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SOME REGIONAL DEVELOPMENT ISSUES IN DEFENSE
PROGRAM SHIFTS*

JOHN W. DYCKMAN

University of California, Berkeley

1. Introduction

In recent years a number of ‘impact’
studies have been conducted for the pur-
pose of demonstrating the quantitative
contribution of defense spending to the
employment and income totals of the
economy of the U.S., and the probable
size of the gap to be filled under condi-
tions of reduced military and aerospace
spending.! For the most part, these studies
recognize that selected local impacts can
be demonstrated to be relatively more
severe than the overall effects.? This paper
wishes to carry this recognition somewhat
further, and to argue that the pattern of
defense and defense-related government
purchases (1) has reinforced certain indus-
trial and urban development shifts in
the nation, and (2) by accelerating the
growth of selected urban areas, has not
only created local situations of great
vulnerability to decline in market demand,
but has also focused on the need for
sources of new demand and new programs.
We wish to study the impact of defense
expenditure on urban growth, the possible
impact of reductions of defense expendi-
ture on that urban growth, and the possible
combination of solutions to urban prob-
lems and the larger social and political
problems of the economy posed by the
pattern of defense and aerospace demand.

This paper falls into two parts: de-
scription of the shifts that have taken place,
as seen from the perspective of an ‘im-
pacted’ area; and calculation of possible
impacts on local areas of changes in the
level and composition of Federal programs.

The area chosen to illustrate these points

is California. Since a high share of de-

fense contracts (23% of Department of
Defense prime contracts, and perhaps a
slightly higher share of subcontracts) is
now going to California,® California pro-
vides a good laboratory for studying these
effects and for examining possible counter-
measures.
The main points of this paper are as
follows:
1. National defense in the
United States has
a. changed the industry mix, and
has been chiefly responsible for the
emergence of certain growth indus-
tries, and

b. by its locational choice for federal
installations and selection of con-
tractors, appreciably shifted the
geographic mix of certain indus-
tries, and created new industries
in new locations.

2. Defense procurement policies? have
substantially influenced and abetted
the concentration of scientific and
technical personnel in a relatively few
major metropolitan centers of the
country,

3. Defense procurement policies have not
dispersed urban population but have
helped to create new urban agglomera-
tions, sometimes in older large cities,
but chiefly in cities in the West and
South which, though growing, would
not have reached present levels without
a strong infusion of non-local demand.
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4. The impact of defensc spending has
effected major changes in the Cali-
fornia economy. Certain urban con-
centrations have grown more rapidly
than would otherwise have been the
case. New metropolitan areas have
emerged. Despite sizable growth in
agriculture, and a relative shift of the
nation’s agricultural output to Cali-
fornia, agriculture has been supplanted
by manufacturing as the most im-
portant contributor to state income,
and as the most important ‘export’ of
the state. In a decade (1950-60) in
which employment in manufacturing
in the United States decreased abso-
lutely, the number of employees in
manufacturing in California increased.
California industry is newer — in
products as well as firms — than that
of the nation as a whole. Its wage and
salary level is higher than average
and its concentration on high-skill
labor requirements, particularly for
Research and Development work, is
marked.

5. Any large cutback in defense and
aerospace procurement without com-
mensurate offsets would (a) create
local distress areas, (b) slow down the
tendency of American industry to
rationalize its locational pattern and
individuals to express geographic and
other space preferences, (c) produce
substantial local underemployment of
research and engineering skills, and
(d) deal a heavy blow to a few rapidly
growing industries and firms. The
principal hopes for securing sizable
reductions in defense spending without
suffering these effects lie in substitute
governmental procurement programs
in non-military products. While no
wholly integrated program for creating
such demand has yet been planned,
the development of new communities,
with government support and incen-
tives, is beginning to attract the
attention of many planners.

2. National defense influence on industrial and
regional shifts

Several factors combine to relate de-
fense expenditure to the growth of new
urban regions, or the revived growth of
certain older metropolitan areas, in the
United States. First, national defense spend-
ing has been heavy in new technology and
industrial products. Defense spending has
created or developed new industrial giants,
as measured by the rise of acrospace con-
tractors to the top rank of American corpo-
rations. Second, defense spending has
produced investment in new plant and
equipment, and has been directed either
to new areas of the nation, or to new
portions of established metropolitan areas.
Third, in the regional distribution of de-
fense and aerospace investment, states
and regions have changed their historic
cconomic specializations.

One aspect of the defense procurement
program which almost guarantees a degree
of geographic concentration of purchases,
is the relatively small number of prime
contract recipients. Official statistics of
the Office of Secretary of Defense show
that 729, of the value of the military prime
contracts awarded in fiscal 1962 was
accounted for by 100 corporate contractors
(companies and institutions).> Of these
100 companies, more than half (56) were
engaged in aircraft, missile and space
work, or in electronics and research and
development work directly related to air-
craft and missile programs.®

Four industries, all of which have been
rapid growth industries in the last decade,
are heavily dependent on defense con-
tracts. Aside from ordinance (including
missiles), which is 1009, dependent on
such contracts, the aircraft industry sold
940, of its output in 1960 to the military,
ship construction 61%, and electronics
589,. Not surprisingly, aircraft and ordi-
nance (primarily missile) firms dominate
the large contract awards, with a half-
dozen aerospace firms ranking at the top
of the list of defense contractors.



Four of these top-ranking firms have
major production facilities in California.
Of the 20 largest contracts to businesses
let by the Department of Defense in 1964,
13 were awarded to California plants;
of the 20 largest let in the first six months
of 1964, 12 went to California.

Plausible links exist between defense
spending, new industries, and the growth
of states and metropolitan regions. A
simple measure employed by Perloff,
Dunn, Lampard and Muth demonstrates
the net employment and population shifts
within the nation in a given period.?
They showed, for example, that the sizable
net upward shift in employment to Cali-
fornia has been achieved in large part by
a net shift in industrial composition. While
their work reveals that every major indus-
try group in California experienced a
greater increasc in employment in the
period 1939-58 than would have been
the case if the industries had grown only
at the national rate for each industry,
the total local factor net shift was actually
less than the total net shift in employment
when calculated on the basis of the state’s
total expected rate of employment growth.
The difference, as a popular version of
their work points out, is a result of the
underlying composition effect and exists
because ‘not only did each industry in
California grow more than the national
average for the industry, but California’s
industry mix or composition was such that
the number of workers employed in growth
industries exceeded the national average’.8
California, they then conclude, ‘experi-
cnced an upward shift in total employ-
ment because both the local-factor and
composition effect in the major industries
contributed to it’.?

To illustrate, the case of California is
contrasted with those of Texas, Penn-
sylvania, and Georgia. While California’s
growth is attributable both to an upward
net shift of local factors and composition
of major industries, Texas experienced an
upward net shift in total employment only
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because a strong upward local factor was
sufficient to offset a significant downward
composition shift. That is Texas experi-
enced a net gain in total employment
relative to national expectations, without
benefit of a shift toward favorable growth
industries. Pennsylvania, on the other
hand, suffered a net downward shift in
total employment despite the fact of a
strong composition shift, largely as a result
of the rapid decline of such industries as
mining, while Georgia’s downward shift in
employment was reinforced by a down-
ward composition shift.

The impact of defense spending, be-
cause of the newness and rapidly changing
character of military and space technology,
is felt chiefly in composition shifts. Since
the Korean War, the defense procurement
mix has moved away from automobiles,
steel, and other products of the long-
industrialized East, North, Central, and
Middle Atlantic states toward the elec-
tronics-missile products growing up in the
Far West and Southwest.10

Perloff and his associates extended their
analysis to each of the 48 states for which
material was available in the period 1939~
58. Examination of these studies reveals a
strong influence of defense expenditure in
the net composition effect. Certain states,
such as Maryland (including Washington,
D.C.) achieved total net upward shift
despite local-factor net downward shifts,
as a result of specialization in industry
sectors which were growing at a faster
rate than the average for all industries. In
the case of Maryland, the growth industry
component was fed by strong government
military and defense purchases. In the
seven states of Kansas, Washington, Cali-
fornia, New Mexico, Connecticut, Arizona
and Utah, employment in defense-related
industries accounts for over 209, of total
manufacturing employment. The six west-
ern states in this group were all sizable
gainers in net upward shift of manufac-
turing employment during the decade
1950-60. The exception to this effect, the
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eastern state of Connecticut, experienced
a net downward shift in manufacturing
employment despite its high military and
defense component.

As the Connecticut case shows, defense
industry employment has not produced as
marked composition shifts in established
manufacturing areas as in the new-growth
manufacturing areas. In the older indus-
trial centers, defense contracts have not
produced marked industrial composition
changes, either because they have been
too small or because they have served
chiefly to support established industries.
The impact of defense expenditure on older
centers, such as Hartford, has been offset
by loss of traditional manufacturing lines,
whereas the growth of defense production
in the cities of Wichita, Los Angeles,
Seattle, San Jose, Phoenix and Salt Lake
City represents a marked net gain in
industrial activity.

Not only has this created new manufac-
turing centers, but a sizable portion of
defense production in the 1950s and 60s
has taken place in new plants and highly
specialized facilities. In some cases, the
plants have actually been built by the
Defense Department, which retains title
to plant and equipment. These plants are
frequently located in the suburban or
exurban fringes of the metropolitan areas,
since they tend to be large space-users,
and to have certain security nceds. But
since they are large employers, whole new
towns, or sudden inundations of building
in older, small communities, follow the
plants. Towns like Sunnyvale, Azusa,
Fontana, and Canoga Park rocket up-
wards in population, and commuter devel-
opments proliferate around them.

In a rapidly growing state such as
California, the defense production centers
are the principal recipients of out-of-state
migration. In the city of San Diego,
characterized by strong military demand,
over 36% of the 1960 population had
resided in a different state in 1955, com-
pared with 239, for all urbanized areas

in California. High defense production
areas such as Los Angeles-Long Beach and
Pomona-Ontario were above the state
average, while low defense industry areas,
such as Fresno, Stockton, and Bakers-
field, were well below the state average.!!

The shift technique employed by Perloff
and his associates distributes the expected
growth (i.e. the mean growth rate) of the
U.S. among states in accordance with
their positive or negative deviation from
this mean expectation. The total amount
of deviation in the period 1939-58 is
approximately 13,000,000 persons. These
13 million were, for the most part, located
in a relatively few metropolitan areas of
the gaining states. Ironically, relatively
little of this growth can be directly attri-
buted either to the regional development
economics suggested by these authors, or
to direct public policies for regional devel-
opment aimed at distressed areas, or areas
of below national economic growth rates.
The investment appears to have gone,
for the most part, into rapidly growing
urban areas (particularly in California)
and to have had the effect of accelerating
this growth.

In summary, the pattern of defense
spending in the United States has pro-
duced or accelerated several shifts in the
composition of industrial activity, nation-
ally and regionally, in the distribution of
population between states and metropoli-
tan areas of the nation, and in the distri-
bution of activities within metropolitan
areas.

3. Some special problems of defense spending

changes

On purely economic grounds, Leontief
and Hoffenberg, Isard and Schooler, and
others have made a strong case for dis-
armament, in terms of its effects on business
activity, national output, and real income
given certain offset programs.!? This
author agrees with Suits that ‘... a pro-
gram of general and complete disarma-
ment scheduled over a twelve-year



period, combined with only the most
elementary offsets in the form of tax
reduction and transfer expenditure creates
an adjustment problem of a lower order
of magnitude than that posed year in
and year out by the growth of the labor
force and increasing productivity. In fact,
the impact of disarmament represented a
slight — almost unnoticeable — intensi-
fication of the problem of adjustment to
economic growth in general’.l®

But while the problem of disarmament
appears quite manageable in the arithmetic
of economic aggregates, the shifts described
in the section above have created areas of
vulnerability which, at the points of im-
pact, are no longer marginal. Even if the
problems of sustaining adequate aggregate
demand, absorbing labor force increases,
and maintaining economic growth rates
could all be met, sore spots would remain
in the uneven geographic distribution of
defense employment, its concentration in
a few industries and firms, and the domi-
nant role of defense in demand for certain
high-order labor skills. The collapse of
certain industries, firms, and local econ-
omies, the mass shifts of personnel, and
the unemployability of many highly-
skilled workers are potential dangers of
disarmament which the nation will wish
to avoid or minimize.

Let us consider some of these problems
with references to California, which has
been shown to be an area of high con-
centration of defense spending. California
well illustrates (1) the potentially severe
aggregate impact in a particularly defense-
impacted area, (2) the special metropolitan
area problems, and (3) the case of a high-
skilled labor force concentration.

The aggregate impact of defense cut-
backs on California can be estimated with
the help of recent studies.’ Using an
econometric model based on time-series
analysis of inter-sectoral flows in the
California economy developed for the
California State Development Plan, Dyck-
man and Burton measured a Goldberger-
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type income impact multiplier for de-
fense spending in the state.’® The major
defense cutback effect would be felt
through reduction of the ‘exports’ to
Federal government. (If purchases by
Federal defensc and space agencies from
California firms are recognized as exports,
the aircraft-ordnance industry group ac-
counts for a third of the total exports
of the state.) Given a 259, across-the-
board cutback in defense spending, with-
out offset, and falling evenly on present
contractors, the impact on California would
be formidable if there were no offset pro-
grams. By the Dyckman-Burton calcula-
tion, reduction of $! in exports of the
impacted defense industries results in a
$2.47 reduction in total wages and salaries
in California. Under a 259, cutback
assumption, almost a billion dollars of
wages and salaries would be lost to the
aircraft-ordnance group alone, and the
total state wage and salary loss would
be $2.88 billion. Thus a cutback of about
$5 billion in national defense spending in
Washington might have an impact of
almost $3 billion on total wages and
salaries in California, in the same year.
The order of local offset programs needed is
clearly of a much higher order than the
needed national programs.

Local impacts within the state would be
even greater. In the Los Angeles area,
according to Tiebout, 42.59, of manufac-
turing employment is tied directly or in-
directly to sales to the Department of
Defense and the National Aeronautics and
Space Administration, Individual indus-
tries vary from a high of 989 in Commu-
nication Equipment and Ordnance to less
than 59 in Heating and Plumbing Fix-
tures.’® Almost two-thirds of the employ-
ment is in ‘large establishments’. Using a
multiplier of 2.2, Steiner calculated that
total income generated by defense expendi-
tures in Southern California was about §9
billion or about one-third of the Gross
Regional Product estimated for the area in
1959.17 The impact on southern California
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of significant defense spending reduction,
therefore, would be much more severe
than that on the whole state.

Nor is the problem of researchers and
other high-skilled personnel less acute in
California. In the five years between
fiscal 1959 and fiscal 1964, when Federal
expenditures for Research and Develop-
ment in the defense-related programs rose
from $5.2 billion to $13.4 billion and the
R and D share of all national defense
expenditure rose from 119, to 229%,
California, and particularly the Los Ange-
les area, increased its concentration in R
and D work. Three industry groups,
aircraft and missiles, electrical equipment
and communications, and chemicals and
allied products, accounted for 689% of
the research and development financed by
industry in 1961. If machinery and motor
vehicles and other transportation equip-
ment are added, the group accounted for
849, of all research and development
activity, measured by dollar amounts de-
voted to these purposes.!® These industries,
along with direct Federal agency research,
have played a prominent part in the
great R and D growth in California.
(Federal Research and Development ex-
penditure, which is heavily concentrated
in defense and space ficlds, rose from an
annual rate of $2.7 billion in 1953-54 to
$11.0 billion, or more than two-thirds of
all such expenditure, in 1963-64.)

Research and Development expendi-
tures require high-level employee skills.
While it is difficult to assess the amount of
movement of scientific and technically-
trained workers into the defense industries
and defense areas, certain indirect evidence
of the concentrations of such persons in
California may be inferred from the distri-
bution of scientists. Data on the geographic
distribution of scientists by metropolitan
areas of the nation is necessarily sketchy.
The National Register of Scientific and
Technical Personnel, maintained by the
National Science Foundation since 1953
provides some data on the distribution,

although these data are weighted heavily
toward scientists and omit most industry
and production engineers employed in
the aerospace industry. This registry
shows:

1. California standard metropolitan sta-
tistical areas succeed in maintaining
a rank order in the national ranking
equal to or better than their popula-
tion rank by U.S. Census of 1960. At
least one standard metropolitan area
in California, that of San Jose, far ex-
ceeded its population rank in its rela-
tive position in the scientific register.

2. The California metropolitan areas are
especially well represented in those
fields contributing directly to aerospace
technology. Thus, the Los Angeles-
Long Beach standard metropolitan
statistical area leads all other areas in
the Register in number of mathemati-
cians and physicists. It has 17.6% of
all mathematicians in the register and
14.79, of the physicists. San Jose
ranks with Boston and Rochester in
the percentage (over 20) of its regis-
trants listed in physics.

3. Los Angeles also led all other SMSA’s
in the number of scientists active in
‘applied research’. Three SMSA’s in
California, Los Angeles, San Fran-
cisco, and San Jose, have 28.8% of
the astronomers, 25.49%, of the mathe-
maticians, and 24.89, of the physicists.
These three SMSA’s account for 14,710
scientists in the Registry. If, as the NSF
estimates, the Register has counted
half the scientists, and if, as is generally
estimated, there are at least two pro-
duction and industry engineers for
every scientist, these three areas would
contain about 100,000 top technical
personnel. We have independently
estimated the actual number as some-
what higher (150,000-200,000).

Using his basic input-output coeffi-
cients for industry requirements, and
National Science Foundation estimates for



ratios of engineers and scientists to labor
force in given industries, Leontief has
estimated the demand for engineers and
scientists in the mid-sixties.!® Assigning
23,000 scientists (of a total of 452,000)
and 76,000 engineers (of a total of
1,304,000) to space exploration, Leontief
estimates a total demand for 1,756,000
scientists and engineers. If the three Cali-
fornia areas noted above were to house the
same share of all scientists and engineers
that they comprised of all scientists and
engineers in the SMSA’s of the United
States listed in the Register (189%), they
would need to employ about 300,000 such
technical persons. Since space exploration
is estimated to require more than twice
as many scientists and engineers per
billion dollars of expenditures as other
uses of gross national product, it is ob-
vious that any reduction in space expendi-
tures would need to be accompanied by a
more than commensurate expansion of
other uses of scientific personnel, or by
comparable offset programs, if substantial
surpluses of highly trained persons are
not to occur in areas of present aerospace
concentration.

The interdependence of universities,
government sponsored research, and de-
fense contracts, and their concentration in
a few major metropolitan belts of the
country has been noted by Clark Kerr in
his Godkin lectures at Harvard University
on the Multiversity. Kerr pointed out that
a relatively few areas — New England,
the Pacific Coast, the Great Lakes-Big
Ten area, and more recently and embry-
onically, the Gulf Coast — have come to
dominate the American university scene
in terms of strength of faculties, libraries,
and particularly in volume of government
scientific research contracts. Since so much
government research has been pursued
with an eye to decfense uses, and since
scientists and engineers often wish to be in
contact with advanced university research,
the tendency of scientific personnel to
cluster in a few areas has been reinforced.
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With any change in the pattern or level
of Federal defense spending, government
will face the alternative of concentrating
offset programs heavily in these areas, or
of creating incentives for the migration
of scientific and technical personnel.

4. Requirements and opportunities in offset

programs®®

The problems of maintaining aggregate
demand sufficient to stimulate desirable
rates of growth of the economy and the
structural problems discussed above are
obviously interdependent. Indeed, if one
looks only at aggregate demand without
regard to its interplay with structural
effects, the solution is not only theoretically
trivial, it is practically impermanent or
unworkable. Similarly, some structural
solutions will give quite different levels of
economic growth then will others. Further-
more, governmental offset programs en-
counter political obstacles, since they in-
variably involve distribution effects, and
business offset programs must be accompa-
nied by adequate profit incentives. Few
governmental programs can expect to
meet with the widespread acceptance
which has, in the past, been accorded the
military and space programs.

Urban development programs have
been persistently advanced as prime can-
didates for offset expenditure. They have
the intuitive popular appeal of improving
an environment in which almost everyone
shares, they involve the economic and
political participation of many decision
levels and groups, and they have certain
of the economic characteristics of national
defense spending — such as convenient
devices for government underwriting of
risks, continuously recreated and almost
inexhaustible demand, rapid obsolescence,
and a productive technology which has
modest skill requirements and abundant
use of labor. The potential demand for
urban facilities conveniently expands with
population, and exercises in offset pro-
gramming which are concerned with
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employment effects can, for reasons cited
above, almost always show aggregate
employment increases for dollar invest-
ments, whether public or private, easily
realizable out of defense spending cut-
backs.?!

Unfortunately, conventional urban re-
newal and development programs, such
as those presently authorized in the U.S,,
have a number of serious drawbacks for
present offset use. While they can offer
ample employment effects, they presently
offer little employment prospect for the
highly skilled R & D scientists and techni-
cians now engaged in defense work.

Though the federal government pro-
vides the basic subsidy for urban renewal
in American cities, there are eifective
limits. Federal funds are confined chiefly
to land clearance costs, and in the case of
public thousing, to low income building
subsidies. In some cases, funds are also
available for highways, transit and com-
munity facilities. But local governments
find themselves restrained in renewal
programs, by intractable problems of relo-
cation of low income families, small busi-
nesses, and certain industries, and by their
own incapacity to mount adequate oper-
ating programs to match the federally
supported capital investment. So long as
local government resources are based
heavily on property taxation, the very
efforts of local administrations to raise
funds to mount appropriate programs are
self-defeating, in that increases in local
property taxes serve as a damper on
property inprovement.

Furthermore, renewal programs must
contend with the fact that the bulk of the
investment is earmarked for improvement
of private assets, and government must
either openly confer a transfer of benefits
to these parties, or run the collateral
political risk of taking a position in these
assets.

From an economic standpoint, urban
renewal stresses short-run output and
consumption at the expense of long-run

growth, to the extent that it substitutes
expenditure on housing, and publicly
provided consumer amenities for invest-
ment in production equipment, research,
and producers’ goods (barring, of course,
a condition of overcapacity in traditional
lines). Present urban development pro-
grams, moreover, are heavily oriented to
the renewal of older cities. By and large,
these are not the cities most directly im-
pacted by the defense spending programs,
and most vulnerable to their reduction.
Unless one wishes to shift population and
activities back from the new centers to the
older centers, new programs must be
devised.

Fortunately, there is evidence that con-
sideration may soon be given to programs
which could, under conditions of reduced
armament spending, be more useful to the
impacted new growth areas. These pro-
grams are generally subsumed under the
label of ‘New Towns’.

The proposals for a national New Town
program, which have been put forth in
a modest fashion by the Housing and
Home Finance Agency, might, if vigor-
ously expanded, constitute a major offset
program. Like urban renewal, New Town
construction has the advantage of stimu-
lating an industry (construction) which (1)
is of considerable structural importance to
the economy, (2) suffers, under ordinary
market conditions, from severe fluctua-
tions, and (3) provides a large number of
jobs for a given item of investment. Like
urban renewal, New Town development
targets would not quickly be met, nor the
program easily exhausted.

In addition a New Town program
might have a number of advantages over
the urban renewal program. For one, the
New Town building scheme would permit
the population drift, precipitated and rein-
forced by defense spending, to continue.
Since there is a general movement of
population toward the west and south in
the United States, and particularly toward
the metropolitan areas on the rim of these



regions, a New Town program might
provide public assistance for the further
accommodation of this movement. At the
same time, it would help by offering sub-
stitute construction activities for present
defense production and the employment
and retention of persons who would be
laid off by defense cutbacks. To the extent
that the New Towns supported a net
shift of population to the west and south,
they would assist these areas to reach a
scale of market size and necessary social
overhead for the support of competitive
enterprise.

The construction of whole new commu-
nities is a more complex task than the
replacement of individual facilities, such
as housing. The planning work involved
in such enterprises is formidable — it may
be of an order equal to that required by
many contemporary defense space pro-
grams. While it is dangerous to presume
any easy transfer of skills, it is possible
that the degree of transfer of defense and
space scientists to new community pro-
grams might be higher than would be the
case with many traditional public works
programs. There are many aspects of town
planning which have parallels in the
systems-engineering work conducted for
military or space objectives. Some of the
numerous scientists now working on pro-
duction scheduling tasks could certainly
find places in New Town development
programming. Individual experts in prob-
lems of controlled environmental condi-
tions necessary for space work might make
contributions to the problems of air pollu-
tion, water conservation, noise abatement,
etc. — all characteristic town planning
concerns.

It is not surprising that some scientists
in the aerospace industries have taken to
the idea of New Town development with
enthusiasm. Norman Petersen, chief scien-
tist of the Air Force Flight Test Center at
Edwards Air Base, California, calls new
community development the Century-21
Urban Center Frontier and sees this as the
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greatest opportunity area of proposed
civilian growth. In his words, ‘Its scope
of activities, its requirements for all types
of talent, all skill levels, new materials,
identifies it as a frontier without parallel.
This is a frontier that every citizen in the
nation could contribute to and partici-
pate in to the limits of his ability’.22

It is noteworthy that Petersen has
stressed the substantially diversified nature
of the demand generated by new city
technology and new city style of life. From
the standpoint of both the national econ-
omy and the utilization of the particular
talents of the present defense industries,
the New Town and related urban centers
schemes are well suited to the task of
demobilization. Adequate analysis of the
issues posed by these complex but inter-
esting proposals would require substantial
investment in the problem areas of opti-
mum population size and density, power
and water supply planning, waste disposal
and pollution control technology, the rela-
tion of transportation to travel desires
under different physical arrangements,
and a host of others.

The net shift of population during the
next decade is likely to approach the figure
of 30 million persons. The Far West,
which has been the recipient of the shift
mentioned earlier in this paper, could
easily gain 10 to 12 million persons. If the
net (above national average) gain alone
were accommodated in New Towns,
the program would need to build a hun-
dred New Towns. Of these 30 would be in
the Far West, under the assumption that
new towns would be built on the average
scale of 100,000 dwelling units, with an
average population of 350,000. Though
this figure is substantially higher than that
usually set for New Towns, it is about the
same scale as the net addition to the San
Jose, California, area during the decade
1950-60. If these towns were to be
genuinely independent of existing metro-
politan centers, a scale of 350,000 persons
seems to be minimum,
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The total cost of a new community for
100,000 households is estimated at $9 to
$10 billion. Almost a third of the cost
would be for residential units. We have
estimated cost per dwelling unit at $15,000
and the cost of the infra-structure neces-
sary to support that dwelling unit, local
streets, utilities, etc., to be an additional
$15,000. Thus, residential costs (inclusive
of infra-structure) would amount to about
$3 billion of the total with industrial,
commercial, educational, park and open
space and other costs accounting for the
rest.

Over a decade, ten New Towns at this
scale would cost from $90 to $100 billion.
At an annual rate, the New Town cost is
approximately equal to the $10 billion
per year for space programs set aside by
Leontief.2 The total cost of New Town
development over the period would equal
only two years of present defense spending.

What is more important, however, the
New Town program would involve sub-
stantially less federal money, because the
federal share in such programs could not
be expected to be more than one-hali,
and given local interest, private asset
positions, and local government regula-
tions, is not likely to exceed one-fifth.

The task of inducing the necessary pri-
vate investment in the New Towns is less
onerous than that of directing the invest-
ment into existing towns. In our study,
Capital Requirements for Urban Development
and Renewal, we estimated that renewal
on private enterprise terms would require
an increase in the annual private invest-
ment on new construction from the 42
billion level of 1958 to the 70 billion per
year level by 1970.2¢ At the haliway
point in the period the economy is almost
halfway to the desired level, However,
the bulk of private construction investment
has been going into building on vacant
land. Most of the investment in rebuilding
has been in commercial and office struc-
tures. Private investors show a marked
predilection for open sites and virgin land

development around the fringes of large
cities. It is not clear that this condition
would persist if planning and control of
development reduced speculative opportu-
nity in land, but it is likely to be easicr
to secure private capital for New Town
ventures, under certain favorable condi-
tions, than for traditional urban renewal
programs. The necessary incentives might
range from federal and state tax conces-
sions to government guarantees of mort-
gages and assistance in obtaining favorable
interest rates on construction loans. At
present, we are exploring the conditions for
private land development in New Towns.

Not only must we have public planning
for private investment programs in New
Towns, but we must have public planning
for private consumption as well, if the
New Town is to be an appreciable ad-
vance over present suburban development.
Indeed, if the New Town does not offer an
appreciably better environment than that
now provided on the urban fringes, it is
unlikely that any program of this will
secure support, idle resources and man-
power notwithstanding. But if some of the
talents now devoted to defense and aero-
space production are to be turned to the
production of consumer goods, there is
need for complete reconversion of business
practice and outlook as well as hardware.
The transition from monopsonistic to mass
customers, from over-design to competitive
cost-cutting, from cumbersome procure-
ment to astute buying, and above all, from
regulated bidding to consumer persuasion
and selling, is an essential condition to
securing the consumer response needed for
success of the program. For those defense
contractors which also produce for ordi-
nary consumer markets, the transition
would be less traumatic, and the incen-
tives to participate in new community
development — as clients for industrial
land, as participants in development of
new products for government and urban
markets, and as purveyors to those markets
— would be more obvious. Certain defense-



spawned aerospace companies have shown
interest, moreover, in creating architec-
tural and development firms which might
take active part in the direct development
processes for the New Towns.

In this paper, we have placed emphasis
on the new community development pro-
gram as an offset device for the economy
in a condition of disarmament or reduced
defense expenditure, without attempting
to specify the exact form of the devel-
opment, nor its particular auspices. The
demand for these towns, goes the spec-
ulation, will arise principally from a mas-
sive net shift in population. While one
might well argue that a shift which accom-
modated the location preferences of the
population would result in a net gain in
social welfare, the analyst is hard pressed
to demonstrate that this shift is worth
the cost of the New Town program. More
important, there are plausible grounds
for holding that such large expenditurc in
New Town technology and development
costs would command relatively low prior-
ity if considerations of income distribu-
tion effects were allowed. The beneficiaries
of the New Town program sketched above
would be primarily those technicians who
might otherwise face at least temporary
unemployment in a demobilization pro-
gram, and others who shared their loca-
tional preferences, and who could afford
to indulge them by moving to the im-
pacted but high-amenity areas. On
grounds of cquity one might well argue
that these are relatively privileged mem-
bers of our society. A strong case could be
made for placing programs such as educa-
tional support for the disadvantaged,
housing for low income groups of the
population, health programs for the aged,
and a number of other social programs
ahead of the New Town development
scheme.

On the other hand, one reason for
taking the New Town alternative seriously
is the strong self-serving political and social
pressure which might be exerted by the
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affected technicians and skilled groups in
the society, not to mention the well-
placed defense contractors. Indeed, the
very absence of strong redistributive
aspects of the program prove a political
asset under certain conditions in American
life. But the program, which is likely to
take its place as one of the possible offset
programs considered under conditions of
arms reduction, should not be taken as the
pet project or the personal recommenda-
tion of the writer. Rather, the New Town
program is considered because its special
characteristics fit closely some of the more
troublesome aspects of the local impact
of defense reduction.

There is, however, a substantial ex-
perience with New Town development in
the United Kingdom, the Netherlands, the
U.S.S.R,, and, in a less self-conscious way,
the United States. In the frontier areas
of developing nations, like Canada, al-
most all the communities are ‘New Towns’,
and many are planned.?® The essential
feature of such developments has been
public policy for population redistribu-
tion. In the United States, population
redistribution has not been a public goal,
and except for the short-lived Rural Re-
settlement Administration program of the
thirties, we have not had a public New
Town program. But in view of the sub-
stantial redistributive effects of the de-
fense programs, and the local area prob-
lems which would be created by reduction
in defense spending, a frank espousal of
population distribution policy may be
inevitable. Such policy would be implicit
in any decision to move new economic
activities into areas of reconversion from
defense to civilian production, and would
be further reinforced by a policy of
building New Towns to serve as nuclei for
further development in these areas. The
case for such policy, however, is made
daily in the choices of citizens to migrate to
the west, particularly to California, and
in the decisions of federal agencies to
place contracts in this part of the country.
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SUMMARY

The pattern of U.S. defense expenditure has reinforced certain industrial and urban
development shifts in the nation, and by accelerating the growth of certain urban areas,
has created local situations of great vulnerability. The shift to California has changed the
industry mix in the State, raised the defense industry complex to the principal export
industry of the State, produced new location patterns within the State, and concentrated
a disproportionately high number of scientists and technicians in California. Under
conditions of rapid and sizable defense expenditure reduction, California would face
serious problems of reduced demand for its exports. But reduction in aggregate demand
would also be accompanied by severe shrinkage in demand for certain skills. Most offset
programs proposed for the nation would not alleviate the prospective condition of
surplus technicians in selected California areas; further, some locational ‘stickiness’ of
these technicians is expected. One offset program now being proposed by California
space industries — development of a federally assisted New Town building program —
is examined in some detail. The program in several aspects promises favorable offsets
to the peculiar problems of defense contracting, though the social priorities of the
program may be dubious.

HKparkoe conepanue.

CucreMa pacmpenestenna pacxomoB Ha oGopony B CILUA nocmy:Kuia NMOBOAOM K HEKOTOPBIM
CABMraM B IPOMBIITIEHHO-TOPOICKOM PAa3BHTUH HAUMH M, YCKOPAA POCT ONPefesIeHHbIX IIPOMbI-
LIIEHHO-TOPOICKIX PAliOHOB, CO3/lala Ha MecTaX ofocTpeHHbe NpoGIeMsl.

Vnop na KanudopHHio IpiBen K nepeMeHaM B HHAYCTPHANBHON CTPYKTYpe LITATa, CAeIal
0GOPOHHYIO TPOMAILIIEHHOCTh FIABHLIM ITOCTABIIUKOM, PAGOTAIOINM Ha BKCIIOPT, COCPEROTOMHII
» KanngopHun HECOOTBETCTBEHHO GOJBIIOE KOMIMECTBO HAYYHO-TEXHIYECKOro MepCoHaa.

B cinyuyae GHLICTPOro M 3HAUMTENBHOrO0 COKPAIEHHsA PACXOAOB HA BOGHHLIE HYMKABI, Hepen
Ranudopiueit MOFyT BOSHHKHYTh CepbesHble MPOGIeMbl, CBA3AHHLIE C YMEHbIIEHHEM CIpOca Ha
ee TNaBHBle BKCIIOPTHLIE TOBAPHI.

VMenblieHlte CIpoca Ha 000py/HoBaHWe FOBJeueT 3a COGOit 3HAYUTENLHOE COHpalleHMe
iTaToB paGoOTHHKOB pasHEIX npodeccuit n crenuaisHocTel. BoabmMHCTBO mporamM, paspa-
GOTAHHHX C eNbI0 peueHns npo6iieM, KOTOpEe MOLYT BOBHMKHYTDh B ONpeflelIeHHBX YCI0BHAX,
fie 00JIerdHT HPENNoaraeMoro IOJOMEHHA, MOMABUIEr0 MO COKpalleHHe TEXHHYECKOro mep-
Colaa B HEeKOTOPHX patonax Kanndopuuu. 3aTeM HeJb3A He YUUTHBATD JKEJAHUA HEKOTOPOH
WACTH TEXHMYECKOro nepcoHana mocemutbcAd B Haaupopuuu. Craren Gosnee mompoSuo ocra-
HABJIMBAETCA HA [POTPaMMe MOMOLIN TEXHMYECKOMY MEPCOHANy, MPEXIOKEHHOH OTpaciIAMH
npoMsiTensocti KamuopHun, 3aHATHMI H3TOTOBJEHIEM 060pyNOBaKNA, HEOGXOHMOTO NPy
H3YYGHUH M OCBOEHIIM KOCMOCA.

Takomy se, Dojee ETAILHOMY aHAJIM3Y, TIOABEpraercA u (ejepaibHasA IPOrpaMMa CTpPOH-
TEJILCTBA HOBBIX TOPOJOB.

Bo MHOTMX OTHOLIEHHAX 9TA MPOrPAMMa PelleHId CINeNuajibHeIX npobiieM, CBABAHHLIX C
COKpAL[eHHeM BOGHHEIX PACXOA0B M CIPOCA HA BOGHHYI0 TEXHHKY, COBJaeT GaarompusrTHoe
BreYaTIEHMEe, XOTH COMMAIbHEIE CTOPOHE! POrPAMMbL HE MOTYT He BHI3BIBATH COMHEHHH.
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In 1964 the Soviet Union reduced its
military allocations by 600 million roubles,
i.e.,, by 4.5 per cent, and is prepared to
effect a further and bigger cut (of 10 to
15 per cent) if the Western Powers reduce
their military expenditures in the same
proportion.

Reduction of military expenditure does
not require large-scale diplomatic, mili-
tary-political or economic preparations
by states, for the national defense systems
will remain for a definite period almost
the same as they are today. On the other
hand, agreement by all or almost all
states to check the growth of military
allocations (which has assumed a chronic
character) and to start reducing them
would be of paramount significance,
similar in impact to the decision to stop
nuclear weapon tests in the three spheres
already arrived at by the three Great
Powers.

In my opinion, reduction of military
budgets would have a beneficial influence
on the economy of all countries. It would
become possible to spend more on socio-
economic needs, cut taxes and raise the
living standard of the population. And
the politico-psychological importance of
such a step should not be overlooked,
either.

The economic benefits will be the
greatest under general and complete
disarmament. But the countries which
will decide to begin cutting down their
military expenditures and reducing their
armed forces will obtain immediate defi-
nite economic benefits as well.

The Soviet Union will use the means
thus released for bigger investments in
civilian branches, especially those directly
connected with improving the well-being
of the population. This not only involves
reallocating 600 million roubles this year
to peaceful needs and increasing invest-
ments in the chemical industry, the manu-
facture of fertilisers, and farm mechani-
zation, which will increase substantially
the production of grain and other agri-
cultural products; it would also permit
an increase in the labor force in civilian
branches through the reduction of the
number of military personnel and the
direct use of materials and ammunition
for peaceful purposes.

The Soviet Union has already adapted
military equipment for use in agriculture
and, for example, for combating ava-
lanches. It is still easier to use materials
and various military installations which
m form differ little if at all from their
civilian counterparts. I have in mind
stocks of various raw materials, fuel,
means of transportation and communi-
cation, houses and airfields, etc.

A highly interesting and economically
important example of peaceful application
of military supplies is provided by the use
of explosives for earth-moving work. This
problem has been elaborated theoretically
and practically by Professors Georgy
Pokrovsky, Mikhail Dokuchavev and other
Soviet scientists. Using non-nuclear bombs,
mines and torpedoes (without any expen-
diture on readaptation) released by the
arms reduction, the Soviet Union has





