector can be productively engaged in the education process through
a variety of programs. It may also be useful to experiment with such alternatives
to traditional approaches to providing educational services as vouchers for
postsecondary training and contracts with private firms.

In the years ahead, workers may need to be retrained frequently or
continue their education in order to keep abreast of the knowledge and skills
necessary to do their jobs and to be eligible for career advancement. Thus,
redundancy planning—the anticipation of changes in the economy, markets,
and technology and how they affect patterns of employment, together with the
development of retraining and relocation programs—should become common
practice. Joint programs in which federal, state, and local governments
cooperate with unions and employers could help both workers and communities
adjust more readily to changes that cannot be avoided.

Community colleges and urban universities, particularly those that are
state-and city-supported, can play important roles in urban labor market
strategies. Making special efforts in higher education for urban minorities,
improving primary and secondary education in the urban school systems from
which higher education institutions draw most of their students, and developing
continuing education programs for the retraining and advancement of
professionals, managers, and technicians are all appropriate functions for urban
higher education institutions.

Effective urban development strategies will require major new investments
by individuals, firms, and federal, state, and local governments in the quality of
all parts of the education and training system. A city's investments in its
education and training systems will be more important to its long-term
economic prospects than its infrastructure and industrial parks.

Stabilizing Metropolitan Economies

As structural transition occurs, many people cannot or will not move to
new jobs in the local economy or in other areas. While voting with
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one's feet may in theory be an attractive response to unemployment, moving is
not without cost for workers and their communities. And the sense of
community is an important public value that warrants consideration along with
economic efficiency. Since there are no immutable economic laws or forces
dictating that most capital must locate in particular urban areas, in many cases it
is easier for capital to move to an available work force than it is for workers to
migrate, following capital.

The retention and creation of local jobs in basically sound businesses are
important parts of stabilization strategy. Notwithstanding the widespread use of
new technology, many manual and low-skilled jobs will still exist. They can be
important sources of employment and of entry into the labor force for poorly
trained workers, particularly if there is a community strategy for and a
commitment by firms to worker education and upward mobility. If the public
provides assistance to such firms, then there is every reason to expect a return
on that public investment in the form of such things as first-source employment
of local disadvantaged workers and cooperation in worker education and
training programs.

Because any jurisdiction facing fiscal crises or default has little capacity
for strategic thinking, intergovernmental fiscal transfers should be redesigned to
equalize the abilities of states and local governments to pay for an adequate
level of services, so that the level of services in different places does not vary so
widely. Fiscal equalization, combined with the reallocation of certain functions
of government, such as the federalization of welfare, could substantially assist
states and local governments in their ability to devise and carry out long-term
economic development strategies.

In some urban areas, expanding public employment may be both a
necessary and a desirable way to approach local economic development and
labor market problems. Such jobs can help the urban poor and dislocated
workers who do not find work with private employers. Even more important,
however, public employment programs should be carefully designed primarily
to provide basic urban services and facilities. This concentration on adequate
good-quality services and facilities can increase the attractiveness of an area to
private business, thereby aiding economic development. In addition, one proper
function of public employment is to train workers so they can compete for
nongovernment as well as better public jobs. Public employment can also be
used to avoid the most serious consequences for dislocated workers who
otherwise are likely to face extended unemployment and for others who have no
other realistic way of entering the work force.
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Fostering Local Institutions to Manage the Transition

Sustained public-private leadership at the local level is necessary for
economic development and job creation. Considerable emphasis should be
placed on establishing a strong capacity for research and information, so that an
urban area can get a better understanding of its assets, its comparative
advantages, its vulnerabilities, and the opportunities that are likely to be within
reach. A national network of such intelligence systems could help provide a
constant infusion of new ideas and reliable information. The federal
government could contribute by improving the quality of its regional and urban
statistical reporting and in continuing to support research on urban indicators
and the urban development process.

The growth of public-private cooperation is a promising development.
Several models for such cooperation are available. The cities classified as
command and control centers appear to have advantages over other places in
developing effective partnerships, because of the greater autonomy and
resources of the corporate officers headquartered there and the greater
sophistication of political leaders and public officials. Where local leadership
potential is weak, state involvement may be necessary to mobilize public
resources and to induce private business leaders to join in a common
development effort. Particular attention should be given to nonprofit
organizations as sources of seed capital for experimental, high-risk urban
development and service programs, as catalysts for cooperation and program
management, and as sources of support in developing and maintaining such
urban institutions as libraries, theaters, museums, health facilities, and cultural
centers.

RETHINKING URBAN POLICY

In light of these considerations, this report urges that a major effort be
made to harmonize national interests and those of individual urban areas in
economic development. This will involve introducing both sectoral and urban
perspectives into national and local economic policy-making processes, which
will require closer cooperation between governments at all levels and between
the public and private sectors.

Urban policy need not be a zero-sum game, in which some cities are able
to win only if others lose. Where there are serious disparities among the urban
economies of the country, the winners will continue to pay for the losers. Just as
local interests are advanced by a strong and growing national economy, the
national interest is advanced by strong local economies.
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2

The Economy and Cities

INTRODUCTION

Cities reflect the economy and express the culture of a nation. Urban areas
create demands for technology and are in turn shaped by it. The mill towns of
the Industrial Revolution were distinctive in form, dense and compact so
workers could reach their jobs on foot or by horsedrawn public transportation.
Business activity was centrally located to facilitate transactions. The city was
limited by its technology for transportation, communications, building, and
disposal of waste. The replacement of water power with coal and the
development of railroads and public sanitary systems increased options for
industrial location, expanded markets, and made feasible larger and more
dispersed factories and urban settlements (Tarr, 1984).

Later, major innovations in industrial technology—electricity, petroleum,
chemicals, and, ultimately, the automobile—were matched by new urban
technologies—steel girder construction, the elevator, the electric streetcar, and
the bus—and fostered further changes in the way cities were built and
functioned (Eberhard, 1966). The rise of the business corporation, the industrial
trust, national and regional financial institutions, private philanthropy, labor
unions, free public education, and the municipal civil service represents the
beginnings of the modern service sector. Initially, business services were often
appended to local industrial parents; gradually they expanded to serve industrial
empires,
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a region, or an industry.! As cities and the industrial economy matured, their
economic, political, and physical relationships changed. New methods of
production, distribution, and marketing as well as improved personal mobility
and inexpensive suburban housing contributed to the dispersion of urban areas
at the same time that metropolitan economic and social opportunities attracted
waves of rural and foreign immigrants.

Now a new generation of computer, energy, communications,
bioengineering, and other technologies, complemented by the
internationalization of business institutions and markets and by substantial
demographic shifts and cultural developments, is again transforming cities to
meet the needs of an advanced economy.” The economically advanced nations
are experiencing similar changes in their economies and in their cities, although
there are significant differences among them based on each nation's stage of
industrialization and urbanization. With the mechanization of agriculture early
in this century, workers moved from farms to cities to work in factories and
stores. In more recent years the important shifts in the United States, Canada,
and Europe have been from the extractive and transformative sectors toward
services (Renaud, 1982; Singelmann, 1978). This shift accelerated during the
1970s in the 24 countries belonging to the Organization for Economic
Cooperation and Development (Renaud, 1982).

Projections of the labor force distribution in seven major industrial nations
to the end of the century, shown in Table 1, suggest that this process of change
is not over. Some industry analysts suggest that projections based on past trends
do not adequately account for the discontinuities in technology, the organization
of work, and the internationalization of capital and labor markets. They expect
that soon after the turn of the century, manufacturing employment in leading
industrial nations will decline almost to the levels that agricultural employment
in the United States reached by 1950—Iess than 10 percent of the labor force
(Drucker, 1981:237).

In a general sense the same technological, institutional, and demographic
forces that have contributed to the restructuring of the national

! Several major financial institutions. such as the Morgan Guaranty Trust. the Chase
Manhattan Bank, and the Mellon Bank, were started as means of providing banking and
holding company services for the industrial organizations of their founders (Collins and
Horowitz. 1976; Nevins, 1976; Sinclair. 1981, Trescott, 1982).

2 Throughout this report. we have used the term advanced economy rather than
postindustrial economy (Bell, 1973) because the evidence indicates that manufacturing
will continue to play a major role in the future economy but in a different way and in
different places than in the past (Knight, 1977. 1982b). A more accurate, although also
more cumbersome characterization would be an advanced industrial-service economy.
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economies of advanced nations have also led to changes in the location of
economic activities and therefore to substantial alterations in the size and
density of urban areas. Contrasting the current situation with the earlier period
of industrialization and urban concentration, one observer of urban development
has concluded that "there now appear to be negative returns to urban scale:
larger urban areas are either increasing much more slowly than smaller ones or
are actually declining" (Hall, 1981:1). This observation should be tempered by
the fact that the advantage of scale depends on the kind of activity located in an
urban area. The populations of many of the largest metropolitan areas are still
increasing, although at a much slower rate. Even though individual areas are
growing more slowly or even contracting, the proportion of the total population
living in all metropolitan areas, and even in ones of a million people or more,
continues to remain nearly constant due to the graduation of slightly smaller
areas into larger population-size classes (Thompson, 1980:31-33).

Table 1 Labor Force Distribution, by Industry Sectors for Seven Industrialized
Countries, 1970 and Projected to 2000

United England and France and Japan
States and West Italy
Canada Germany
Industry 1970 2000 1970 2000 1970 2000 1970 2000
Sectors
Extractive 7 5 5 4 19 10 20 5
Transformative* 32 28 47 40 41 35 34 40
Distributive 23 20 17 16 15 15 23 20
services
Producer 8 12 5 10 4 10 5 10
services
Social services 21 30 18 25 15 25 10 20
Personal 9 6 8 5 7 5 8 5
services

Note: Percentages may not add to 100 because of rounding. For a description of industry sectors, see
Chapter 2, footnote 5.

2 Includes most manufacturing industries.

Source: Adapted from Singelmann (1978:Table 3.1).

Advantages from the agglomeration of similar economic activities that
formerly were important functions are no longer as significant for certain kinds
of manufacturing and other activities, such as routine office functions (Sternlieb
and Hughes, 1975). Increasingly, such functions can be located in the suburbs,
in smaller nonmetropolitan areas, or even in other countries. That these
activities can be dispersed in order to take advantage of lower land costs, lower
labor costs, less labor-intensive production processes, and better market access
has also accelerated the decentralization
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of other sectors of the economy, such as retail and distribution centers. None of
these trends is absolute. They are matters of degree and are affected by types of
industries, relative wage levels, transportation systems, changes in styles of
living, and many other factors.

Concentration Amidst Decentralization

Although urban settlements are generally becoming more decentralized, it
is a mistake to assume that all economic activities benefit from decentralization.
Some appear to continue to benefit from a high degree of concentration and
from location in the largest urban areas. Thus, at the same time that
manufacturing, retailing, back office operations, and distribution centers are
decentralizing, the headquarters functions of the economy are becoming more
highly concentrated in a relatively small number of urban areas, albeit not
always in traditional central business districts. Ironically, the
internationalization of business has contributed to increased agglomeration of
world and national corporate headquarters and the services on which they
depend (Cohen, 1979b). The development of corporate strategy requires a
concentration of highly specialized services in banking, law, accounting,
advertising, and economic analysis. Urban areas in which both corporate
headquarters and such advanced service firms are concentrated have become
"more than just centers for a widely dispersed network of production operations.
They have become ... centers of corporate planning and strategy formulation for
large corporations" (Cohen, 1979b:451; see also Conservation of Human
Resources, 1977). As this new concentration of headquarters and strategic
services has evolved, some of the places that once contained nationally
significant concentrations of specific industries have diminished in importance,
and others, such as Los Angeles and Houston, with a major base of such
services, are emerging as important international centers (Cohen, 1979a:467).

Demography and Urban Change

Several important changes in national demography complement and
reinforce the impact of changes in the economic structure of urban areas. The
slowing of population growth and the consequent aging of the population, the
increase in women's participation in the labor force, smaller households due to
declining birth rates, delayed marriages, the increased number of divorces, and
greater longevity have affected cities in several ways. The population density of
the older urbanized areas has declined in both central cities and close-in suburbs.
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There has been an apparent movement in recent years to nonmetropolitan
areas. Again, this process is not unique to the United States. It is closely
associated with the changes in the economic system, such as improvements in
transportation and communication, the technological and space requirements of
industry, and the growth of services that are not bound to central locations
(Long, 1981). This current trend in deconcentration of urban areas and of the
population nationally is different in character from prior great migrations, such
as the rural-metropolitan migration of the mid-twentieth century in which
people changed their basic style of living as well as their places of residence. In
many respects the current dispersion is a continuation of the urbanization of the
population, rather than a return to rural or small-town life as such. It should be
viewed as an organizational adaptation to changes in technology, the economy,
and social organization (Long, 1981:35, 99).

One important difference in current and past demographic trends is the
slight overall decline in intermetropolitan mobility for all age groups (Bureau of
the Census, 1982).3 This decline has occurred even though there has been
considerable deconcentration in the population at the same time. While mobility
for all age groups has declined, younger and more educated people continue to
be the most mobile (Bureau of the Census, 1982). Because the population is
aging, the generations that will replace the postwar baby boom generation are
smaller, different regions and urban areas have substantially different age
profiles and fertility ratios, and significant differences are developing among
the labor forces of urban areas and regions of the country (Berry, 1981; Jackson
etal., 1981).

Another demographic factor that reinforces the economic forces
restructuring the economy is increased levels of education. Higher educational
attainment accelerates the capital intensification of work by increasing pressure
for higher wages and for "more interesting" work by a larger proportion of the
labor force (Drucker, 1981).

While these trends indicate the general tendency of population changes, it
is important to remember that the averages do not tell the entire story. Although
the population in general has been dispersing and cities are becoming less
dense, the concentration of the poor, minorities, and immigrants in central cities
has been increasing (Bureau of the Census, 1978, 1981; Greenwood, 1980),
reflecting the greater ability of more prosperous

3 Mobility within metropolitan areas, however, apparently increased between 1975
and 1980. An analysis of Current Population Survey data on interhouse moves from
1970 to 1975 and 1976 to 1980 shows an increase of I percent for all age groups. There
is also a considerable difference in mobility among different regions of the country (New
York Times. March 2, 1983).
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people, including minorities, to move from central areas, leaving the poor
behind. It also appears to be related to the loss of jobs in manufacturing and
their replacement, if at all, with some service jobs that require higher levels of
skill (U.S. Department of Housing and Urban Development, 1982) and other
service jobs that employ different workers, such as women instead of black
men. The result has been a simultaneous increase in rates of unemployment,
nonparticipation in the labor force, and welfare dependency for central city
minorities (Kasarda, 1982), raising concerns about the development of an urban
underclass that lives outside the mainstream of economic life (National
Research Council, 1982a).

There are also other selective countervailing trends to the general de-
concentration of the population. Particularly in those cities in which
headquarters functions are concentrating, a growing number of single-person
and other small households with few children have been attracted back to the
central city, producing gentrification in close-in, architecturally interesting
neighborhoods that have good access to transit and work, good-quality housing,
and a varied physical and social environment (Berry, 1982).

This brief look at what has happened shows that cities have already made
many adjustments to shifts in economic structure and demography. To
understand the full significance of the adjustments and of the capacity of cities
to make them successfully, we need to examine more closely two fundamental
structural changes that are likely to continue well into the next century. The first
is the shift in the principal source of employment from the extractive and
transformative industries to service industries. The second is the shift from blue-
collar to white-collar jobs in almost all sectors of the economy.

THE SHIFT TOWARD SERVICES

Understanding how these prospects affect cities requires a closer
examination of the services themselves. While more and more people will be
employed in services, the future of all services and of employment in them is
not the same. The differences among the services have important implications
for urban areas and urban policy.

Classifying Service Industries

Detailed study of the service sector is relatively recent. It is impeded
somewhat by the way in which statistical information about industries and
occupations is classified and reported. One of the most serious gaps in
knowledge has been the lack of a satisfactory system for the classification
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of service industries.* Two reasonably comparable systems have been
developed in recent years.> The list on page 18 indicates how the standard
industrial classification (SIC) codes have been reorganized in the most recent of
these systems, which is used in this report.

Distinguishing among the different types of services is valuable to the
development of urban policy for several reasons. Close examination of the
characteristics of each class of industries can lead to clues about the

4 Various attempts have been made to classify industries into a manageable number of
broad categories in order to trace changes in the distribution of employment and income
over time. One of the most widely used industrial classification systems was devised by
A. G. B. Fisher (1935) and Colin Clark (1940). Their model distributed industries among
three sectors: (1) primary industries—agriculture, forestry. fishing, mining; (2)
secondary industries—manufacturing, construction, utilities; and (3) tertiary industries—
commerce, transportation, communications, services. The Fisher-Clark model has
limited usefulness in studying trends in service industries because it lumps all services
together in the tertiary category. The industries in this category, however, are quite
heterogeneous, differing as to size, capital requirements, output, productivity, and
location in cities and regions.

Despite the model's shortcomings, most empirical studies of the labor force have
continued to use the three-sector scheme with only minor variations, such as the
separation of transportation and communications from other services. Where more
detailed information is needed, it is usually restricted to the 10 groups of the standard
industrial classification (SIC) developed by the U.S. Department of Commerce, Bureau
of Economic Analysis: (1)agriculture, forestry, fishing; (2) mining; (3) construction; (4)
manufacturing; (5) transportation, communications, public utilities; (6) wholesale trade;
(7) retail trade; (8) finance, insurance, real estate; (9) services; and (10) government.
While this classification system is an improvement, the services class remains
heterogeneous.

> The first of the new systems, developed by Browning and Singelmann (1975), uses
the traditional classification for the first two sectors, which they call extractive and
transformative industries. They divide services into four classes: (I) distributive services—
transportation, communications, wholesale and retail trade (except eating and drinking
places); (2) producer services—finance, insurance, real estate, professional and business
services; (3) social services—health, education, welfare, government; and (4) personal
services—domestic, lodging, repair, entertainment. Distributive services reflect the next
stage (after extraction and transformation) in the development of goods as they move
"from the most undifferentiated primary form to their distribution to the ultimate
consumer” (Singelmann, 1978:30). While the other sectors do not follow this sequential
flow, they do comprise distinctive groups of industries.

Producer services mainly include industries that provide services to producers of
goods or that are concerned with property matters. Like distributive services, the
industries in this category provide intermediate services between the extractive and
transformative industries or between them and other sectors. Social services include
public, private, and nonprofit "collective" goods or services, while personal services are
characterized by their orientation to the individual consumer.

Stanback et al. (1981) have slightly modified Browning and Singelmann's scheme.
They divided the nonservices into two categories: agriculture and extractive and
transformative industries. Their six classes of services are (1)distributive services—
transportation, communications, wholesale trade; (2) retail services, which are separate
because they have different locational characteristics from the other industries in the
distributive services; (3) producer ser
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kinds of places in which they are most likely to locate. Understanding the
differences in their growth rates and occupational composition is also important
in formulating economic development strategies, in forecasting the performance
of local economies, and in identifying opportunities or problems for the growth
of particular industries or sectors.

Sectors SIC Codes
Nonservices

Agriculture 01, 01, 07-09
Extractive and transformative

Mining 10-14
Construction 15-17
Manufacturing 20-39
Services

Distributive services

Transportation, communications, utilities 40-49
(TCU)

Wholesale services 50-51

Producer services (including headquarters)

Central administrative office From each of the 10 basic SIC

codes
Finance, insurance, and real estate (FIRE) 60-67
Business services 73
Legal services 81
Membership organizations 86
Miscellaneous professional services 89
Social services 83
Nonprofit services
Health 80
Education 82
Retail services 52-59
Consumer services
Hotels and other lodging places 70
Personal services 72
Auto repair, services, and garages 75
Miscellaneous repair services 76
Motion pictures. amusements, and recreation 79, 84
services
Private households 88
Government and government enterprises 91-97

Source: Adapted from Noyelle and Stanback (1983).

By using this system of classification, the structural changes that have
already occurred and can be expected to continue to take place can be

vices (virtually the same as Browning and Singelmann), (4) nonprofit services,
established as a separate category from government-provided social services because it
allows a closer look at a variety of activities, particularly health services; (5) government
and government enterprises, which contains the remainder of Browning and
Singelmann's category of social services; and (6) mainly consumer services, a category
that corresponds to the personal services class of Browning and Singelmann. For a full
discussion of the system and the reasoning behind it, see Noyelle and Stanback (1983
Ch. I).
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more readily understood. Figure 1 illustrates what has happened since 1948 to
the share of total national employment in each sector of the economy. What is
immediately clear, beyond the common generalization of the continuing shift
away from extractive and transformative industries, is that there are substantial
differences in the performance of the different service sectors. The shares of
jobs in some sectors, such as distributive and retail services, are stable or
declining. Consumer services, which are often assumed to have grown rapidly
in response to the increased affluence of American consumers, have not in fact
done so, although some growth is projected for this sector in the 1980s
(Personick, 1981).

Nonprofit and Government Services

The growth of nonprofit services reflects the rapid expansion of education
services in the 1950s and 1960s. That trend slowed in the 1970s, and an
increase in the rate of growth for medical services occurred. Education and
health services are particularly susceptible to demographic trends, which in the
current period tend to be mutually offsetting. A decline in the numbers of
school-age children tends to reduce growth in education. Health services,
however, can be expected to grow in the United States because of an aging and
more health conscious population. Even faster growth should occur in other
parts of the world as both advanced and developing countries develop or
modernize their health systems (Ginzberg and Vojta, 1981:51).

The share of employment in government services dropped in the last
decade. When they are combined with nonprofit services, one can see a slowing
of the rate of growth for services aimed at collective consumption. It is
debatable whether the decline in government services is the beginning of a long-
term trend. To the extent that it reflects a reduction in the numbers of education
employees due to smaller public school enrollments, the trend probably is long
term. Some jobs could also shift from government to private sectors as a result
of the "privatization" of some public services. Government involvement in an
increasing range of complex problems, however, suggests that some growth in
this sector remains a possibility, especially if the private sector cannot maintain
full employment in an advanced economy.

As the economy of the nation and its urban areas has been restructured, the
significance of government has increased, especially as a regulator of the
economy, even though government plays a smaller role in the total gross
national product (GNP) than it did in 1950 (Ginzberg and Vojta, 1981), and
there has been no increase in employment. Most of the growth of government
employment in recent decades has been due to the expan
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sion of state and local governments, not the federal government.
Throughout the economy, and particularly in the urban economy, government is
not only an employer but also the provider of a wide range of services on which
other sectors depend (Knight, 1980). Education and health services are
particularly dependent on government financial assistance. If we view the urban
economy in a slightly different way, government and other nonprofit services
are an important part of the local sector—those parts of the economy that serve
local residents and businesses as contrasted with the traditional export sectors
that send their goods and services elsewhere and bring money from other
markets into the local economy. Like many producer services, nonprofit and
government services produce income and provide amenities that are essential to
the health of the export sectors (Business Week, 1981 a; Ginzberg and Vojta,
1981). Where government is the principal activity, as in the case of
Washington, D.C., and a number of state capitals, it acts as the export industry.
Taxpayers in the rest of the state or nation "buy" its services. Government
expenditure levels act as a multiplier in the economy, creating markets for other
services, construction, and some manufactured goods.

The Growth of Producer Services

The most important finding from this examination of the changing
structure of the economy is that producer services play a major role in the
expansion of the service economy. Producer services include those industries
that provide intermediate services to firms producing goods or other services.
Such services include the planning, management, financing, marketing, legal,
and accounting services that are essential to large-scale business enterprise and
to government. An important development in the expansion of producer
services is the growth of international markets for services that once relied
primarily on domestic demand. International demand for banking, insurance,
and telecommunications is expected to outpace domestic demand in the next
decade. Producer services' share of the labor force has grown by over 50 percent
since 1959. The share has grown faster in the last decade than that of any other
sector and by 1990 will account for 38 percent of the net increase in the share of
total employment by all services (Personick, 1981; Stanback et al., 1981). The
nonprofit sector has been responsible for a larger share of the shift, but while
the rate of nonprofit growth is projected to almost stabilize, the producer
services sector is the only one projected for more than a 10 percent increase in
the current share of employment by 1990 (Personick, 1981). There is some
evidence to suggest that producer services are already
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growing at a faster rate than shown in these projections (Stanback et al., 1981).

In many respects, producer services have become an important part of the
export base of the nation and the cities in which they are located. In 1980, for
instance, a $30 billion commodities trade deficit for the United States was offset
by a $35 billion trade surplus in services. When the clearly classifiable producer
services are added to similar activities carried on within the extractive and
transformative industries but not reflected in the data reported by industrial
classification, it is apparent that a major change is needed in how we think
about urban economies. Headquarters and producer services, together with
nonprofit and government services, have begun to replace manufacturing as the
economic base of many urban areas. These services generate wealth by
exporting knowledge and services to regional and international markets. They
also have a multiplier effect on the rest of the local economy.

The magnitude of growth in these producer, or "advanced," services in
some cities has been substantial. Figure 2 illustrates this by showing the change
in the structure of the Cleveland economy over a 22-year period, where most of
the growth in the net number of new jobs can be attributed to the growth of
these important intermediate services. In the figure, advanced services are
roughly equivalent to producer services. The figure also indicates a
considerable replacement in transformative industries of production jobs—those
directly involved with the making of goods—with nonproduction jobs in
corporate management, marketing, and research. Many of these jobs are similar
to those classified as producer services (Knight, 1980; Stanback and Drennan,
1978).

Consumer Services

When a closer look is taken at consumer services, some similar trends
appear. The consumer services that have grown steadily are those most
susceptible to large-scale centralized management but decentralized delivery of
a standard service, such as hotels, food franchises, and travel services. With
consolidation of control in such industries has come geographic specialization
of supporting services. The headquarters, accounting, and warehousing
functions are rarely located with the consumer outlets (Stanback et al., 1981).

BLUE-COLLAR CITIES, WHITE-COLLAR JOBS

The second major structural shift, from blue-collar to white-collar
occupations (see Table 2) is also more complex than meets the eye. Services
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The transition in Cleveland, 1954-1976.
Source: Adapted from Knight (1977).

employ a larger percentage of white-collar workers and service workers
than the nonservice sectors, but it would be a mistake to assume that every
white-collar or other service job requires a high degree of knowledge. Many are
routine, repetitive, and require primarily manual skills. There are also important
differences in the occupational profiles of the different services. Some have
high ratios of managerial, professional, and technical occupations, while others
employ predominantly low-skilled workers (Stanback and Noyelle,
1982:29-51). Another factor that affects the occupational profile of an industry
and of the economy as a whole is the impact of technology. One of the causes
for the decline in the proportion of blue-collar jobs is the substitution of capital
for labor, first in agriculture, mining, and manufacturing, and more recently in
services. The introduction of computers, industrial robots, and other automated
equipment into both manufacturing and service industries may not reduce the
number of jobs in the aggregate (it may even increase the total number available
in
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the whole economy), but it does change, often radically, who fills those jobs
and where they are located. Traditional blue-collar jobs in the non-service
industries are replaced by servicelike functions—management, research,
advertising, etc. (Stanback and Noyelle, 1982). This helps produce the anomaly
in many metropolitan areas of a surplus of production workers and a shortage of
technical and professional workers, such as computer programmers, engineers,
and chemists (Doolittle, 1982).

Table 2 Percentage Distribution of Employed Population, by Occupational Group,
1960, 1976, and 1982

Occupational Group 1960 1976 1982
White-collar workers 431 50.1 53.7
Professional and technical workers 11.9 15.2 17.0
Managers and administrators 8.6 10.6 11.5
Sales workers 7.6 6.5 6.6
Clerical workers 15.0 17.8 18.5
Blue-collar workers 38.5 32.4 29.7
Craft and kindred workers 14.1 12.6 12.3
Operatives 19.3 15.2 12.9
Nonfarm laborers 5.1 4.6 4.5
Service workers 11.6 14.4 13.8
Private household workers 2.8 1.8 1.0
Other service workers 8.8 12.6 12.8
Farm workers 6.7 3.2 2.8
Farmers 4.2 1.7 1.5
Farm laborers 2.5 1.5 1.3

Note: Distributions may not add to 100 percent because of rounding.
Source: Bureau of Labor Statistics (1983), Rumberger (1981).

Increasing the Proportion of '"'Knowledge'' Jobs

Table 3 shows the distribution of occupations for manufacturing,
construction, and various categories of service industries in 1980. Great
differences exist in the occupational profiles of each sector. What is significant
is that services employ more "knowledge" workers—that is, workers whose
jobs require a high degree of skills and training—than nonservices, and those
services that are growing the fastest (producer services, nonprofit services), as
well as government services, tend to have the highest proportions of
professional, technical, and managerial occupations. While these sectors have
traditionally had a large clerical component, three factors should be kept in
mind: clerical jobs generally pay less than crafts or operative jobs, they are
heavily dominated by women, and they are not
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growing as rapidly in these industries as technical jobs requiring higher
skills or training. In addition, changes in office technology could substantially
change the demand for clerical workers in all sectors. The large number of
service workers in the nonprofit sector reflects subprofessional jobs, which for
the most part are not on career ladders that allow promotion into professional
ranks (Stanback et al., 1981:66-88).

There is some evidence that a substantial amount of "de-skilling" is taking
place through division of some of the most complicated jobs in the economy
into components that require less skill or training (Rumberger, 1981). Thus,
some managerial and professional jobs have been divided into a number of
technical or subprofessional positions. Between 1970 and 1976 this de-skilling
resulted in a decline in the percentage of the most highly skilled jobs
(Rumberger, 1981:585).

These major transformations of work pervade both the service and
nonservice sectors. As we have indicated, many of the services are being
restructured through new corporate forms (e.g., nationwide banking, national
food service corporations), the replacement of labor with capital (e.g.,
computerization of offices), increased knowledge requirements for some
occupations, and the segmentation of labor markets.

Technology and the Future of Work

On one hand, technology plays an important part in simplifying many
tasks, thereby reducing the level of skill that workers need to perform them
(Braverman, 1974). On the other hand, technological advancement creates
demands for more sophisticated tasks and very high-level workers to perform
them; new technology challenges us to use it.

Because the interaction of technology and jobs is so complex, there is as
yet no conclusive evidence of the effect of technological changes on the number
and distribution of occupations in many service industries. There is
considerable debate about whether new technology will create or eliminate jobs
and the kinds of jobs that will be affected (Levitan and Johnson, 1982;
Schwartz, in press). In part this debate occurs because growth rates in various
occupations are difficult to trace to specific technological or market causes. Part
of the problem stems from inadequacies in our system for classifying jobs and
occupations. In some industries, what may appear to be a shift toward higher-or
lower-status jobs may only reflect the stage that industry has reached in its
development. A new industry may currently be very knowledge-intensive. Once
it has developed, however, some of its jobs will be simplified. This has already
occurred in such industries as computer chips as they have moved from product
or service development to mass production. At the same time,
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however, the ratio of nonproduction to production workers is increasing in
almost all goods-producing industries. And there are some disturbing signs that
technology could indeed eliminate many kinds of service jobs that have
previously been taken for granted, particularly in clerical occupations
(Schwartz, in press).

Segmentation of the Labor Market

As employment shifts to services, the structure and behavior of the labor
market of the service industries become increasingly important. Not only do
services employ fewer craftsmen and operatives than manufacturing industries,
but also lower-level jobs in services tend to pay less and be less sheltered (for
example, they lack retirement plans and union contracts) than lower-level jobs
in manufacturing (Stanback and Noyelle, 1982). A much higher proportion of
them are part-time jobs, as shown in Table 4, and a very large proportion are
filled by women. As one moves toward the bottom of the occupational
hierarchy, service jobs are increasingly filled by black women (Treiman and
Hartmann, 1981). Nonwhites generally have had more success in finding
employment in certain services (for example, food service, education, public
administration), but even in these industries they are not well represented in the
higher-level occupations. A particular problem for those concerned with the
implications for urban areas is presented by the fact that while black female
participation in the labor force has been increasing, the participation rate of
black men has been declining and will probably continue to decline slightly
unless the economy enjoys a period of extremely high growth (Fullerton, 1980).

Table 5 projects growth in each occupational class from 1978 to 1990.
While the overall profile of occupations is projected to remain fairly stable
during the decade, the greatest rates of growth are expected in professional,
technical, and related occupations and in service workers. Operatives and
laborers, the traditional entry points to the labor market, show the least growth.
These trends, particularly when read together with the occupational structure of
the services that seem most likely to experience high future growth rates,
suggest that a dual labor market could be emerging, "with a growing separation
between relatively good jobs and relatively bad jobs" (Stanback et al., 1981:50).°

¢ For further discussion of this problem, see Beck et al. (1978), Berger and Piore
(1980), and Bluestone (1970). For an extensive discussion of the debate among labor
economists about the existence of a dual labor market, see Cain (1976).
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Table 5 Percentage Distribution of Civilian Employment in Occupations With
25,000 or More Workers

Occupation Actual 1978  Projected 1990  Change 1978-1990

Professional, technical, 16.0 16.7 30.3

and related (15,570) (20,295)

Managers, officials, and 9.0 8.8 21.3

proprietors (8,802) (10,677)

Sales workers 6.6 6.7 25.4
(6,443) (8,079)

Clerical workers 18.3 18.6 26.37
(17,820) (22,519)

Crafts and related workers 12.0 12.1 25.6
(11,679) (14,668)

Operatives 14.6 13.7 16.8
(14,205) (16,584)

Service workers 14.8 15.8 333
(14,414) (19,220)

Laborers 6.0 5.8 19.9
(5,902) (7,078)

Farmers and farm workers 2.8 2.0 -16.3
(2,775) (2,327)

Total, all occupations 100.0 100.0 24.4
(97,610) (121,297)

Note: Numbers in parentheses represent thousands of workers. Percentages may not add to 100
because of rounding.
Source: Carey (1981).

This problem can be illustrated by the medical and health occupations,
which have been among the fastest growing services and are expected to
continue to expand rapidly during the next decade (Carey, 1981; Sekcenski,
1981). There is a clear separation of the market levels of pay and degree of
shelter between credentialed professionals (doctors, nurses, technicians) and
paraprofessionals (nurses' aides, practical nurses) and service workers
(orderlies, food and laundry workers).” This structure offers little chance for
mobility between occupational categories and very short career ladders within
each occupational group. That may not differ markedly from the situation in
manufacturing in which few shop workers ever

7 During the last decade, the proportion of professional and technical workers in the
health industries increased. Clerical workers also increased, but the proportion of service
workers declined. Women make up 75 percent of all workers in health services. but
throughout the industry they earned less than men in equivalent occupations. About 20
percent of all health employees work part time (Sekcenski, 1981).
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become executives. The difference is that shop jobs are paid well and have
fringe benefits, security, and protection from unfettered managerial discretion.
By contrast, many health service jobs have low pay, few fringe benefits, and
little security.

It could be argued that health services have traditionally had a highly
segmented employment pattern and are not typical of the occupational structure
of the services. There is at least tentative evidence from early research on banks
and department stores in New York City that these industries, which
traditionally offered long career ladders that progressed from sales or teller
positions into the management hierarchy, are increasingly developing two
separate career tracks. Entry into the management track depends on college or
higher-level professional education prior to entry. Sales and clerical positions
are viewed as being on a separate track, with little opportunity to move into a
management position unless one enters these positions as a college trainee.®
Thus increased college attendance by minorities has been important in
offsetting the tendency toward a dual labor market.

In contrast to manufacturing and construction jobs, which in the past
provided entry into the labor market for a large proportion of workers, entry-
level jobs in the services today tend to be poorly paid and poorly sheltered and
to offer less opportunity for future income and occupational progress. These
jobs are often part time and are more likely to employ minority women than
minority men (Stanback and Noyelle, 1982).

Intermediate-level jobs are not necessarily drying up; they are, however,
changing. Access to them from lower occupations is not as common as it was in
the past in the manufacturing industries or in many of the traditional service
industries, such as retailing, distribution, and banking.’ The one sector in which
career ladders have been long and open is government. Public employment
traditionally has been important in the occupational mobility of minorities. For
the short term, however, the reduction in the growth rate of public sector jobs
may reduce the access of minorities to middle-and higher-level occupations
(Harrison, 1972; Jones, 1979).

8 Progress report on research, presented by Thomas M. Stanback, Jr., at the meeting of
the Committee on National Urban Policy, Woods Hole, Massachusetts, July 25, 1982.
Also see Bluestone (1981).

° In some cases, this results in the imposition of higher skill or knowledge
requirements than some jobs actually require, because of the rising educational levels of
much of the population (Berg, 1971).
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Summary

The complex shift from blue-collar to white-collar occupations reflects not
only the shift of employment from manufacturing to services but also important
changes in the nature of the work being done in all industries. An increasing
proportion of the jobs in manufacturing requires education and training acquired
before entry or acquired off the job. There are fewer jobs for low-skilled manual
laborers. At the same time that the average level of knowledge required for
employment is increasing, some jobs are being broken into components that
demand less skill or are being routinized, while the knowledge requirements for
other jobs are increasing. In many of the services there also appears to be a
tendency for the labor market to divide between occupations that require higher
education or special training and those that do not. The higher-level occupations
offer better incomes and opportunities for advancement and are sheltered in
other ways. The lower-level occupations tend to be part time, less sheltered than
either the high-level service jobs or traditional manufacturing jobs, and filled by
women.

These changes in the structure of employment produce problems, both of
entry into the labor market and in career advancement for those who are poorly
trained or educated. In light of our history of racial, ethnic, and gender-based
discrimination, they pose special problems for the employment of minority men
and for the equality of women in the labor force. The number of intermediate-
level jobs is not necessarily declining, but the requirements for access to those
jobs are different in an advanced economy than they were in an earlier time. An
economy based heavily on services seems less likely to offer unskilled workers
the same expectations of rising incomes and benefits that were once common in
growing manufacturing industries. Thus there is some possibility that an
advanced economy could produce sharper class distinctions than have existed in
the post-World War II period.

THE CONTINUING IMPORTANCE OF MANUFACTURING

In discussing fundamental structural shifts toward services and white-
collar employment it is important to keep in mind that while the transformative
and extractive industries will employ a relatively smaller proportion of the work
force, their contribution to the gross national product will not necessarily
decline correspondingly. As Figure 3 shows, the share of GNP of the nonservice
sectors has fallen over the last 30 years but at a much slower rate than their
share of employment. The Bureau of Economic Analysis long-range projections
even show a gain in the nonser
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vices' share of the economy in 2030. This implies that the earnings per worker
in manufacturing will rise faster than average; thus, those people and places that
can survive in the contracting manufacturing sector will be well rewarded. Also,
while the proportion of the labor force employed in manufacturing can be
expected to decline, the absolute number of jobs in manufacturing industries
may increase slightly (Bureau of Economic Analysis, 1982; Personick,
1981:38-39).10
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Figure 3

Shares of the gross national product for services and nonservices, 1948-1978
and 1990-2030. Source: For 1948 and 1968, Ginzberg and Vojta (1981); for
1978 and projections, Bureau of Economic Analysis (1981).

10 Even the low-growth scenario of the Bureau of Labor Statistics projects actual
growth in all major sectors except private household employment (Personick, 1981:38).
We caution again, however, about reliance on projections. There is need for closer study
of changes in the workplace and of the behavior of firms and employees as new
technology is introduced.
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Several things are important in interpreting this information. First, the new
jobs are not likely to be of the same kind as in the past. Second, within each
industry there will continue to be replacement of blue-collar, manual-labor jobs
with white-collar and other jobs requiring a greater knowledge. Over 35 percent
of all employees in nonservice industries already are in nonproduction
occupations. Third, the slow growth in manufacturing jobs also reflects
displacement of labor with robots and other machines. Thus, a smaller
proportion of the work force will be engaged in actually making things, and a
greater proportion will be managing, planning, selling, and inventing the things
that are produced. Fourth, those aspects of manufacturing that remain labor-
intensive will increasingly be performed by workers in other countries
(Drucker, 1981).!! While the trend toward overseas production of labor-
intensive goods may be retarded by stringent legislation restricting imports, it is
unlikely to be fully prevented.

Clearly the demand for labor is changing in both national and urban
markets. Almost all urban areas have some jobs that the local labor force cannot
fill and some workers who cannot find jobs that can use their skills (Cetron and
O'Toole, 1972). Because of the historic concentration of specialized industrial
production in particular urban areas, the restructuring of manufacturing
produces local labor surpluses, whether the direct cause is technological change
within an industry or product substitution in the marketplace, as in the
replacement of steel with aluminum and plastics in construction and
manufactured goods. Other areas of the country that house a higher proportion
of new or expanding industries may experience a temporary labor shortage
(Ballard and Clark, 1981; U.S. Department of Housing and Urban
Development, 1980). This analysis assumes that the shift from manufacturing to
services will continue at a moderate rate, in national terms. If imports of
manufactured goods increased sharply, however, the decline in U.S.
manufacturing employment could be massive and could strip many areas of
their sources of export types of jobs. New jobs and skills could not be
substituted fast enough to prevent the stagnation and even significant
contraction of some areas. The widespread alarms of economic collapse,
however, rarely are realized. "Doomed" Altoona, Pennsylvania, for example,
still exists. Moreover, in 1980 it still had 97 percent of its 1940 population.

I For an illustration of this process, see "U.S. Auto Makers Using More Mexico
Plants." New York Times, July 7, 1982, p. 1.
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REGIONAL GROWTH AND DECLINE

Structural changes in manufacturing have had their most dramatic effect in
the old-line industrial areas. As factories closed or reduced their work forces,
urban decline began to replace uncontrolled urban growth as the major concern
of public policy (Bradbury et al., 1982; Hanson, 1982). Even without the
recession, structural changes were producing high levels of unemployment in
some industrial areas. Physical deterioration and fiscal stress in such places are
also common (Bradbury et al., 1982; Burchell and Listokin, 1981).

There has been a tendency to interpret the redistribution of population and
employment among the multistate census regions of the country that has
accompanied these developments as a zero-sum game between Sunbelt and
Frostbelt regions. It has also been suggested that the decline of older cities and
the rise of newer ones are inevitable as the inexorable forces of change in a
postindustrial society work themselves out (Hicks, 1982; President's
Commission for a National Agenda for the Eighties, 1980; U.S. Department of
Housing and Urban Development, 1982).1?

Some important interregional adjustments are taking place. The principal
generator of employment growth in the Sunbelt, however, has not been the
migration of firms from the older Frostbelt cities. The principal source of new
jobs in the southwestern and mountain regions has been the expansion of
existing firms (Armington and Odle, 1982). The low rate of job formation in the
Frostbelt stems from low rates of large firm expansion, high rates of large firm
contraction, and high rates of firm death (Armington and Odle, 1982; Garnick,
1978). Thus the differences in regional employment growth (or decline) stem
principally from differences in rates of expansion and birth of firms (Armington
and Odle, 1982; Birch, 1981; Norton and Rees, 1979; Rees, 1979a). While
firms as such may not have moved, capital in the form of liquid assets has
moved and has been used to start new firms in new places instead of reinvesting
in older firms and communities (Bluestone and Harrison, 1982).

Another important factor in the decline of manufacturing jobs in many
Frostbelt cities is that older industrial plants located in those places are often the
least productive because of obsolete equipment, manufacturing processes, and
plant designs. When shut down for cyclical reasons, they

12 Interestingly, The President's National Urban Policy Report, 1982 (U S.
Department of Housing and Urban Development, 1982) argues that the most serious
urban economic problems stem from structural changes in the economy, but the report
recommends that policy rely primarily on a cyclical remedy: the economic recovery
program of the administration.
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are the least likely to reopen. If they are modernized, they become more capital-
intensive and do not recall all of the laid-off work force. The key factor,
however, is not regional location but obsolescence, as the shutting of steel mills
in California and Alabama illustrates.

The geographic concentration of energy industries and the growth of
military-related employment, influenced by national policies that have
encouraged flows of capital and labor into these industries, have also been
significant forces in the development of Sunbelt cities.'*> Other factors are also
important: the migration of older people with considerable amounts of
retirement income to more benign climates offered by Sunbelt states, higher
fertility rates, lower participation rates for women in the labor force (although
the rates are quite high in some regions, such as the South Atlantic), and the
presence of large numbers of immigrants who provide a pool of labor at
relatively low cost for some kinds of enterprises.'*

The factor almost uniformly overlooked in the Frostbelt/Sunbelt
controversy is that the Frostbelt has consistently captured more than its share of
corporate headquarters and producer services (Stanback et al., 1981:98-99). In
fact, during the 1970s many of the Frostbelt cities appear to have reinforced
their comparative advantage in producer services. This seems due in large part
to the existence of a strong base for a service economy because of the historic
concentration in the major Frostbelt metropolitan areas of the most highly
sophisticated of those services, such as international banking, stock exchanges
and other financial services, specialized law firms, accounting headquarters, and
advertising and mass media firms (Stanback and Noyelle, 1982). Part of the
reason for overlooking this phenomenon is the statistical illusion created by the
way in which the service sectors are reported. By combining many producer
and consumer services into one aggregate service category, some of the fast-
growing producer services are offset by the more slowly growing consumer
services. In addition, the employment data on the manufacturing sector nor

13 Much of the new growth in manufacturing in the Sunbelt has also been in new
industries, such as energy, aerospace, and electronics. Perry and Watkins (1977) identify
six dominant growth industries they believe to be primarily responsible for the growth of
Sunbelt cities: agriculture, defense, advanced technology, oil and natural gas. real estate
and construction, and tourism and leisure.

14 See Jackson et al. (1981:36-46) and Bureau of Economic Analysis (November
1981) for a discussion of these trends in different parts of the country. The availability of
low-wage, low-skilled labor was found significant in studies of specific Sunbelt labor
markets in which there has been growth in manufacturing and retail employment. See
particularly the discussion of Phoenix in Stanback and Noyelle (1982:102-104).
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mally do not break out the internal services from the production work. Since
consumer services tend to follow trends in population growth and disposable
income, the high growth rate for services in Sunbelt cities disguises major
qualitative differences among cities in the kind of service growth they are
experiencing (Stanback et al., 1981).

There are urban areas in every census region that are undergoing severe
stress from structural changes in their local economies. The problems of
troubled cities in the South, such as Birmingham and New Orleans, and
exceptions to regional decline, such as Columbus and Akron, Ohio (Schriber,
1982), and Boston, suggest that the industrial mix and the diversity and quality
of the metropolitan labor market may be far more important factors in the
capacity of local economies to adjust to structural changes than is mere regional
location (Rees, 1980). All regions have growing, stagnant, and declining urban
areas. Those urban areas that have historically functioned as national and
regional centers for major corporate headquarters, branch offices, or division
offices; as regional distribution centers; and as centers of banking and
information are making a smoother transition to the new economy, whether they
are located in regions that are growing or declining. In contrast, those urban
areas whose economies have depended more heavily on a single manufacturing
industry or a narrow range of industries are having the most difficult time,
regardless of their region (Noyelle and Stanback, 1983). This is not to say that
some of the most service-oriented cities are without economic problems. They
may rank high on various indices of urban distress. A city with a substantial
base for local expansion of sectors that are strong in national and international
markets is more likely to make the transition to a new set of functions than a
city that lacks such a base."”

The difficulty in generalizing about cities in census regions is partially
illustrated by Figure 4, which compares the economic performance of
metropolitan areas with the geographic regions within which they are located.
Only in the East South Central region do all cities exceed the average
performance of the region's economy. While some regional attributes are indeed
important in the growth and decline of specific urban areas, it is important not
to overstate their significance. In general, where a city is located seems less
significant in forecasting its economic condition than what it does. It is
therefore more useful to define regions as working urban market areas, rather
than as static statistical areas. These dynamic

15 Size also makes a difference (Noyelle and Stanback, 1983; Stanback and Noyelle,
1982).
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3
The New Urban System

A CLASSIFICATION OF URBAN AREAS BY FUNCTION

A new urban system is emerging. It is both the product and the producer of
a convergence of resources, capital, labor, technology, and institutions. It
requires us to think about cities and urban policies differently than we have in
the past.!

The new urban system is characterized by the growing dominance in
corporate and producer services of a relatively small number of national and
regional "command and control" centers. In these centers, strategic economic
and political decisions are made that affect both these cities and the rest of the
urban system. The centers contain high concentrations of corporate and
government headquarters, producer services, and higher education and cultural
resources. The remaining urban areas are more

!'In the development of this section of the report, the committee acknowledges its debt
to a number of scholars whose theoretical and empirical investigations have been
extensively used, in particular, Berry (1974), Cohen (1979a), Dunn (1980), Perloff
(1981), and Pred (1977).

The urban system described here closely follows that developed by Noyelle and
Stanback (1983). Their work is the most extensive empirical investigation of the effect of
structural changes on cities. Together with other studies by them and their colleagues at
the Conservation for Human Resources Project of Columbia University, a rigorous
analysis of the service economy and its consequences for cities has begun to appear. The
committee is also grateful to Thomas M. Stanback, Jr., Richard V. Knight, Wilbur
Thompson, and Daniel Garnick for their willingness to share their research and ideas
with the committee and to participate in committee workshops to explore the issues and
ideas discussed in this chapter.
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specialized in their economic functions, which tend to be subordinate to the
decisions made in the command and control centers, and they can be grouped
by their primary orientation as consumer service centers or production centers.
Figure 5 illustrates the classification on which this chapter is based. We fit the
140 largest metropolitan areas into four classes: (1) diversified service centers,
(2) specialized service centers, (3) consumer-oriented centers, and (4)
production centers. Each group contains sub-classes based on size and type or
degree of specialization.> Table 6 lists these 140 metropolitan areas within the
four categories and gives indications of their size.

We have become used to thinking of urban systems as discrete physical
places, such as metropolitan areas. While metropolitan areas are physical
realities, they do not capture the full urban system in an advanced industrial
economy. The new urban system transcends the metropolis and even the
megalopolis (Gottman, 1961) of contiguous metropolitan areas.? It is perhaps
best to think of it as consisting of an increasingly interdependent group of major
cities containing firms and agencies with overlapping and fluctuating spheres of
influence that extend beyond their immediate metropolitan areas. In some cases
these spheres of influence extend into other regions, in some cases to other
nations. The parts of the system are linked not only by transportation and
communications systems but also by corporate structure and business
relationships. This functional interdependence often conflicts with political
pushes toward more sharply defined localism (Berry, 1974; Greer, 1965).

One should keep in mind that few if any of the metropolitan areas listed in
Table 6 are pure examples of the class in which they have been placed. Because
the system has evolved from existing cities, many of which may have
performed different functions in the past, it is quite possible for a city in one of
the subordinate categories to house the headquarters function for a firm or
industry. No place performs only a single function. The purpose of the
classification is to help us gain a better understanding of the center of gravity of
the economies of different places. In urban form the most recently developed
areas, such as Phoenix and Dallas, are more likely to mirror the physical
impulses of the technology and business

2 The classification system was developed by calculating the "location quotient" for
each standard metropolitan statistical area (SMSA). Briefly described, this technique
measures the difference between the national profile of employment, by sector, and that
of each SMSA. For a full explanation of the methodology and tables showing the results
of the calculations for each SMSA, see Noyelle and Stanback (1983:86-106 and
Appendix IV-1:346-364).

3 Gottman is also of the opinion that the new urban system cannot be neatly confined
to traditional physical forms (lecture at University of Maryland, March 26, 1982).
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organization of an advanced economy, much as Lowell, Massachusetts, and
Wheeling, West Virginia, reflect those of the industrial eras during which they
experienced their most rapid growth.

COMMAND
AND
CONTROL
CENTERS
DIVERSIFIED SPECIALIZED
SERVICE SERVICE
CENTERS CENTERS
Nations! Reglonal Subregional Functional Qoveroiiins: | | Educalon-
. New ¥ G s ith
York deiphial Marphis) fe5., Datron o S gl Ol L d
SUBORDINATE
CENTERS
CONSUMER-ORIENTED PRODUCTION
CENTERS CENTERS
Residential Aesort- Manufacturi industrisi- Mining-
n.;., * HAetiremant Imnr:.l i ?:imag“ :::dumitl
Natsau) (e.5., Tampa) Bufalol Di‘:;:i e )
Figure 5

Classification scheme of the 140 largest metropolitan areas.

This system of classification, using the metropolitan area as the unit of
analysis, also does not focus on the distinction within each metropolitan area
between the subeconomy of the central city and that of the suburbs or of the
total urban area. Those distinctions are particularly important in addressing
problems that have a jurisdictional and political basis, such as the concentration
of blacks and poor people in central cities. It is important to recognize that these
noneconomic facts of life often have a profound
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f § :E Table 6 The 140 Largest Metropolitan Areas Classified by Type and Size, 1980
25 ® 1980 1980
£ 2L Population Rank Population-Size Group®
3 § _S 1. Command and control centers
5 o S Diversified service centers
&< o National
2% = New York, N.Y. 1 1
2 g .«2 Los Angeles, Calif. 2 1
-g o £ Chicago, I11. 3 1
© 0 & San Francisco, Calif. 7 1
= qé e Regional
Eo0 Philadelphia, Pa. 4 1
E £ s Boston, Mass. 6 1
8 as Dallas, Tex. 10 1
© §_8 Houston, Tex. 11 1
G T8 St. Louis, Mo. 12 1
8 é’ o Baltimore, Md. 14 1
= Minneapolis, Minn. 15 1
=5'% Cleveland, Ohio 17 1
T 45 Atanta,Ga, 18 2
s2®@ Miami, Fla. 21 2
- g 2 Denver, Colo. 22 2
£ £ Seattle, Wash. 23 2
S % o Cincinnati, Ohio 26 2
E2e Kansas City, Mo. 28 2
© ¢ Phoenix, Ariz. 30 2
S Qo Indianapolis, Ind. 32 2
2 g ® New Orleans, La. 33 2
@ oo Portland, Oreg. 34 2
£ 35 Columbus, Ohio 35 2
2 ‘% Subregional
220 Memphis, Tenn. 41 3
© % > Salt Lake City, Utah 45 3
D8 Birmingham, Ala. 46 3
S = é Nashville, Tenn. 52 3
2 £5 Oklahoma City, Okla. 53 3
55 2 Syracuse, N.Y. 58 3
cog Richmond, Va. 65 3
=3 g Charlotte, N.C. 66 3
‘GEJ ° 3 Omabha, Nebr. 69 3
8 2< Mobile, Ala. 91 4
GEJ_ o0 Little Rock, Ark. 101 4
=9 ® Shreveport, La. 106 4
TEO Des Moines, lowa 110 4
%’ g @ Spokane, Wash. 114 4
z g% Jackson, Miss. 120 4
cS& s Specialized service centers
2,8 Functional centers
Fe5 Detroit, Mich. 5 1
2o 2 Pittsburgh, Pa. 13 1
weg Newark, N.J. 16 1
E § g Milwaukee, Wis. 24 2
0 g®
=0
sEE

o ©
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1980 1980

Population Rank Population-Size Group®
San Jose, Calif. 31 2
Hartford, Conn. 36 2
Rochester, N.Y. 38 3
Louisville, Ky. 40 3
Dayton, Ohio 44 3
Bridgeport, Conn. 47 3
Toledo, Ohio 50 3
Greensboro, N.C. 51 3
Akron, Ohio 57 3
Allentown, Pa. 62 3
Tulsa, Okla. 63 3
New Brunswick, N.J. 67 3
Jersey City, N.J. 70 3
Wilmington, Del. 75 3
Paterson, N.J. 78 4
Knoxville, Tenn. 86 4
Wichita, Kans. 96 4
Fort Wayne, Ind. 100 4
Peoria, Ill. 103 4
Kalamazoo, Mich. 137 4
Government-education centers
Washington, D.C. 8 1
Sacramento, Calif. 39 3
Albany, N.Y. 48 3
Raleigh-Durham, N.C. 77 4
Fresno, Calif. 81 4
Austin, Tex. 82 4
Lansing, Mich. 84 4
Oxnard-Ventura, Calif. 85 4
Harrisburg, Pa. 88 4
Baton Rouge, La. 89 4
Columbia, S.C. 99 4
Utica, N.Y. 111 4
Trenton, N.J. 112 4
Madison, Wis. 113 4
Stockton, Calif. 117 4
Education-manufacturing centers
New Haven, Conn. 54 3
Springfield, Mass. 64 3
Tacoma, Wash. 90 4
South Bend, Ind. 100 4
Ann Arbor, Mich. 140 4
2. Subordinate centers
Consumer-oriented centers
Residential centers
Nassau, N.Y. 9 1
Anaheim, Calif. 19 2
Long Branch, N.J. 76 3
Resort-retirement centers
Tampa, Fla. 25 2
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56

5E3

=82 1980 1980
© 5 © Population Rank Population-Size Group®
< 55 Riverside, Calif. 29 2
fo; 5 Ft. Lauderdale, Fla. 43 3
5 ; g Honolulu, Hawaii 55 3
S < Z Orlando, Fla. 68 3
2%z West Palm Beach, Fla. 79 4
2 g ,g Albuquerque. N.M. 95 4
259 Las Vegas, Nev. 108 4
E = ‘g Santa Barbara, Calif. 122 4
£ Q0 Production centers

£ & ﬁ Manufacturing centers

25 Buffalo, N.Y. 27 2
3 § IS Providence, R.1. 42 3
B g S Worcester, Mass. 59 3
G T8 Gary, Ind. 60 3
$2a Northeast Pennsylvania 61 3
F 02 Grand Rapids, Mich. 71 3
3‘ g % Youngstown, Ohio 72 3
X 5 S Greenville, S.C. 73 3
5§25 Flint, Mich. 74 3
i % 2 New Bedford, Mass. 80 4
0 2% Canton, Ohio 92 4
85 e Johnson City, Tenn. 93 4
£E2 2 Chattanooga, Tenn 94 4
892 Davenport, lowa 98 4
c 83 Beaumont, Tex. 104 4
oo York, Pa. 107 4
i S Lancaster, Pa. 109 4
S35 Binghamton, N.Y. 115 4
x 482 Reading, Pa. 116 4
= g2 2 Huntington, W.Va. 119 4
T2 Evansville, Ind. 124 4
523 Appleton, Wis. 125 4
55 Erie, Pa. 131 4
223 Rockford, I11. 134 4
~ £  Lorain, Ohio 136 4
cod Industrial-military centers

S5 8 San Diego, Calif. 20 2
L9 San Antonio, Tex. 37 3
2 $e Norfolk, Va. 49 3
5 o & El Paso, Tex. 87 4
e E Charleston, S.C. 97 4
g % S Newport News. Va. 102 4
2 g 5} Lexington. Ky. 121 4
=02 Huntsville, Ala. 123 4
2R Augusta, Ga. 126 4
2% % Vallego, Calif. 127 4
Fog Colorado Springs, Colo. 128 4
3o Pensacola, Fla. 132 4
T £5  Salinas, Calif 133 4
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1980 1980
Population Rank Population-Size Group®
Mining-industrial centers
Tucson, Ariz. 83 4
Bakersfield, Calif. 105 4
Corpus Christi, Tex. 118 4
Lakeland. Fla. 129 4
Johnstown, Pa. 135 4
Duluth, Minn. 138 4
Charleston, W.Va. 139 4

2 1980 population size group: (1) more than 2 million (17 SMSAs), (2) 1-2 million (19 SMSAs), (3)
0.5-1 million (39 SMSAs), (4) 0.25-0.5 million (65 SMSAs). The 126 SMSAs of less than 0.25
million are not included in this table. Most of these smaller SMSAs would fall into the subordinate
classes, although a few could be considered as specialized service centers because of concentrations
of government and education functions.

Source: Adapted from Noyelle and Stanback (1983).

influence on such economic decisions as where to invest in an urban area.
Our purpose in using the metropolitan area as the basis for classification is not
to obscure this harsh reality but rather to focus on the central economic
characteristics of urban areas as a basis for both national and urban strategies
that may provide more leverage for overcoming some of the historic difficulties
in fashioning urban economic development policy.

The classification system describes the most prominent economic role of
each metropolitan area in 1980, the year it was calculated. No area is
permanently or necessarily consigned to a particular class. An area can undergo
transformation over time from being one type of place to being another type.
This transformation has already happened in many places, and there are signs of
its being in progress in others. The process can be slow or rapid, depending on
the circumstances. There are some strong indications, for example, that Houston
may soon join the national centers (New York, Chicago, San Francisco, and Los
Angeles) as its international banking and other producer services expand.
Miami may be moving in the same direction, having already gone through a
transformation from a residential and resort center to a regional center. Boston's
role as a regional center has become more pronounced in recent years as its role
as a production center has diminished. Cities like Akron have recently
strengthened their roles as specialized centers as their production roles have
declined, and places like Pittsburgh and Cleveland are undergoing obvious
transformations from specialized service centers to diversified regional centers.
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There seems to be a tendency for cities in the producer-oriented and
consumer-oriented classes to increase their degree of specialization (although
there is also some tendency for diversification in the large consumer-oriented
areas). This reflects the growing tendency of business organizations to restrict
the different phases and functions of producing goods or providing services to
specialized centers. Insurance companies, for example, are increasingly
relocating their records maintenance functions in smaller metropolitan areas and
nonmetropolitan areas that may be some distance from the home office.

COMMAND AND CONTROL CENTERS

The metropolises we have called command and control centers include two
basically different types of places: diversified service centers and specialized
service centers. Each category can be divided further by size and function.

Diversified Service Centers

The 39 metropolitan areas identified by Noyelle and Stanback (1983) as
diversified service centers include three subgroups: national, regional, and
subregional centers. In some respects they perform a hierarchy of service
functions, the largest national centers providing the greatest agglomerations of
corporate complexes and the most sophisticated producer services. They hold a
virtual monopoly in some services, such as international banking and mass
communications.

The regional centers tend to have smaller corporate complexes, although
many of them have been growing rapidly. They do not, as a group, offer as
large or as sophisticated an array of producer services as the national centers,
but along with the subregional centers they are growing in relative importance
as distribution centers and as locations for branch and division offices of major
corporations.

Almost all the diversified service centers are served by large airports. The
national and regional centers have 11 of the 13 largest international airports in
the United States (Honolulu and Washington, D.C., are the others; Newark's
airport is part of the greater New York region's transportation complex) and
account for over 85 percent of all international passenger air traffic in the nation
(Noyelle and Stanback, 1983).

National Centers

The most distinguishing characteristic of the national centers (New York,
Chicago, Los Angeles, San Francisco) is the increasing concentra
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tion of banking and financial services there. Of the nation's 50 largest
commercial banks, 20 (including all but 3 of the top 20) have their headquarters
in these 4 places, and 25 of the 50 largest diversified financial companies are
also there (Fortune, July 12, 1982:134, 138). These institutions are the most
prominent providers of banking services, including both business and consumer
credit. Their influence in the regional centers has grown in the last decade
through the use of loan production offices. They are in strong positions to
develop branches as banking is deregulated. They virtually control the market in
municipal securities and have spearheaded the development of foreign banking
in the United States.

This heavy concentration of banking services in the national centers means
that there are almost no other places in the country to which one can go for
large-scale financial services. These cities contain the institutions with the
money and the other highly specialized expert services needed to put financial
deals together. The largest and most highly specialized law firms, the
headquarters of the largest accounting firms, and the largest array of other
consulting services in management, advertising, economics, and public relations
are located there. They also are almost exclusively the U.S. headquarters for
transnational corporations and banks with North American branches (Cohen,
1979a; Conservation of Human Resources, 1977). Because of their
concentration of services, even major corporations that have their headquarters
offices in other cities often maintain offices in the national centers to improve
their access to the services that are provided there.

Regional Centers

The 19 regional centers are not as sophisticated as the national centers in
the range of producer services they provide, but they are both more highly
diversified and more specialized than other cities in the system. Many of these
areas contain important service firms and headquarters of national corporations.
They contain 13 of the 50 largest diversified financial firms in the country, 21
of the 50 largest commercial banks, 16 of the 50 largest insurance companies,
and 12 of the 50 largest diversified financial companies (Fortune, July 12,
1982:132, 134, 136, 138). A number of them, such as Philadelphia, Boston,
Atlanta, Miami, and Houston, have aggressive commercial banks that
increasingly are operating on a national and international scale. As some of
these places increase the scale and sophistication of the producer and banking
services they offer, they may move into the ranks of the national centers.

Regional centers serve as headquarters for 22 of the 50 largest utility
companies (Fortune, July 12, 1982:146). With the national centers, they
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serve as the major distribution centers for the rest of the urban system.* These
centers are characterized by large concentrations of regional sales headquarters
of large corporations. They are often headquarters for less internationalized
firms than those found in the national centers but are closely tied to large-scale
consumer markets. Thus, large food products firms (Minneapolis, Atlanta,
Dallas), retail sales firms (Cincinnati, St. Louis, Minneapolis, Dallas),
transportation firms (Seattle, Kansas City, Houston, Denver, Dallas-Fort
Worth), and utilities firms (Atlanta, Columbus, New Orleans, Portland,
Phoenix, Baltimore) locate their headquarters in the regional centers. Some of
these cities are also strong research, education, and health care centers and
centers of management control for specific lines of industry (Noyelle and
Stanback, 1983).

Subregional Centers

The 13 subregional centers are less diversified in producer services than
the regional centers but are strongly involved in distributive services. Noyelle
and Stanback (1983) found that many remain closely tied to agricultural
markets. While many have been attempting to become more diversified, they
have had less success than the regional centers, apparently because they are
smaller and they start from a narrower base of functions in the urban system. It
has been harder, therefore, to develop strong education and research institutions
or headquarters offices of major firms.

Transformation in the Diversified Service Centers

One of the problems in developing a clearer understanding of the current
and future roles of any part of the urban system has been the persistence of the
belief that population growth as well as growth of manufacturing jobs is
essential for the economic health of a metropolitan area. This has been a special
problem in dealing with the economies of the diversified service centers. The
growth rates of the areas in this class vary considerably. Some of them have lost
population in absolute terms. Most of them, at least those outside the Sunbelt,
have experienced a loss of manufacturing jobs, particularly from the central
cities. Except in the newest places, such as Houston and Phoenix, shares of
population and jobs have been lost by the central cities to the suburbs and
nearby nonmetropolitan

4 Of the 50 largest transportation companies, 15 are located in regional centers, along
with 10 of the 50 top retailing firms. The role of the regional centers vis-a-vis the
national centers in distributive services is increasing (Noyelle and Stanback, 1983).
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areas.’ Concentration on these indices, or on such things as the movement of the
number of headquarters or firms into or out of a central city or metropolitan
area, often does not reveal how a place has been transformed or its new or
changed role in the urban system (Conservation of Human Resources, 1977).

The diversified service centers have retained strong and growing service
economies. New York, for example, netted 135,000 new private sector service
jobs during the mid-1970s. All but 13,200 of these jobs were located in
Manbhattan; only two other boroughs showed any net gains in jobs, and those
gains were very small. At the same time there was a sharp decline in
manufacturing and retail employment and a decline in the growth of personal
services and tourism. The greatest growth was in producer services, such as
advertising, management, consulting, computer data services, and research and
development. Such service jobs now make up almost 10 percent of all jobs in
New York City, and 87 percent of them are concentrated in Manhattan ( New
York Times, October 16, 1981; March 13, 1982). At the same time producer
services were growing and increasing their centralization in Manhattan, many
corporations were shifting their routine clerical operations to the suburbs or to
distant smaller cities as rising Manhattan rents made moves desirable and
technology made it feasible (New York Times, November 21, 1981).

New York is of course unique among the nation's cities in its scale and its
international functions. The same processes, however, are at work in most of
the national and regional centers. Although some of them, such as Houston,
Dallas, Denver, and Atlanta, are continuing to increase the number of
manufacturing jobs, even these cities are experiencing a faster rate of growth in
'producer services. Older regional centers, such as Cleveland, St. Louis, Boston,
and Cincinnati, lost manufacturing jobs but gained more than an offsetting
number of service jobs in the last decade (Bureau of Economic Analysis, 1981).
Most of these metropolitan areas are de-centralizing manufacturing, distributive
services, and personal services but increasing the concentration of producer
services, either in a single center or in a few centers of activity.

Particularly in the national and regional centers, the firms headquartered
there have a high degree of autonomy in making decisions that are of great
consequence for their own metropolitan areas as well as others. The national
headquarters group usually has no higher authority to consult within the
company when considering whether to move the headquarters

3> Some of these places would also show losses of population and jobs but for their
ability to annex adjacent areas.
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itself, decentralize some operations, or expand in place. But the national centers
are not wholly at the mercy of firms because there are relatively few places in
the nation that contain the agglomeration of other services on which these large
national and international corporations depend to function effectively. Thus, the
national and regional centers also have a source of autonomy and power in
dealing with their economic futures. Developments in corporate structure are
important to such places. To the extent that multinational conglomerates are
able to internalize the producer services they need through headquarters staffing
and aquisition of service firms, they increase their independence from the city
itself.

The subregional centers generally enjoy less autonomy, either in the power
of branch offices or in collective economic action. Distribution firms and sales
offices are also limited in the choices that are available to them. What is lacking
in many of these places is a sufficient concentration of producer services to
provide long-term stability and to cushion the effect of the loss of a single large
firm or office.

Specialized Service Centers

The 44 specialized service centers identified by Noyelle and Stanback
share command and control functions in the urban system with the diversified
service centers. They differ primarily in the degree to which the services they
deliver tend to be specialized in major economic activities—a particular
industrial group or sector, education, and government. Because of their higher
degree of specialization, firms located in these places tend to rely on the
national and regional centers for the most highly specialized services, such as
international banking and advertising. There are three subgroups of specialized
service centers: functional centers, government-education centers, and
education-manufacturing centers. These subgroups have some obvious
differences, but they share two important common characteristics. They all
specialize in delivering relatively high-level services to either the private or the
public sectors, and they all contain strong educational and research complexes
(Noyelle and Stanback, 1983).

Functional Centers

The 24 functional centers house national and international corporate
complexes in one or more industries. These places are comparable in size to the
national and regional centers and contain central management, research, and
production groups from the core industry and subsidiary or related industries.
Their service sectors accordingly tend to be large but more narrowly specialized
than those found in the diversified service
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centers, and they are rooted in a long-standing industrial tradition that is
reflected in the composition of the work force, the housing stock, and the
physical form of the metropolis.

The older functional centers, such as Pittsburgh, Detroit, Rochester, and
Wilmington, were built around their particular leading industries, and the form
of each city reflects the way in which those basic industries related to their
urban environments. Central business districts tend to be weaker than in
comparably sized diversified service centers, often because the headquarters of
the leading corporations were initially located with the production facilities
outside the central business district, and competitors put some distance between
themselves. Each corporate complex often generates a competing center of
urban activity. Housing for a large blue-collar work force tends toward lower
densities, reflecting the high wage levels of unionized labor. The same
multinuclear structure tends to be even more pronounced in the newer
functional centers, such as San Jose, Wichita, and Tulsa, because their
economies are based on newer or expanding industries and technologies and
because they have developed in the automobile age.

The functional centers may also serve as distribution centers on a national
or international scale, but, unlike the regional and subregional centers, they tend
not to be closely linked to their regional markets. Because many were
established in the period of manufacturing expansion in the United States, they
are burdened with a high ratio of obsolete manufacturing plants that suffer from
both domestic and foreign competition. The heavy investment in these areas by
their major industries, however, gives them considerable staying power. Absent
a merger into a corporation headquartered elsewhere, there is often relatively
little inclination to move the central administrative offices. Where it is feasible,
management may be willing to modernize some old plants or convert them to
new uses and even build some new facilities in the area. This also allows the
industry to take advantage of a local skilled labor force in which it has a major
investment.

While modernizing existing facilities and closing the most unproductive
old plants have resulted in the displacement of large numbers of blue-collar
workers, there has often been considerable growth in the administrative and
research components of the industries. Even during a period of substantial
reduction in production employment in the functional centers, there was an
increase in jobs in headquarters-related and producer services (Noyelle and
Stanback, 1983). Thus, while it appears that production will probably remain an
important part of the economies of the functional centers (Gurwitz and
Kingsley, 1982), its role is diminishing
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relative to nonproduction activities.® As a result, the character of what they
export to the rest of the economy has been transformed.” Instead of exporting as
high a percentage of the world's tires as in the past, for example, Akron now
exports expertise as the major international center for management and research
in the rubber industry (Schriber, 1982).

The linkage between these activities and local manufacturing within an
industry is also important in that it provides a base for stability that is not
present, as we shall see, in the places that are more narrowly specialized in the
production phases of an industry. Thus, although there have been and will
probably continue to be substantial losses of blue-collar employment in the
functional centers due to technological changes and the decentralization of
manufacturing activities to other areas and to foreign countries, there is likely to
be greater long-term stability for blue-collar workers once the major transition
has occurred (Stanback et al., 1981:101). This strength, of course, depends on
the continued strength of an area's industrial specialty in the national economy.

There is also an additional factor that seems important in assessing the
future of the functional centers. The presence of the home offices of major
industrial corporations has meant, for many of these places, a historically strong
commitment of the corporate leadership to the community and its nonprofit
sector. This has produced a wide array of educational, health-related, and
cultural institutions, which in themselves have become important assets of the
metropolitan economy. There is evidence that such institutions benefit from the
economics of agglomeration. Not only are they important factors in attracting
and supporting the development of a service economy, but they also may
develop into significant exports or export substitutes for the local economy.®
Education institutions are an important part of this nonprofit complex. They
provide an export substitute, since they bring money from nonresidents into the
local economy.

% While Gurwitz and Kingsley deal with a particular regional center, many of their
observations on the continued role of manufacturing apply to functional centers.

7 For all functional centers, manufacturing employment's share of their economies fell
from 39.0 percent in 1969 to 33.6 percent in 1978. During the same period, however,
finance, insurance, and real estate services rose from 4.4 to 5.1 percent, and services rose
from 16.9 to 20.0 percent (special tabulation from OBERS-BEA Regional Projections,
prepared for the Committee on National Urban Policy by the Bureau of Economic
Analysis, U.S. Department of Commerce; hereafter referred to as OBERS-BEA special
tabulation).

8 Noyelle and Stanback (1983) show that employment in nonprofit organizations is
one of the fastest growing sectors in the functional centers. For additional insights into
the economic significance of nonprofit firms to urban areas—although the study does not
deal with functional centers—see Reiner and Wolpert (1981) and Wolpert and Reiner
(1982).
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They are important to the functional centers not only as employers but also
because they have an important nexus with the administrative and particularly
the research components of the industrial group headquartered in these centers.
Where the universities have strong research and development capabilities, as in
the San Jose, Detroit, and Pittsburgh areas, they can become a part of the
process of invention and innovation that seems crucial to the long-term capacity
of an area to adjust to changes in the industry that it houses (Science, August 6,
1982).°

Other Specialized Service Centers

The 20 metropolitan areas included in the government-education and
education-manufacturing centers include Washington, D.C., and the capitals of
12 states. Others are university towns. All contain large private or public
universities, often the state university or a branch of it. Some house a complex
of several universities. Employment in these places is concentrated in the
government and nonprofit sectors. While both sectors grew rapidly in the past
two decades, they have slowed in recent years. State government can be
expected to maintain a fairly steady, if slower, rate of growth in most states,
particularly if its role increases in relation to the domestic functions of the
federal government. In states with high growth rates, such as Texas, a
considerable increase in government employment seems likely, especially if the
state has previously maintained a relatively modest level of public services.

One factor that is hard to forecast is the impact of new office technology
on the growth of public employment, since a large proportion of government
employees are clerical workers. The concentration of government offices,
however, also tends to attract government-related businesses and nonprofit
activities. Much of the growth of the Washington, D.C., economy in the past
decade has come from these sources rather than from any expansion of
government employment. It is quite possible that expansion of the government-
related private sector will become more important in state capitals as well. This
possibility may be lower in states in which the bulk of state offices are in the
state's major metropolitan centers rather than in the capital city.

° Carnegie-Mellon University, for example, is engaged in a major research and
development program in robotics with Pittsburgh-based industries. A similar program is
under way at the University of Michigan with Detroit's automobile companies. The
fruitful relationship between research programs at Stanford University and Silicon
Valley electronics and computer firms has been an important factor in the economic
growth of the San Jose area.
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Although the growth of a more knowledge-based economy would seem to
demand an expansion of higher education, such a necessity is offset by the
decline in the size of the college-age population in the years ahead. Some
university systems overextended to meet the demands of the baby boom cohort
and now must reduce their work forces. In addition, cutbacks in public support
of research and development activities affect universities. In the education-
manufacturing centers the relationship between university research and product
or service development may be an important factor in the economic future of
the area. The presence of government and universities tends to build a
metropolitan labor force that is concentrated in professional and administrative
occupations, making it an attractive market for some service industries. Such
factors as these suggest a mild increase in diversification of these centers
without overwhelming their primary specialization.'

SUBORDINATE CENTERS

Consumer-Oriented Centers

Only 12 of the 140 largest metropolitan areas are primarily consumer-
oriented centers. A few smaller areas, such as Reno, would also fit this
description. The three residential centers shown in Table 6 are linked
economically to the New York and Los Angeles SMSAs. The remaining resort-
retirement centers are built around rising consumption of mass-marketed
recreation, such as theme parks, and growing retirement incomes and benefits.

The economic mix of such places is not broad. They tend toward
concentration in consumer services and government. Some have attracted
various light industries, some the headquarters of large firms, and some
decentralized office facilities, building on a base of community amenities, good
education and health systems, recreation facilities, and a professional labor
force. They do not, however, have a large low-and middle-income work force,
which seems to be a necessary complement to the professional work force
(Frankena, 1981). In some cases, as in Orlando, the sheer rate of growth has
helped produce demand for a wide range of economic activities that cannot be
served by other metropolitan areas in the general region. Most of these areas do
not seem to be good prospects for the development of a strong corporate
complex or a producer services base.

10 Noyelle and Stanback (1983) anticipate slower growth than in the last two decades.
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It should be remembered, however, that because the economies of the
resort centers are specialized in consumer services, they perform more as export
sectors than as local sectors.

Production Centers

The final broad category of places in the new urban system is the
production centers—almost a third of the 140 largest metropolitan areas. In
addition, there are a large number of smaller areas with economies dominated
by manufacturing or mining. Nearly all of the large manufacturing centers are
in the old industrial heartland of the Frostbelt, but only two of the industrial-
military centers and mining industrial centers are outside the Sunbelt.

The 25 manufacturing centers in Table 6 are different from the functional
centers in several significant respects. They generally are smaller; most have
fewer than a half million people.!! They are less likely to contain major
corporate headquarters, and the producer services sector is relatively small.!?
Instead they are often the sites for specialized branch plants of manufacturing
industries. Their losses in manufacturing employment have not been offset, for
the most part, by increases in headquarters employment and producer services
(Noyelle and Stanback, 1983).

The labor force in these areas is largely composed of lower-skilled blue-
collar workers. Plant managers in such places have relatively little autonomy in
determining policies within their own plants, let alone in making major
decisions about such things as closing, expansion, modernization, and
relocation. These metropolitan areas are the most vulnerable of all parts of the
urban system to the structural changes we have described. Because the plants
located there are often among the oldest in the industry, they are the first to shut
and the last to reopen in response to business cycles. They generally are the
least productive and are therefore subject to permanent closing. There is little
other strength in the economy to attract alternative employers.

11 Buffalo stands apart from the rest of this group, due to its size and the strength of its
financial institutions. It contains only one major corporate headquarters, however, and its
economy is based in two troubled industries: automobiles and chemicals. It has had great
difficulty in diversifying its economy and developing a strong service sector. Its
distributive services sector has also been in decline (see Stanback and Noyelle,
1982:101-102).

12 Their finance, insurance, and real estate category of industries, for example,
provides a smaller proportion of total employment than does any other class of cities
(from an unpublished 1982 OBERS-BEA special tabulation).
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Because these places tend to depend on regional centers for major financial
services, there is often a weak pool of local capital available for reinvestment in
the community. Very few have strong public or nonprofit sectors.!® They have
greater susceptibility than other cities to "self-aggravating processes in city
decline" (Bradbury et al., 1980, 1982) as one economic weakness triggers
another.

The industrial-military centers developed rapidly from World War II into
the early 1960s. Except for San Diego and more recently San Antonio, they
have been heavily dependent on the flow of military funds and have not, as a
group, experienced much diversification of their economies. This narrow base
makes them highly vulnerable to budgetary decisions made in Washington. The
mining-industrial centers have grown substantially in the last decade in the
wake of the energy crisis, but like the military centers, their firms tend to be
subject to external economic control (Noyelle and Stanback, 1983). They are
also highly susceptible to fluctuations in world commodity markets. Because
the production costs of fuels and minerals are higher in the United States than in
many other countries, a slackening of demand tends to shut down American
capacity first.

IMPLICATIONS OF THE NEW URBAN SYSTEM

The urban system we have described is characterized by an increasing
polarization of the command and control centers and the subordinate centers
(Noyelle and Stanback, 1983). The tendency of the most vital services sector—
corporate complex and producer services—to concentrate in the command and
control centers is well established. The result is to give these centers a high
degree of economic autonomy and to place them in the mainstream of urban
economic development. While many of these places, especially the functional
centers, can expect to retain a substantial presence of manufacturing industries,
the role of manufacturing in their overall economies is being displaced by
producer services. In addition, within the manufacturing industries located in
these places, the occupational profile is shifting from production to
nonprodution occupations.

The size of the command and control centers, the diversity of their labor
forces, the existence of strong educational institutions, and the presence of
sophisticated political and civic leadership and local governments

13 Flint, Michigan, is an exception. There the Mott Foundation has a well-supported
and active program in community economic development. It is limited, however, by the
lack of strong political institutions and the concentration of employment in a single
industry, automobile manufacturing (G. Clark, 1983).
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increase their resilience in adjusting to changes in economic structure. Although
structural unemployment among manufacturing employees is a serious problem
in a number of them (especially the functional centers), in those metropolitan
areas with concentrations of old-line industries, such as steel, automobiles,
rubber, and heavy machinery, it is more likely to be a transitional problem
rather than a permanent one. While some of these areas are growing very
slowly, as measured by net population increase, most are evolving quite rapidly
toward a strong economic base. The long-run prognosis for their economic
health is encouraging. Particular attention may need to be paid, however, to the
health of their central cities or other older jurisdictions within the metropolitan
area.

While the command and control centers are characterized by a high degree
of economic and political autonomy, a smaller proportion of the remaining
centers are as fully in control of their own destinies. A few, however, show
signs of building strong, independent service economies to substitute for the
erosion of blue-collar manufacturing jobs. Some are even attracting more blue-
collar jobs. Others, such as Orlando, are expanding their basic service activities
and are also succeeding in developing a more diversified economy. As a result,
as the mix of industries and occupations changes, such cities are likely to join
the command and control centers. As a group, the subordinate centers have not
experienced an absolute loss of jobs, but their new service jobs tend to be
consumer-oriented rather than in producer services.

The capacity of a metropolitan area to adjust to structural changes is
heavily influenced by the mix of industries and occupations that it has built up
over the course of its history. The size and the diversity of the command and
control centers contribute to their resilience. By contrast, the production centers
and the consumer-oriented centers tend to lack readily adaptable labor forces or
a sufficient contingent of professionally and technically trained workers to
attract industries that require a highly trained work force. In such places,
structural change is not just a transitional problem but a long-term one. The
industrial units located here often have little autonomy of their own and
therefore have much less stability in the face of major changes in markets and
technologies (Armington and Odle, 1982; Cohen, 1981).

An area's physical conditions—both natural and man-made—and its
cultural heritage are also important factors in its adaptability to economic
changes. An advanced industrial economy does not use urban space in the same
way that the old economy did (Breckenfield, 1977; Hicks, 1982; Perloff, 1981).
The redevelopment of older urban areas need not follow the traditional
concentric patterns of the past. Where simultaneous abandonment,
gentrification, and redevelopment are under way, there are op
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portunities for new forms, improved urban design, and physical relationships
that were not feasible during the first generation of urbanization (Berry, 1982;
Thompson, 1977). Given their economic history, the functional centers are
likely to follow a more polycentric pattern of redevelopment than the national
and regional centers, in part because the former have historically weaker central
business districts than the latter (Thompson, 1969:28-31).

Newer urban areas that are just now experiencing their most rapid growth
have (at least theoretically) more flexibility in meeting the physical
requirements of growth industries than the older metropolitan areas.
Transportation, land use, and housing patterns are more fluid and capable of
being adjusted in the early stages of growth. There is less old capital stock to
work around. In some cases, as in Charlotte and Dallas, it may be possible to
capture an early comparative advantage, such as an airport that serves as the
hub of a regional air service network or as an international airport and
headquarters or corporate service center for transportation industries. Because
the opportunities for such activities are limited in number, the centers that
capture them tend to preempt that function for a fairly large region.

Institutional factors are easily overlooked in economic analyses of urban
areas. They can be critical factors in interarea competition and in local
economic development strategies that seek to promote local adaptation. Where
political boundaries limit the ability of a central city to tax important
metropolitan assets, as in the case of most older northern cities, the revenues
needed to support the infrastructure and services essential to adaptation are
severely limited. Governmental and fiscal autonomy may be almost as
important as the economic autonomy of the firms located in an area. On the
other side of the institutional ledger, the existence of high-quality educational,
health, cultural, and recreational resources in an area may give it a strong
competitive advantage in retaining or attracting firms that employ high-level
white-collar workers. The quality of civic and political leadership can determine
whether an area even recognizes its problems and takes advantage of its
opportunities (Committee for Economic Development, 1982).

The powerful forces shaping the urban system and the urban landscape
will not be easy to alter, but they are not unalterable. Studies of the behavior of
corporate headquarters functions and of producer and other services, as well as
the mounting evidence of continuing and wider dispersion of manufacturing,
strongly suggest that the command and control centers will continue to enjoy a
strong attraction for the management functions of the economy. Of the
components of the urban system, they alone offer easy access to the entire array
of services that the modem
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corporate complex needs to perform its management functions. They also
provide advantages in transportation, communications, and cultural resources.
While some traditional headquarters activities, such as records centers, can and
will be relocated in the suburbs or in subordinate centers, management
functions are becoming more heavily concentrated in the major national,
regional, and functional centers (Cohen, 1977; Noyelle and Stanback, 1983).

Not many more national and regional centers are likely to arise in the near
future, especially if the nation continues to approach zero population growth.
But there are still opportunities for a new generation of cities to develop, as
Dallas, Orlando, Phoenix, and Denver have in the past two decades. Some
regional and subregional centers could gradually expand their spheres of
influence and move into the next higher rank of areas. A few places may be able
to capitalize on unique advantages and transform themselves into regional
rather than subregional centers, particularly in areas of substantial population
growth, such as central Florida. Others, such as San Diego or San Antonio, may
evolve from industrial-military centers to regional centers (Noyelle and
Stanback, 1983).

The future for other parts of the urban system seems to lie in some degree
of specialization and in establishing economic ties to the larger and more
diversified centers. For some it may involve conversion from one kind of
production to another. Some may have potential as centers for innovation,
building on linkages among local firms and with firms and markets in other
centers (Rees, 1983). There may also be opportunities in some centers, such as
those that have specialized in heavy machinery and machine tools, to become
centers for manufacturing the "smart" hardware required in more knowledge-
intensive jobs. The manufacture of industrial robots requires a skilled work
force for their production. For other subordinate areas, back office support
services, distributive services, and provision of attractive residential
communities or recreational services may fill needed niches in the urban system.
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4

Basic Concepts for Urban Economic
Strategy

Before examining policy options or strategies in detail, we should examine
some basic concepts that might guide their selection. Our analysis of the impact
of the changing economic structure on urban areas suggests that there are
foreseeable differences in the economic potential of different types of cities in
the urban system. Serious mismatches can be anticipated between available jobs
and available labor. The most critical problems are in the subordinate centers
with historically specialized manufacturing economies and labor forces.

The transformation of urban areas and the emergence of a new urban
system raise questions about how policies concerned with the economic change
and development of urban areas can be reconciled with policies concerned
primarily with the overall national economy. For some urban areas the
transition to a new kind of economy is already well advanced; for others it is
just beginning. For all urban areas, long-term changes in economic roles seem
highly probable.

Development and growth are not synonymous. Growth refers to the
proportional expansion of area, population, firms, and jobs. Development
implies structural change and may accompany either growth or decline. It
involves adjustment to new economic roles, changes in the capital stock,
development of skills in the labor force, and many other activities that change
the character, appearance, and economy of a place. Each type of urban area that
we have discussed has different kinds of development problems stemming from
the historic mix of industries and occupations and the current state of the
markets for them. These important differences
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make it virtually impossible for a uniform policy or economic development
strategy to work well in all types of metropolitan areas.

Development strategies will need to be tailored to the resources and
potential of different types of urban areas, if not to each specific area. A simple
strategy of concentrating on overall national economic growth will not result,
even if it is successful, in prosperity for all urban areas. The reason for this is
that the growing and declining manufacturing and service sectors of the
economy are often located in different places. Some of the sectors that are in
decline will not be substantially revived by general economic recovery because
structural changes in those sectors will permanently eliminate many jobs that
previously existed.

That the conditions of each area are unique does not mean that there is no
place for national policy concerned with urban economic development or that
all of the problems are entirely local in nature. It means rather that there are
national, regional, and local aspects of most urban problems. Accordingly,
national policy might concentrate on providing a general framework and kit of
tools that can be used, within a wide range of discretion, by regional and local
decision makers at each level of the political system to fit their specific needs
(Committee for Economic Development, 1977; National Research Council,
1982b).

RECONCILING NATIONAL, URBAN, AND SECTORAL
INTERESTS

The national economy is a composite of little economies, functioning
largely through the urban system and linked by economic institutions and
transactions. For an urban economic development strategy to be effective within
such a system, it must operate at both national and subnational levels. While
national and urban interests in economic development are not always the same,
there are no rigid distinctions based on constitutionally proper functions. Just as
national and urban interests differ, the interests of industries may diverge
substantially from those of the cities that house them. Understanding these
interests and where they converge or diverge is a necessary first step in devising
a workable urban economic development strategy.

The Formation and Flow of Capital

Each component of the political economy has an interest in the formation
of capital and its investment in activities that contribute to the expansion of the
national economy. Making the economic pie larger eases the problem of sharing
it among regions and groups, although there is still a distribution problem.
Traditionally, the national government has assumed
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responsibility for policies to promote capital formation. But from the earliest
days of the Republic, as exemplified by Alexander Hamilton's Report on the
Subject of Manufactures, the national government has not been neutral about
where the capital that is formed goes. It has regularly (if not consistently)
favored investments in some sectors and activities over others.

The chief instruments of national economic policy—tax policy, the federal
budget, monetary and credit policies, trade regulations—have each played
major roles in the allocation of capital to different sectors of the economy, to
regions, and to urban areas (Glickman, 1980; Vaughan, 1977). This effect is
now widely acknowledged, but policies primarily concerned with the formation
of capital have not been particularly sensitive to their effect on its geographic
distribution (Howell, 1981). The results are substantial but often unintended and
unanticipated. A recent study by the Rand Corporation (Vaughan, 1977) shows
that the effects of many policies are unknown. Some policies, such as those for
monetary, fiscal, and defense programs, whether intended or not, have quite
different impacts on regions and on central cities than on their suburbs.

The Distribution of Economic Opportunity

Although not all policies reflect it, there has been a long-standing national
interest in distributing the nation's economic growth in a manner that reduces
the number of places and groups that are left outside the economic mainstream.
This important national interest has been reflected in a great variety of policies
throughout the nation's history. It includes policies that encouraged settlement
of the frontier, developed ports and waterways, provided land grants to canal
and railroad companies, regulated interstate transportation rates, and built a
national highway system.

Other policies declared the national interest in limiting business
concentrations through antitrust legislation, equalizing minimum wages and
maximum hours of work, providing for secure retirements through social
security, and encouraging employment opportunity for minorities. The Full
Employment Act, the Tennessee Valley Authority (TVA), the Area
Redevelopment Act, the Appalachian Regional Commission, the antipoverty
program, and the Model Cities program were all manifestations expressed
through the political system of a national interest in intergroup and interregional
equity and widely distributed economic opportunity.

This national interest in the distribution of opportunities and the growth of
jobs and incomes for all groups and regions has been an important means of
promoting social stability and of reducing the social costs of having a large,
dependent population. There has generally been a rec

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/80.html

About this PDF file: This new digital representation of the original work has been recomposed from XML files created from the original paper book, not from the
original typesetting files. Page breaks are true to the original; line lengths, word breaks, heading styles, and other typesetting-specific formatting, however, cannot be

retained, and some typographic errors may have been accidentally inserted. Please use the print version of this publication as the authoritative version for attribution.

BASIC CONCEPTS FOR URBAN ECONOMIC STRATEGY 62

ognition that not all places in the nation can grow fast, but there has also been a
readiness either to shelter troubled areas through devices such as tariffs or to try
to stimulate growth in areas that were lagging behind the rest of the economy
through more direct programs, such as reclamation projects, the TVA, and the
location of federal installations.

The national interest in the distribution of economic activity has sought to
avoid the most serious, debilitating, and damaging interregional conflicts and
competition.' In recent years this interest has involved providing infrastructure,
such as the interstate highway system, the urban mass transportation program,
capital grants for sewage treatment, and a system of fiscal transfers designed to
assist states and localities in maintaining levels of public services for their
residents and adequate systems of infrastructure for the growth of local
economies.

Although historically the national interest in urban economic development
has included a recognition that the aggregate level of growth can be materially
retarded if some region or group is left substantially behind others, it has not
included a systematic approach to either regional development or the flow of
capital to particular sectors of the economy, which may also have important
regional implications (Schwartz and Choate, 1980:65-87).

Economic and Social Stability

Given the respect for pluralism that characterizes policy making in the
federal system, the national interest recognizes that regional or local interests
may at times be in conflict with each other and with national interests. These
conflicts are permitted in the interest of diversity and experimentation, so long
as there is no direct challenge to a clearly stated federal power.

At the local level, interest in economic development often embodies an
intensely parochial concern for economic and social stability that is indifferent
or even hostile to the economic fortunes of other areas. From the perspective of
overall national interest, it may matter little where new or expanded economic
activity occurs, but that issue is central to local interests. They will fight hard to
save subsidies that favor them, even if such subsidies can be shown to be
counterproductive to national interests in economic growth.

! To some extent this was the underlying purpose of the commerce clause of the
Constitution (Gibbons v. Ogden, 22 U.S.1 [1824]).
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Each jurisdiction tends to maintain a competitive interest in its own
economic health relative to other jurisdictions in the vicinity. Each is therefore
deeply interested in maintaining and expanding the pool of capital available for
investment in local businesses, housing, and consumer credit. The interest in the
size of the pool, however, may be secondary to the interest in the geographical
flow of capital, whether its source is the local pool or financial institutions in
other places within whose sphere of influence the jurisdiction lies. One of the
persistent problems for older central cities, in particular, has been the flight of
capital from downtown to the suburbs, even though the amount available within
city institutions has been growing. The flight of private capital affects the
availability of public capital, since most jurisdictions depend heavily on the
growth in the assessable base of real property as the principal source of
revenues for public capital investments. Thus, where private capital expansion
is slow, intergovernmental fiscal transfers become increasingly important as a
means of meeting budget needs (U.S. Congress, Joint Economic Committee,
1981a, 1981b).

Expansion of Local Economic Opportunity

While the institutional interest of local jurisdictions in the growth of the
revenue base is crucial in the local political economy, there is also a strong
urban interest in economic development as a source of opportunity for the
upward income and occupational mobility of the local labor force and as a
source of prosperity for local businesses. To a considerable extent the growth of
the metropolitan or regional economy benefits these interests, wherever it
occurs in the area. There are two problems with such a generalization, however.
The first has to do with the availability of new jobs generated by growth to the
existing work force of the area. Growth in sectors for which the local labor
force is not prepared can result in simultaneous increases in the net number of
jobs and in the number of unemployed workers or dependent households. There
is, of course, an interdependence among job levels. The growth of jobs for
highly skilled workers and the filling of them with either local residents or
imported labor can generate some jobs in the local economy for less-skilled
workers.

The second problem has to do with physical access of the lower strata of
the labor force to the new jobs. In many cases neither the public transportation
nor the job information network facilitates access to lower-income members of
the labor force. In other cases the jobs realistically available to such workers do
not make moving to them worth the effort (G. Clark, 1983). Such conditions
can frustrate both national interests in
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labor mobility and economic efficiency and local interests in economic growth
and development.

LINKAGES BETWEEN THE ECONOMIC MAINSTREAM
AND THE PLACES AND PEOPLE LEFT BEHIND

The restructured economy has its most profound effects in those
metropolitan areas that have been the centers for manufacturing, although the
effects can be felt in almost all areas to some extent. Displaced production
workers, who have enjoyed high wages and benefits in unionized industries,
often find that new service jobs pay less than their old jobs, and they are often
reluctant to accept them. When they do, they often find that they are dead-end
jobs, with little opportunity for promotion or increasing levels of pay. Poorly
prepared young people and other unskilled workers have difficulty entering or
reentering the labor market and in moving up the occupational ladder, either in
the places where they currently live or in new places to which they might move.
The unemployment and underemployment of both groups of workers could
become a substantial social cost for all levels of government, particularly for
local governments in the communities where redundant laborers and
unemployed or underemployed people are concentrated. The most critical
situations will be in those places where the loss of firms and jobs employing
manual workers cannot be offset by jobs in services and other manufacturing
industries that provide incomes and opportunities for advancement comparable
to the jobs that are lost. At the same time, it is possible to foresee critical
shortages of workers to fill some kinds of jobs.

The challenge to public policy is to come to grips with the mismatches
between the demand for labor in the growing sectors of the economy and the
supply of labor that exists among occupational groups and among local or
regional labor markets. Responding to this challenge involves developing
strategies for the education and training of the current and future labor forces. It
also involves developing programs that encourage redundant workers and other
unemployed people to redirect their interests and skills to other occupations
and, in many cases, to other places. In an age of international competition and
rapid technological changes, both with pervasive impacts on American
economic structure, strategies seem called for to avoid future high rates of
obsolescence for groups of workers by the development of transferable skills
and of continuing programs of transitional education and training for much of
the labor force.

In thinking about urban economic development, there is a tendency to
focus policy on the declining parts of the economy, the most devastated
neighborhoods, and the most distressed people. Certainly ameliorative
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actions are needed for such places and people, but an exclusive emphasis on
helping the "worst first" can result in overlooking important opportunities that
can ultimately improve the prospects of the most seriously disadvantaged
groups (Schwartz, 1983). While attention is focused on the worst, higher-
income residents and business firms may slip away.

Urban policy should be concerned simultaneously with two realms: the
mainstream and those left outside (National Research Council, 1982a). In a
strategy that is concerned with how to channel the mainstream of economic
growth and that builds on the strengths of the local economy, a number of
factors are important:

« the size of the market and the quality of the producer services;
¢ the mix of industries and the skills available in the labor force;
¢ educational, health, and cultural institutions;

e amenities; and

* the quality of public facilities and other capital stock.

Each factor may have comparative advantages for particular types of
industries. Each affects the current role of the area in the urban system and the
potential that exists for carving out a stronger position.

Careful delineation of the position of an area with respect to the
mainstream of economic development involves more than a casual
determination to offer itself as a capital for high-technology industry. As the
discussion of the new urban system in Chapter 3 points out, some places have a
substantial head start toward performance of certain functions in the new
economy.

Not every area is destined, even with intense motivation and strong public-
private cooperation, to become a national or regional center for high-technology
industries, corporate complexes, and producer services. There may be
substantial potential, however, for other functions, such as distribution centers
or specialized services or goods production. Because it is now possible to
disperse parts of a service or manufacturing industry to locations distant from
the headquarters, many more cities are candidates for communications, records,
or training centers than in the past.

Subordinate centers will need to link their strategies consciously to the
economies of command and control centers and to seek activities that broaden
the range of economic functions they can perform. In particular, there is a need
to identify activities that can operate as accelerators of other kinds of
development, such as research and development or other specialized business
services (Rees, 1983).

It is important to recognize that, following the best strategies and even
with the best of luck, some places will endure further disinvestment,
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decline in personal income, and some population loss before a long-term role in
the new economy is well established. In fact, assuming that role may depend on
some reduction in size.

A strategy that seeks to take advantage of mainstream opportunities is
incomplete if it fails to address the problems of the least resilient communities
and people. The object of such policy is to improve access to the mainstream.
Policies concerned with those left outside necessarily include some elements
that are primarily designed to ameliorate the impact of structural change. The
principal thrust of policy, however, should be to create opportunities for people
and their communities to make adjustments to new jobs and new functions. This
may be done with measures to stimulate new jobs in existing communities as
well as by enhancing the ability of other displaced workers to follow
opportunities to other areas. Thus, strategies for those left behind—whether
they are workers whose skills are made redundant by changing markets and
technology, the unskilled working poor, or members of the emerging underclass—
include elements of education, training or retraining, capital investment, local
job creation, and mobility assistance.

TRANSITIONAL AND LONG-TERM STRATEGIES

Not all urban areas have reached the same point in their development, and
not all are changing at the same pace. Some have already gone through a major
transformation in their economic functions and have assumed new roles in the
urban system. Others are in the earliest stages of structural change. In light of
this, urban economic development policy must be concerned with two different
time periods. First, it must be concerned with the period of transition. During
this time, old familiar functions may be diminishing, and new areas of strength
may be hard to identify. Second, decisions must be made to guide the longer
period that follows the transition, a time when a new and fairly stable pattern of
economic activity has emerged. The two periods are, of course, related. Actions
taken during the transition will affect the long term; choices of long-term
strategies will limit options during the transition. The character of federal policy
for each time period should also be different.

Transitional Strategy

The transition period is the most difficult, both conceptually and
politically, for in one sense urban areas are always in transition. There usually is
little hard economic information on which to base decisions. Even when
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the leaders of an area are aware that major changes are taking place, they often
fail to understand the reasons for them. It may be difficult to distinguish
between cyclical adjustments by local firms and more fundamental structural
shifts that will extend far beyond the end of a business cycle downturn.

Rapid and persistent change, as has occurred in the automobile and steel
industries, may place the local economy in shock as firms that historically have
been stable sources of income and employment reduce their work forces and
permanently close some facilities. The ripple effect of decline in the basic
industries of an area tends to induce a self-aggravating process of general urban
decline (Bradbury et al., 1980). Disinvestment in some sectors may discourage
investment in other, potentially healthy sectors. The loss of income from jobs
and sales and the reduction in property values of abandoned plants and slow or
negative appreciation of private homes reduce local revenues and services,
making the community less attractive for new investment and for higher-income
residents. Out-migration of more educated younger workers and higher-income
families tends to leave the central city with a smaller population, a higher
proportion of which is heavily dependent on a diminishing public treasury
(Fossett and Nathan, 1981; Government Finance Research Center, 1982).

One factor that makes the formulation of transition strategies difficult is
the reality that a subarea, particularly the older, more central jurisdictions, may
lose population and jobs. This often produces stopgap rather than strategic
thinking, with a fixation on the parts of the economy that are declining rather
than a focus on sectors of the economy that have considerably more potential
for expansion. Transitional strategies in particular need to incubate new
business and expand those sectors with growth potential. They also must be
concerned with stabilizing the local economy and the fiscal system so that
change can occur without trauma.

To some degree the transition period can be likened to the triage process in
emergency medicine, in which the hopeless cases are separated from those that
can be saved, and priorities are assigned on the basis of the seriousness of the
cases (Ylvisaker, 1981). The problem for declining urban areas is that the triage
process must often be conducted by the wounded themselves.

In rapidly growing urban areas the transition period produces an entirely
different impact. Sudden population growth and economic expansion induce a
process of growth and development that seems almost self-generating. For these
areas the strategic problem is likely to be one of managing development to
avoid future social and environmental costs and to provide public facilities and
services in reasonable sequence with the development
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of the private economy. Such areas should try to avoid externalities from one
stage of growth that can strangle future development opportunities or impose
high social costs.?

Long-Term Strategy

Urban development is a drawn-out process. It is never complete because
cities continue to change as they mature. Formulating and carrying out a long-
term strategy require an enduring consensus among the principal actors in the
development process on its broad elements. Long-term thinking is impaired,
moreover, by the institutional structure of urban and metropolitan politics. It is
particularly difficult for those beset with immediate problems, such as the
executives of declining businesses and the leaders of unions whose members
face imminent loss of jobs, to think about the long term. Corporate thinking
tends to concentrate on short-term profitability. The political system operates
with two-to four-year time horizons. At the federal level, urban policy has been
inconstant, making it virtually impossible to make long-term plans that rely on
federal programs.

Those places that seem to have produced the most successful economic
development strategies usually have a stable political regime and an underlying
consensus among leadership groups on overall goals. Baltimore, Dallas, Boston,
Columbus, Indianapolis, Atlanta, and Pittsburgh are examples of such places.
Their political leadership has usually been complemented with a strong and
cohesive economic leadership group (Fosler and Berger, 1982).

2 Houston and Phoenix provide examples of alternative development strategies for fast-
growing metropolitan areas. Houston, with an aversion to any public development
policy, allowed development to proceed to such a point that severe traffic congestion and
flash flooding problems have become common. The result is a dampening of the market
for further growth. Phoenix, in contrast, has a development strategy, based on the "urban
village" concept, to try to produce a more orderly pattern of development, channeling the
location of the market but not attempting to reduce its overall volume.

Other fast-growing communities have fashioned more detailed growth-management
strategies. Among the most sophisticated are those of San Diego, California; Boulder,
Colorado; and Montgomery County, Maryland. For examples of some (mostly
restrictive) growth-control strategies and their consequences, see Scott and Brower
(1976). Growth management produces its own costs. In general, restrictions on
development add to the cost of housing and other construction. Unless operated on a
fairly large geographic scale, they also tend to cause the growth in a rising regional
market simply to spill over into nearby areas under less restrictive control (Frieden, 1979).
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Long-term strategy involves some notion, however vaguely formed, of the
future role of the area in the national economy and the urban system. This
notion, or image, need not be expressed graphically, as in an end-state master
plan; it can be fairly general, such as an intention to become a center for energy
industries, robotics, or recreation, or some combination of objectives. Such
idealized statements should change as experience is gained, the competition
assayed, and assets counted. The value of objectives or goals is that they raise
the more important questions of how to reach them, which are at the heart of
making long-term strategy. If there is no reasonable prospect of achieving them,
more realistic goals should be developed.

What must be done may involve fundamental pieces of urban engineering,
such as the provision of reliable water supplies or a workable transportation
system. An urban area has little prospect of performing a role as a regional
center, for example, if it cannot provide good air transportation to other regional
and national centers.

Essentially, long-term strategy involves the conscious creation of
comparative advantages. In an age in which capital is highly mobile, several
places can be equally suitable, from an objective view, for many economic
activities. Thus, the qualitative aspects of the urban environment are becoming
more important factors in economic development strategy—physical
appearance, public and commercial services, the cultural atmosphere, the
quality of the educational system, the proximity of research institutions, and
parks and recreation resources. As employment gravitates toward service
occupations, a community's success in urban development will depend on its
ability to provide the kind of labor force and environment that are attractive to
specific types of firms. Most of these things involve more than policy that drifts
behind pure market choices. They often require market-forcing decisions.

The growth of Dallas, for example, was stimulated by the creation of a
major international airport and the location of a branch of the state university.
Both were critical pieces of its long-term economic development strategy.
Pittsburgh has begun consciously to develop capability as a center for robotics,
fusing the interests of some of its industries, such as Westinghouse and
Unimation, with its universities. In the Detroit area the automobile companies
are engaging in joint ventures with the University of Michigan to develop new
manufacturing technologies.

The point is that urban development can no longer be taken for granted.
Public policy plays an important role in the process of transition and long-term
reorientation and adjustment. At the local level, strategic policy making is the
process through which a community goes as it learns about itself and the new
economic environment within which it lives and as it
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redefines its intentions and the steps that public and private institutions will
have to take to realize them.

While it is unlikely that national or local policy can change the direction of
the international economic forces transforming urban areas, it can influence the
rate at which trends move and can affect how readily many areas anticipate and
adjust to change.

CONCLUSION

In light of these basic concepts, a framework for urban economic
development strategy seems to require, first, policies that accelerate the process
of transformation, concentrating on the flow of capital to those activities on
which the future of urban economies ultimately depends. By themselves,
however, such policies could exacerbate disparities in the performance of cities
with growing and declining economies and could destabilize both in the short
term. To facilitate adjustment of urban areas to new, long-term economic roles
and to smooth the transition, it would be prudent to balance actions that
accelerate change in the aggregate national economy with policies that help
stabilize communities as they undergo substantial change. In this context,
communities and their residents should be encouraged and enabled to rethink
their roles and to identify and pursue appropriate functions in the urban system.
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5

Investing Private and Public Capital in the
Urban Future

Just as today's urban areas reflect past patterns of capital investment, those
of tomorrow will reflect the flow of capital that is occurring now. Private capital
flows to economic activities and, incidentally, to the places where those
activities occur. The activities that attract private capital and the speed with
which they attract it can have a profound impact on patterns of development
and, as we have seen, on how areas evolve in the urban system.

Because they rarely reach major money and stock markets, local and state
policies appear to have relatively little effect on the flows of private capital to
firms; the market and federal policies are far more influential. State and local
policies are, however, far more important factors in the location of firms. Public
investment in urban infrastructure, environmental regulations, and economic
development policies can influence where firms are able to locate. Federal
policy also substantially affects the level of state and local public investment
and the kinds of facilities that are provided.

This chapter discusses the implications for urban areas of policies that
would stimulate the flow of capital to those sectors of the economy that show
promise of strong performance in international markets and others that need
modernization or are important to national interests. Such policies are
significant for urban policy because they could accelerate the transformation of
urban areas; they raise significant issues about the use of capital resources in
urban economic development. The level and quality of public investments are
other aspects of national urban policy that can
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affect how well, and how fast, urban areas are able to adjust to a major shift in
economic structure. We thus consider the need to make sufficient capital
available for infrastructure to support economic development. We conclude the
chapter by discussing a framework for urban economic development strategy.

INVESTMENT IN PRODUCTIVE SECTORS

When we talk about the flow of capital to particular sectors of the
economy, we do so with considerable modesty. The state of knowledge of
capital markets and how they work is still rudimentary. What causes investors
to move their money from one sector to another and especially from one region
to another is not always clear. Classes of investors seek different objectives:
some are content with secure, long-term low yields; others take high risks in
hope of quick, high returns. The sources of capital are diverse. Financial
institutions, businesses, pension funds, and individuals make millions of
calculated or impulsive decisions every day. They consider factors ranging from
exhaustive studies by market and industrial analysts to their horoscopes. Net
flows of capital reflect the cumulative result of those decisions. In this context
one factor that influences investor choice is public policy.

Whether it is deliberately interventionist or passive toward capital markets,
public policy affects levels of risk and rates of return on investments. It also
influences how investors perceive certain sectors of the economy. For example,
monetary and fiscal policies affect how much capital is available to the private
sector for investment and its cost to borrowers. Credit and tax policies may
encourage investments in industries such as housing or energy development.
Direct subsidies may improve yields from investments in agriculture or defense
industries. Indirect subsidies such as tax credits or loan guarantees can reduce
risks for activities such as research and development or new enterprises.

Although they do not fully determine the direction of capital flows, the
effect of national economic policies on the flow of capital to different sectors of
the economy is increasingly recognized as a serious national problem (Schwartz
and Choate, 1980:65-88; U.S. Congress, Joint Economic Committee, 1974). In
spite of gaps in our understanding of just how or to what extent policy affects
capital flows, some sectors have been consciously subsidized over a long period
of time—housing, agriculture, defense, and transportation are examples. An
estimated 13.9 percent of the GNP in 1980 was consumed in subsidies to
various industries, exclusive of the costs to consumers of various special
barriers to international competition, such as tariffs, market quotas, cartelization
(Reich, 1982).
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Whatever the original reasons for these subsidies, they have often
continued, almost as entitlements, without serious assessment of their impact on
the flow of capital to other sectors that might improve both national economic
efficiency and interregional or intergroup equity (Schwartz, 1983). The lack of
any coherent strategy results in part from the fact that most subsidies arose
initially more from the success of specific industries in legislative lobbying than
from a careful determination that their net effect assisted the economy in
meeting international competition, increased productivity, or provided for real
growth in the GNP.!

Once established, such subsidies are extremely difficult to terminate
because they produce an organized constituency that represents both labor and
management; it often spans the ideological spectrum from right to left. The
withdrawal of subsidies, whether direct or indirect, can create genuine
economic dislocation. Adjustment problems are no less severe than those
created by technological change or foreign competition. Financial institutions,
for example, have undergone major restructuring in the wake of changes in
monetary and credit policies and as a result of changes in federal regulations.
Similarly, the sectoral consequences of the 1981 Economic Recovery Tax Act
are substantial, but many of them were both unanticipated and unintended
(Palmer and Sawhill, 1982).

In the absence of any conscious sectoral perspective, national
macroeconomic policies are highly susceptible to political pressure and
panicked governmental responses to industrial crises, as in the cases of
Lockheed, Chrysler, Wisconsin Steel, or the thrift industry. While all or any of
the actions taken to rescue these industries or firms might be defended from a
rational economic policy perspective, they offer no suggestion of what U.S.
policy might be toward the next crisis. Moreover, the ad hoc approach to
sectoral policy that they illustrate tends to focus on the most troubled among
specific industrial sectors, leaving the growth sectors of the economy to chance.

Sectoral Policy and Its Critics

This lack of coherence has led a growing number of economists and
business interests to propose that the United States establish an industrial or
sectoral policy aimed at strengthening the international competitive

! Reich (1982) points out that in 1980 five times as much was being spent on research
and development in the commercial fisheries industry as in the steel industry and that
while the timber industry received tax breaks of $455 million, the semiconductor
industry received none (also see Schwartz and Choate. 1980).
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position of U.S. industries and at facilitating the adjustment of the economy to
structural changes (Bell and Lande, 1982; Business Week, June 30, 1981; Leone
and Bradley, 1981; Reich, 1982; Schwartz and Choate, 1980).

The advocates of this position argue that national economic policy has
been concerned primarily with the aggregate growth of capital and that, while
this is necessary, it is not sufficient when the overall restructuring of the
national economy is occurring simultaneously with the internal restructuring of
many sectors and industries. Thus in contrast with the thrust of traditional
national economic policy, sectoral policy would be more concerned with capital
allocation than with aggregate capital formation. It would focus on the most
productive pattern of investment,” favoring those linked industries that show
strong promise as international competitors and as sources of economic growth
as well as other industrial groups that are important to national interests. At the
same time, sectoral policies would seek to develop the industrial infrastructure
and the skilled work force that is needed to support those linked industries.
They would also recognize the need to balance the growth of regions, to
maintain a strong productive capacity in certain industries, and to assist workers
forced to retrain or relocate in order to defuse the resistance to economic change
likely to come from those who would be hardest hit (Reich, 1982:75).3

The critics of sectoral policy contend that it would involve the government
in planning the economy and in the selection of industrial winners and losers
through a political process rather than through the market. National economic
policy, they argue, should concentrate instead on capital formation, letting the
market determine where capital should flow. The basic concern of the national
government should, therefore, be on the aggregate growth of the economy,
without regard to where that growth occurs regionally or in which sectors of the
economy.

While advocates of sectoral policy point to the success of other countries,
particularly Japan, in promoting the growth of some industries and facilitating
the shrinkage of others that were less competitive, the critics remain skeptical of
the actual effect of public policy on national economic

2 The evidence is weak that the restructuring of the economy that has occurred, as
such, has increased productivity—at least as productivity is usually measured. Since
1973 the effect on productivity has been slightly negative (Jorgenson, 1980). A more
recent study concludes, however, that the shift to services has had a negligible effect on
productivity decline, a fact that is attributable mainly to shifts in goods-producing
industries (Kutscher and Mark, 1982).

3 Such authors as Reich (1982) and Schwartz (1983) distinguish their proposals from
"reindustrialization," which implies an effort to revitalize industries with a declining
share of world markets or those that make products that have little growth in demand.
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performance. They see government intervention primarily as a ratification of
market or industry choices rather than as a decisive factor in them. They point
to failures in decisions or refusals of industries to follow policy and to great
differences in national attitudes toward monopolies, labor relations, and
banking systems as constraints on transferring cooperative approaches to
industrial policy, such as those in Japan, to the United States (Eads, 1981).

Critics also argue that the market, with all its faults, is still far better at
selecting competitive industries than a bureaucracy or the Congress. The market
provides a reliable feedback mechanism that tests the soundness of investment.
Because government-induced investments generate constituencies devoted to
the perpetuation of the intervention—even if it is unsuccessful from the point of
view of the overall economy—any industrial policy would lack the self-
correcting discipline of the market. The result would be unnecessary
overinvestment in some sectors and underinvestment in others because of
political choices (Eads, 1981).

A Strategy for Sectoral Policy

As we have discussed in Chapter 4, macroeconomic policy makes choices
that may favor some industries or sectors over others. The result is an implicit
industrial policy. The decision-making process is not structured in a manner that
requires the consequences of those choices to be weighed against each other. In
many cases, subsidies are not identified and their costs are not even
acknowledged (Eads and Graham, 1982).

Political choices about the economy tend to be made largely in terms of
anticipated first-order consequences, that is, will they stimulate or dampen the
growth of the GNP? In an increasingly interdependent economy, second-order
consequences—effects on specific sectors of the economy or on economic
regions—though often unintended, may be more significant. These
consequences are also harder to foresee or forecast. There is a need for a more
sophisticated understanding of these second-order consequences and for
consideration of alternative policies that might have more salutary effects or
fewer adverse impacts. Just as the Full Employment Act and the creation of the
Council of Economic Advisers and the Joint Economic Committee have made
the President and the Congress more sensitive to the first-order consequences of
their economic decisions, it is now desirable to require wider understanding of
second-order consequences for particular sectors of the economy and for urban
areas.

Given the pluralism of our political economy, it may not be possible, even
if it were deemed desirable, to produce an internally consistent,
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comprehensive, and explicit sectoral policy. In that light the task is to
understand the policy system well enough to obtain a better result from the
implicit policies. This suggests a conscious strategy as distinguished from a
specific policy or comprehensive law on the subject. It also allows for a more
experimental approach in an area in which too little is known to justify a
doctrinaire program.

Such an approach recognizes that some sectors and activities may indeed
be more promising than others for improving the competitiveness of U.S.
industries in the world economy; to the extent that our competitiveness is
enhanced, the number of jobs and the levels of income would be increased. In
this approach, economic policies should be examined to see whether they are
likely to reduce friction that impedes the development of those sectors that are
growing in response to market forces (Schwartz and Choate, 1980:1091f.). This
approach to sectoral strategy is concerned with accelerating or at least not
impeding the shift of capital and workers from declining to more promising
sectors, as they are defined by the market. It is also concerned with revitalizing
and modernizing those sectors that are important to national security, such as
energy, machine tools, and basic metals (National Academy of Engineering,
1983), and to other national interests, such as public health and agriculture.

Sectoral strategy is concerned not only with the traditional or troubled
industries, such as the automotive sector, in which new capital is needed for
modernization, but also with emerging industries, such as genetic engineering
and international health services, and with sectors in which the United States
may already be dominant but could maintain or expand its market position, such
as computer technology. This strategy assumes that some sectors can be
expected to shrink and others to grow as they adapt to new technologies, new
markets, and new relationships within the economy (Schwartz, 1983).

In addition to marginally influencing the flow of capital to those sectors
with strong market potential, sectoral strategy should support investment in the
development of the resources and systems they need to thrive. This includes
support for research and development, either directly or indirectly through
incentives built into macroeconomic policies (Mansfield, 1982).* It also
includes support for infrastructure (both public and private), training the labor
force, and improving management and productivity systems.

4 See Landau (1982) for a discussion of the importance of research and development
to the national economy and the relationship of tax policies to research and development.
The delay between invention and innovation and the discontinuity between old and new
technologies appear to be serious issues in need of policy attention (see Girifalco, 1981).
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Different sectors require different treatment during their growth cycles.
While price deregulation may be sufficient to reinforce enormous flows of
capital to energy-related industries, a quite different, more detailed approach is
required to speed modernization of the automobile, steel, and machine tool
industries. For them it is important not only to introduce new technology, such
as robotics, but also to bring about major institutional changes in research and
development, to change the locations of some parts of the production process, to
change management and labor relations processes, and to improve international
trade and marketing conditions (National Research Council, 1983). Public
policy can affect the degree and timing of these changes. Tax credits for plant
modernizati