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P.l.D. A .-

A LOOK AT
STATE-WIDE
VENTURES IN

INDUSTRIAL DEVELOPM

To a manufacturer, industrial development means
modern, low-slung, one-story factory buildings,
spacious, garden-like industrial parks, and long-
term capital at low interest rates. To a worker,
it means a steady job with a good firm in the
home community, bread in the bread box, and
milk in the icebox. To a hard-pressed community,
it means new schools, freshly paved streets, and
a happy people with pride in accomplishment. In
a word, industrial development is a good thing.
To a community buffeted by the ill winds of eco-
nomic change, it may be an absolute necessity.

In Pennsylvania, communities facing economic
difficulties have long been active in promoting
and financing industrial development. (See the

Business Review, December 1952, “Operation
Bootstrap — A Second Look.”) Community de-
velopment corporations have been organized to
raise funds, purchase land, construct buildings,
and attract new industry. In 1956, the Penn-
sylvania Industrial Development Authority —
P.I1.D.A. for short— was established to relieve
communities in “critical economic areas” of part
of the burden of financing industrial growth.
P.I.LD.A. is a public corporation with state-
appropriated funds. It takes second mortgages on
manufacturing buildings and facilities and makes
loans to non-profit community development cor-
porations in areas in which there has been serious
and persistent unemployment. As shown in the
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INDUSTRIAL DEVELOPMENT AUTHORITY

Summary of Loan Activities
JULY 31, 1956— JULY 1, 1958

PENNSYLVANIA

Estimated Planned Estimated

P.I.D.A. Loans Project Employ- Annual

Number Amount Cost ment Payroll
Disbursed 27 $3,653,279 $1 1,665,146 5,877 $17,794,000
Awaiting disbursement 27 2,649,758 6,860,473 3,772 12,180,500
Sub-total 54 6,303,037 18,525,619 9,649 29,974,500

Applications pending or

under negotiation 3 540,000 1,800,000 370 1,130,000
Total 57 $6,843,037 $20,323,619 10,019 $3 1,104,500

accompanying table, between July 31, 1956 and
July 1, 1958, P.1.D.A. approved 54 loans amount-
ing to more than $6 million. Communities and
financial institutions— banks, insurance compa-
nies and, in one case, the Small Business Adminis-
tration—are investing over $12 million in the
same projects. It is estimated that around 10,000
jobs will be created with annual payrolls amount-
ing to nearly $30 million.

The need for development

One way to measure the need for development in
an area is to look at the number of people out
of work.

P.I.D.A. loans are made only in areas which
have had 6 per cent or more of the labor force
unemployed for at least 3 years, or 9 per cent for
at least 18 months. The Authority may define an
area as including any municipality or group of
municipalities, county or group of counties, or
region of the Commonwealth.

The map of Pennsylvania shows the location of
communities in which P.1.D.A. has made loans—
all of them in critical areas at one time or another

since mid-1956. The scatter of distressed com-
munities around the state gives an idea of the size
of the development problem.

The current recession has shifted many areas
of Pennsylvania into the critical category. But the
fact remains that many areas were critical long
before the current recession took hold, and many
probably will have unemployment problems after
this recession has become just another old statis-
tic. The unemployment P.I.D.A. was set up to
combat is the hard-core kind; it follows princi-
pally, in the wake of long-run economic change.

Back around the turn of the century, the three
pillars of economic prosperity in Pennsylvania
were forests, minerals, and manufacturing. The
first two have since suffered serious erosion. The
hemlock, oak, and white pine forests of Pennsyl-
vania provided jobs and incomes for thousands
of lumbermen for many years. But the trees were
cut indiscriminately and in the early 1900's, the
resource was depleted. The lumber camps moved
on to greener pastures and virgin stands.

In the 1920’s, the development of oil and then
gas as home heating fuels began to reduce the
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Number Community
1 Bangor
2 East Stroudsburg
3 Stroudsburg
4 Lehighton
5 Beaver Meadows
6 Scranton
7 Pittston
8 Wilkes-Barre
9 Nanticoke
10 Freeland
11 Hazleton
2 Pottsvi lie
13 Sunbury
14 Herndon
15 McClure
16 Wi liamsport
7 Weilsboro
18 Coudersport
19 Kane
20 Erie
21 Lake City
22 Meadvil.e
23 Oil City
24 New Bethlehem
25 Punxsutawney
26 Curwensville
27 Indiana
28 Saltsburg
29 Greensburg
30 Connellsville
31 Uniontown
32 Windber
33 Martinsburg
34 Altoona
35 Mount Union
36 Lewistown
37 Littlestown
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IN CRITICAL ECONOMIC

County

Northampton
Monroe
Monroe
Carbon
Carbon
Lackawanna
Luzerne
Luzerne
Luzerne
Luzerne
Luzerne
Schuylkill
Northumberland
Northumberland
Snyder
Lycoming
Tioga

Potter
McKean

Erie

Erie

Crawford
Venango
Clarion
Jefferson
Clearfield
Indiana
Indiana
Westmoreland
Fayette
Fayette
Somerset
Blair

Blair
Huntingdon
Mifflin
Adams
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number of workers needed in both the anthracite
and bituminous fields. About the same time, the
textile industry began its long trek South in search
of cheaper labor. The “diesel-ization” of the rail-
roads following World War Il also dealt a harsh
blow to the economic well-being of several Penn-
sylvania communities.

Economic and technological changes, of course,
have a much brighter side. For the United States,
as a whole, improvements in tools, machines,
equipment, and products have provided remark-
able economic gains. For example, according to
one survey of 25 manufacturing industries, aver-
age working time fell 23 per cent between 1914
and 1948; during the same period the goods and
services a factory worker could purchase with
one hour’s pay rose 134 per cent.
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Pennsylvania has shared in this progress. But
in adjusting to it, Pennsylvania has also had its
share of miseries—high unemployment and low
incomes.

And readjustment has been harder than an
aloof resort to fundamental principles might lead
one to expect. In our economy job opportunities
are always expanding in some places and contract-
ing in others. If the available jobs throughout
the United States and the available workers could
always get together without delay, most of Penn-
sylvania’s unemployment problem would proba-
bly not exist. But movements of jobs and workers
take time and the movement of workers is par-
ticularly difficult. People, unlike jobs, develop
affections, loyalties, and habits. They are often
quite reluctant to leave their homes. When a
community or state undertakes industrial devel-
opment, it is saying, in effect, that it would rather
move jobs to people than people to jobs.

The need for state action

But it isn't easy, either, to move jobs to people. It
takes a lot of money to purchase land, construct
buildings, and obtain manufacturing tenants.

Communities in the Third District have raised
funds for development in a variety of ways. The
town of Jim Thorpe, formerly Mauch Chunk and
East Mauch Chunk, conducted a 5™-a-week con-
tribution campaign. Hazleton raised the ante to
KW-a-week and put collection buckets in factories,
restaurants, and bars. Other communities have
asked only business and professional people for
contributions. Still others have sold bonds to sup-
plement contributions.

Then, frequently, they have put up shell build-
ings on speculation—that is before a tenant is
found— in the hope of attracting a manufacturing
concern. But this means the communities must
carry the full cost of the project until the build-

6

ing is occupied and a first mortgage, typically
financing 50 to 60 per cent, is arranged.

While Pennsylvania communities have done
and can do a great deal on their own, by 1956
state officials and local development corporation
people felt that repeated drives for money had
taken their toll.* It was becoming more difficult
to collect the funds needed to finance new proj-
ects. And it was felt that the development problem
was not being solved by communities alone. The
“bootstrap” operation was, and is, admirable, but
it is also, understandably, limited.

P.I.D.A. financing

State officials and legislators decided that the need
for industrial development in Pennsylvania de-
manded a new approach. P.I.D.A., with $8 mil-
lion in state-appropriated funds, was established
to help meet this need. The way in which it func-
tions evolved out of the industrial development
experience of Pennsylvania communities; as a
new institution, it was grafted onto an already
existing variety of local organizations.

P.I.D.A. is composed of an eleven-member
board of directors. The Secretary of Commerce
is chairman. The Secretaries of Labor and Indus-
try, Internal Affairs, and Banking also sit as
members. There are seven public members ap-
pointed by the Governor. The public members at
present include two industrialists, the president
of a radio station, a railroad man, a coal mine
operator, a banker, and a newspaper man—a
diversified group, but one which has a real and
immediate stake in the economic development of
Pennsylvania.

In making loans, the board has the power to de-
termine the rate of interest and the maturity and,
* In the years following World War Il and prior to the establish-
ment of P.LD.A., 52 Pennsylvania communities with the help of
local banks financed 151 factory buildings. The Pennsylvania De-

partment of Commerce has calculated the total investment as
$54,522,200, and the number of jobs created at 31,000.
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within limits, to define the boundaries of the
relevant “economic area” in the phrase, “critical
economic area.” The board may approve or dis-
approve a loan on the basis of the financial and
economic facts presented in the loan application,
as well as on the basis of what the law requires.

PENNSYLVANIA'S INDUSTRIAL
DEVELOPMENT AUTHORITY ACT

The Act of May 17, 1956 empowers the
P..LD.A. to make loans to non-profit com-
munity industrial development agencies in
"critical economic areas," for the purpose
of financing the construction of buildings to
house manufacturing establishments. P.I.D.A.
is permitted to take second mortgages on
its loans. A single loan may amount to no
more than 30 per cent of the estimated cost
of the project, including real-estate and con-
struction costs. The local industrial develop-
ment corporation must provide not less than
20 per cent of the cosf of the project. The
local corporation must have a firm first-
mortgage commitment from a private finan-
cial institution— a bank, insurance company,
or savings and loan association— for the re-
maining 50 per cent of the project cost. The
local corporation must also have a firm
commitment from the prospective tenant or
buyer of the plant or facility. A building is
typically made available to the manufac-
turer on a lease-purchase arrangement.
P.I.LD.A. is restricted from making loans that
have as their purpose the relocation of a
firm from one part of the Commonwealth
to another. When the Act was passed,
P.I.D.A. was given a $5 million appropriation
and an additional $3 million was authorized
in 1957.

Let's suppose a local development corporation
—we'll call it the Longview Industrial Fund of
Tuminous County (LIFT) — convinces an ex-
panding, out-of-state manufacturer to set up a
branch in its area by promising to provide a

business review

new building. If LIFT is prepared to invest an
amount equal to 20 per cent of the cost of con-
structing the building and can obtain a first mort-
gage commitment for 50 per cent, it can ask
P.I.D.A. to take a second mortgage for 30 per
cent.

LIFT’'s application for a loan would be taken
up at a P.1.D.A. board meeting. The board would
decide whether Tuminous County qualified as a
critical economic area and, if so, whether the loan
would be a sound investment.*

If the board decides to make a loan, it must
also determine the interest to be charged and the
maturity. If LIFT has indicated that it will charge
between 2 per cent and 3 per cent on its 20 per
cent participation, by board policy the interest
rate on the P.I.D.A. loan will also be between
2 per cent and 3 per cent. If LIFT decides to go
higher in its interest rate, P.1.D.A. will go higher
too. The board’s object is to keep the interest
charged by the local corporation low. The aver-
age rate of interest on P.I.D.A. loans, plus the
20 per cent equity of local corporations, has been
around 3 per cent.

If LIFT agrees to defer amortization payments
on its loan until the first mortgage is retired, the
board will do likewise. But after the first mortgage
is paid, the interest rate on the P.1.D.A. loan will
increase to that formerly charged on the first
mortgage. The interest rate on first mortgages has
generally been between 4 per cent and 6 per cent.

The term of the P.1.D.A. loan to LIFT may run
to 25 years. Typically, P.I.D.A. loans have run
between 12 and 18 years.

There are other ways also in which LIFT can

* Thus far, the board, with the exception of the loan to Bangor
(Northampton County) in the Northeastern mining region, has re-
stricted itself to standard labor market areas and counties in
determining critical areas. In the case of the Bangor loan, it
designated an economic region composed of all or parts of Il
counties as being critical. As there is nothing to prevent more
regional designations in the future, that portion of the State in
which P.I.LD.A. loans can be made is really more extensive than
might first appear to be the case.
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get financial help from P.I.D.A. If LIFT decided
to put up a shell building on speculation, it would
have to bear the entire cost of construction alone.
But once it secured a tenant and a first-mortgage
commitment, it could get second-mortgage financ-
ing from P.1.D.A., and draw down a portion of its
funds for investment elsewhere. LIFT might also
apply to P.I1.D.A. for a second-mortgage loan on
an old, occupied manufacturing establishment in
which it has an investment. The P.I.D.A. loan
would “release” community funds which would
then, by law, have to be invested in a new project.
The funds invested in the new project could be-
come all or part of the community’s 20 per cent
requirement for a P.1.D.A. loan on the new build-
ing. LIFT could in this way avoid having to start
a new drive for funds in order to finance a new
project.

This example shows how heavily P.I1.D.A. relies
on local initiative; local organizations remain the
prime movers of industrial development. Corpo-
rations like LIFT still select the prospects, pur-
chase the sites, and construct the buildings. To be
sure, the Pennsylvania Department of Commerce
helps out by putting communities in touch with
prospects; but P.I1.D.A. loans are made to local
organizations and not to private firms. P.I.D.A.’s
chief contribution is that it stretches the commu-
nity’s dollar further. As one local development
man put it, “With P.1.D.A., every dollar we raise,
means $5.00 for investment.”

The efficiency of P.1.D.A. loan dollars for each
loan can be determined by calculating the em-
ployment and payroll dollars per P.1.D.A. dollar.
When loans (disbursed and awaiting disburse-
ment) were segregated according to the previous
locations of firms, there were some interesting
results. The loans that created the largest payrolls
and greatest amount of employment were those
used for branches and the expansion of facilities
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of firms with main offices or plants in other states.
As shown in the chart, it was in the expansion
of these out-of-state establishments that P.1.D.A.
dollars achieved, by far, their best results.

P.I.D.A. PAY-OFF

Loans for the expansion of facilities and the estab-
lishment of branches of firms incorporated in other
states have yielded the highest returns in payrolls

and jobs.
DOLLARS OF PAYROLL
PER DOLLAR OF

NUMBER OF
EMPLOYEES
PER $10,000

P.I.LD.A. LOAN P.I.LD.A. LOAN
40
Dollars of payroll per dollar of P.I.D.A. loan
Number of employees per $10,000 P.1.D.A. loan
30
EXPANSION OF ESTABLISH- ESTABLISH- i EXPANSION
FACILITIES OF MENT OF MENT OF
OUT-OF-STATE BRANCHES OF BRANCHES OF RECONSTRUCTION
FIRMS OUT-OF-STATE  IN-STATE OF IN-STATE

FIRMS FIRMS FIRMS

Source: Pennsylvania Industrial Development Authority.

Three loan applications are now pending. If
these are approved, P.I.D.A. will have committed
over $6,800,000 of the $8 million appropriated.
This would leave only a little over a million dol-
lars in uncommitted funds.

P.1.D.A.’s fund was meant to be a revolving
fund. The number of revolutions per, let's say,
10-year period will depend on (1) how promptly
P.1.D.A. lends its money, and (2) how quickly
it gets paid back. P.I.D.A. will probably have
loaned its entire appropriation of $8 million by
the end of 1958. Its pay-backs in prinicpal and
interest returns have been, to date, only $130,000.
The money is going out but not returning fast
enough for the fund to revolve perceptibly.
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While it would no doubt be desirable for the
fund to revolve more quickly, it may also seem
desirable in critical economic areas to make long-
term loans and defer amortization payments until
first-mortgage loans are paid. P.I.D.A. money
does get “tied up,” but, proponents argue, in a
good cause. As a practical matter, this means that
P.1.D.A. will require more money from the state
legislature by the end of this year.

Other development activities in
Pennsylvania

Pennsylvania has other means of attracting in-
dustry and developing its economy. Promotional
and advertising activities are prominent. Under
the Pennsylvania Industrial Development Assist-
ance Act, passed about the same time as the Penn-
sylvania Industrial Development Authority Act,
SI million in state funds were appropriated for
distribution to local development agencies for
promotional and advertising purposes. This
money is being used for matching grants to local
agencies set up on a county basis.

Private groups in Pennsylvania, especially utili-
ties and railroads, are also active in promoting
industrial development.

While there is no public authority in Pennsyl-
vania designed solely to stimulate the growth of
industrial parks, as there is in New Hampshire,
the suburbias of the manufacturing world have
been well accepted in Pennsylvania; and, in some
areas, because of the mountainous terrain, they
may be quite necessary. The Valmont Industrial
Park in Hazleton, the Crestview Industrial Park
in Wilkes-Barre, and the Fort Washington Indus-
trial Park near Philadelphia are, among others,
all going concerns.

Financing development in other states

Individuals in other states have also recognized
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the need, where it exists, for industrial develop-
ment. The New England states, in particular, have
suffered like Pennsylvania from changing eco-
nomic conditions. In Maine, in 1949, it was found
that certain firms were considering moving into
the state but were unable to because they could
not get the capital needed. Maine bankers felt that
they could not make the required loans individ-
ually so, with Yankee ingenuity, they set up a
new financial institution that could. Their new
institution, called a private development credit
corporation, was to operate at the state level and
make non-bankable loans to small, private con-
cerns. It was to obtain most of its funds by bor-
rowing from its members— banks and insurance
companies. The idea caught on and spread to
other New England states. Today, New York and
North Carolina also have active development
credit corporations. In the Third District, New
Jersey recently passed enabling legislation.

State-wide action to promote and finance in-
dustrial development is chiefly a response to a
persistent unemployment problem. But even in
states where no such problem exists, the establish-
ment of an authority or development credit cor-
poration frequently may appear necessary. The
reason for this was concisely expressed by one
state official several months ago. “Our position
in the top ranks of economic leadership,” he de-
clared, “is being threatened by states who are try-
ing to steal our industry.”

The Interstate Stampede for Industry (See
Business Review, December 1956) has no doubt
been accelerated by these new state-wide institu-
tions. The establishment of an authority or devel-
opment credit corporation may, in some cases,
represent not only an offensive drive against eco-
nomic deterioration but also a defensive gambit
against the promotional activities of other states.

The accompanying map of the United States
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WHAT SOME STATES ARE DOING TO PROMOTE INDUSTRIAL DEVELOPMENT

m Legislation pending
State authorities

Jk Active

M Legislation pending

Source: U. S. Senate, Committee on Banking and Currency, 1958.

shows the present extent of development credit
corporation and authority legislation.

Of corporations and the Authority:
a comparison

Some people think of industrial development au-
thorities and development credit corporations as
being alternative methods of financing develop-
ment; others think of them as supplementary. In
Pennsylvania this issue is important. Back in
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1955, when the legislative halls in Harrisburg
began buzzing with ideas on how to encourage
industrial development, a private development
credit corporation was one of the alternative pro-
posals introduced. It was backed, in principle, by
the Pennsylvania Chamber of Commerce. But it
never got very far because it failed to stir the
necessary enthusiasm around the state, and the
P.1.D.A. plan was adopted.

There is still talk; and some believe there is
more interest today in a private development
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DEVELOPMENT CREDIT CORPORATION LAWS
IN NEW JERSEY AND NEW ENGLAND

The New Jersey Business Development Corporation Act, signed into law in January 1958, enables the
organization of any number of private development credit corporations in New Jersey. These
corporations may operate throughout the state or be restricted to one or more counties.

The legislation in New Jersey permits the establishment of the type of development corporations
active in five New England states, New York, and North Carolina. Except for the fact that New Jersey
may eventually have more than one such corporation, there are very few differences. In each case
the affairs of the corporations are managed by boards of directors, the majority of whom are chosen
by member financial institutions, and the remainder by stockholders (businesses and interested indi-
viduals). Loan funds are obtained primarily from member financial institutions which pledge to lend
a certain percentage, usually 2 per cent or 2/2 per cent, of their capital and surplus. In New Jersey,
members are required to pledge to lend to the corporation an amount equal to 2 per cent of their
capital and surplus, or $100,000, whichever is smaller. Public utilities as well as banks, insurance
companies, trust companies, and surety companies can become members. As in the case of several
New England states, the development credit corporations in New Jersey will have a legal limit on
the debt they can accumulate. The debt for each corporation is limited to $10 million, or $10 for
every dollar in capital stock sold, whichever is greater. Each corporation in New Jersey must
commence business with a capital stock of not less than $100,000.

The development credit corporations in New England and those contemplated in New Jersey are
multi-purpose organizations. They normally engage in borrowing and lending, but they can do many
other things also. For example, the New Jersey statute states that every corporation organized will
have the power to "buy, sell, mortgage, rent, lease, and otherwise deal in improved and unimproved
real property for the purpose of industrial, mercantile, agricultural, recreational, mining, or com-
mercial development; and to erect, maintain, alter, hold, sell, or lease industrial, commercial or other
plants, buildings, or establishments." Each corporation may "borrow money and otherwise incur
indebtedness . . .; evidence its indebtedness by any form of obligation it sees fit, ..." In the realm
of financing, there is little development credit corporations cannot do.

this because they feel that a development credit
corporation is more in the tradition of free enter-
prise than P.I.D.A. since its funds are obtained

credit corporation for Pennsylvania. Those Penn-
sylvanians who still support the establishment of
a development corporation seem to agree that

P.1.D.A. has contributed to economic develop-
ment. But they are quick to point out that the type
of organization they favor would also have value.
They argue that a development credit corporation
could supplement P.1.D.A. by providing a source
of credit in areas not now critical and therefore
ineligible for P.1.D.A. assistance. As development
efforts succeed and the number of critical areas
diminishes, they foresee the gradual curtailment
of P.I.D.A. and the expansion of development
credit corporation lending. And many welcome

from private rather than from public sources.

We found a comparison of P.I.D.A. and the
active development credit corporations of New
England helpful in showing how these institutions
relate to one another.

The purposes of P.I.D.A. and the development
credit corporations of New England are similar
but not identical. There is more emphasis on the
problems of unemployment in Pennsylvania, and
P.1.D.A. is restricted to operating in “critical eco-

nomic areas.” (Continued on Page 14)
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PHILADELPHIA BUSINESS TRENDS SINCE MID-1957

UNITED STATES

UNITED STATES PHILADELPHIA
MILLIONS ~ PER CENT

MILLIONS MILLIONS

UNITED STATES PHILADELPHIA
MILLIONS THOUSANDS

PHILADELPHIA UNITED STATES PHILADELPHIA

So far during the curent busi- MILLIONS MILLIONS  THOUSANDS

ness recession, Philadelphia ap-
pears to have fared no worse
and in some respects better than
business generally throughout
the United States.

But this gallery of local business
trends against the national back-
ground may present the Phila-
delphia scene more favorably
than it deserves. While local em-
ployment declined relatively less
during the recession, local em-
ployment had also risen less dur-
ing the earlier upsurge.

INDEX
(Jan. 1957=100)

19 5 7 1958

Construction contract awards
reflected more recession locally
than nationally.

12

PHILADELPHIA METROPOLITAN AREA
MILLIONS $

Since the July 1957 peak in gen-
eral business activity, United
States employment declined 5
per cent. Employment in Phila-
delphia declined 3 per cent.

But 1958 outlays for new man-
ufacturing plants and equip-
ment in the Philadelphia area
are expected to show a smaller
percentage decline than outlays
by United States manufacturers.

UNITED STATES
BILLIONS $

Manufacturing employment in
the Philadelphia area declined,
percentagewise, somewhat less
than that of the United States.

INDEX
(1947-49=100)

1957 1958

Department store sales in the
Philadelphia area have been
consistently below the national
index.

i durables, the decline in em-
loyment was also more mod-
rate in Philadelphia than na-
onaliy.

wADEX
fian. 1957=100)

UNITED STATES

Locally, consumer spending, as
measured by new car registra-
tions, has been in line with the
national pattern.

PHILADELPHIA
BILLIONS $

1957 1958

Philadelphia area employment
in non-manufacturing activi-
ties declined less than | per cent
since July 1957 in contrast with
a national decline of 3 per cent.

1957 1958

Philadelphia bank debits also
parallel the national trend.

Construction contract awards exclude public works and utilities.

Department store sales indices are seasonally adjusted.

Local registrations of new cars represent five Pennsylvania counties.

UNITED STATES
BILLIONS $

9.0 -

PHILADELPHIA METROPOLITAN AREA

1957 1958

Unemployment, expressed as a
percentage of the labor force,
has been consistently higher in
Philadelphia than in the country
at large.

In the February 1957 Business
Review article entitled "Phila-
delphia in the Fifties" it was
pointed out that unemployment
in the Philadelphia area had
been a consistently larger part
of the labor force than nation-
ally. Among the reasons cited
were the following: (I) Philadel-
phia began the [950's with a
large proportion of the labor
force unemployed: (2) over much
of the period, the labor force
in Philadelphia grew faster than
that of the rest of the country:
and (3) compared with the rest
of the country, Philadelphia had
a higher-than-average propor-
tion of its population in the
labor force.
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A COMPARISON OF P.I.LD.A. AND NEW ENGLAND

Purpose

Type of Loans

Major Restrictions

Average Size
of Loan

Normal Term
of Loan

Rate of Interest

Size of Firm
Financed by Loan

Previous Location
of Firms

P.1.D.A. may make loans only for the construc-

Pennsylvania Industrial
Development Authority

Economic development with
emphasis on elimination of serious
and persistent unemployment.

Manufacturing plant construction
and associated real-estate
purchases and improvement.

I. Loans may only be made in
"critical economic areas."

Loans for manufacturing only.

Loans may not be made to
enable relocation within
Commonwealth.

$1 17,000

12-18 years

2% up

Medium, large firms,

Mostly out of state.

England. Loans

DEVELOPMENT CORPORATIONS

New England Development
Credit Corporations

General economic development.
Financing small business.

Working capital, plant construction,
purchase, and improvement of real
estate, purchase of machinery and

equipment, etc.

Loans must not be available through
normal banking channels.

$74,000

6-10 years

5% up

Small firms.

Mostly in state. Some
new firms.

in Pennsylvania have helped

tion of manufacturing facilities. The New Eng-
land corporations have made most of their loans
to manufacturers but are not restricted from
making loans to others. A large proportion of
development credit corporation loans has gone
for working capital— 42 per cent of all loans in
Massachusetts.

The average size of loans in Pennsylvania has
been substantially larger, the rate of interest sub-
stantially lower, and the terms of the loans sub-
stantially longer than has been the case in New
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finance larger firms, on average, than loans in
New England. About 39 per cent of the firms
financed by P.I.D.A. (accounting for roughly 24
per cent of the dollar amount loaned) have been
firms already established in Pennsylvania. In
New England, about 84 per cent of development
credit corporation loans have gone to firms pre-
viously established in the state in which the loans
were made.

These differences require an explanation. In
Pennsylvania, larger loans, at lower interest rates,



for longer terms, to help finance larger firms are,
perhaps, a reflection of the more urgent problems
with which P.1.D.A. is exclusively concerned.

The “development concept” of P.I.D.A. is that
the quickest and surest relief for critical areas
will come by inducing out-of-state firms to re-
locate or set up branches in Pennsylvania. Unlike
the New England development corporations which
make non-bankable loans, the Pennsylvania Au-
thority is not interested in financing small and
risky enterprises. As one Pennsylvania official put
it, “We are interested in attracting the highest
quality firm possible.”

The development credit corporations of New
England have a somewhat different concept of
development. They operate on the principle that
there are many small firms that are not able, be-
cause of their size, or in some cases their rela-
tively brief existence, to obtain adequate financing
from commercial banks and insurance companies.
It is believed, nevertheless, that many of these
firms are good credit risks and can make sig-
nificant contributions to economic development.
Thus, proponents say, development credit corpo-
rations serve the cause of industrial development
and, at the same time, they provide a new way
to finance small business.

Some industrial development problems

Whatever the approach to industrial development,
there are problems; and after years of effort,
these problems may still appear tenacious and
unyielding.

An economist would be concerned with a cer-
tain kind of problem. If he found an element of
subsidy in the interest rates charged by develop-
ment authorities and corporations, he would be
disposed to warn these agencies of the inefficien-
cies that could result. The use of public or private
funds to subsidize industrial expansion and relo-
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cation, he would contend, may nullify the more
desirable patterns of location established by the
free market. As more states are forced to enter the
competition for industry, they would naturally bid
up the subsidies. This would permit inefficient
firms to operate and expand, and make it increas-
ingly expensive for states to develop industrially.

A promoter of industrial development might
basically agree with this analysis and yet not con-
cede that subsidies should never be used. He
might point out that there are many other factors
which also interfere with the free-market pattern
of location. Even if this were not the case, the
free market, which at times is prone to neglect
long-run considerations, may not yield the best
possible location for industry. If further pressed,
he would probably argue that when economic con-
ditions deteriorate, something must be done. In
the United States we will not permit people to
starve, nor will we force them to move. There are
costs involved in guaranteeing economic security
and freedom to this degree. When these costs are
considered, the type of subsidy involved in in-
dustrial development programs may not appear
to be a needless expenditure; it may be preferable
to giving doles to unemployed workers and allow-
ing labor to go to waste. It may also be preferable
to giving outright gifts to manufacturing con-
cerns; for, if the manufacturer goes broke or de-
cides to move elsewhere, the community is left
with nothing.

Individual states and their development agen-
cies must deal with other kinds of problems also.
Development authorities and corporations have
to consider, to some extent, the economic base of
the communities they are helping to redevelop.
For example, a firm employing a thousand work-
ers may not necessarily be desirable at all times
and in all places. If it employs mostly women, it
would not be suitable for communities in the
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anthracite region of Pennsylvania, which are al-
ready overloaded with industries that rely on
female labor. A firm of this size might not be
suitable for a small town that would grow to de-
pend on it exclusively. In Pennsylvania, com-
munities and local development corporations, as
the initiators of industrial development projects,
assume the primary responsibility for selecting
the proper “industry mix.”

In general, the less critical a situation, the more
careful a development authority or corporation
can afford to be in picking and choosing to diver-
sify a community’s economy. In a highly critical
situation, little consideration is given this prob-
lem; and when a community has reached an eco-
nomic crisis, it doesn’t really matter at all. “You
don't worry about diversification,” reflected one
Pennsylvania development man, “when you start
from zero.”

Most people concerned with the problems of
industrial development agree that financing manu-
facturing is the best way to promote development.
Manufacturers provide more jobs and larger pay-
rolls than firms in wholesale or retail distribution
or the service trades. But there are some problems
connected with the expansion of manufacturing
that are not always clearly recognized.

Developing the economy of a state or a com-
munity by attracting new manufacturers and en-
couraging others to expand does not result in the
simple addition of employment opportunities to
a fixed stock of jobs. While new jobs in manufac-
turing are being created, old jobs are continually
disappearing. Jobs disappear not only because
some firms decide to relocate in other areas, and
other firms in declining industries are forced to
cut back production; there is another less appar-
ent but basic reason. Many jobs in Pennsylvania
would have vanished had textile firms never
moved and coal mines never laid off workers.
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This disappearance act is not a simple parlor
trick. It is the result of some truly powerful indus-
trial magic— new formulas and more efficient ma-
chines for making goods and providing services.
As technology improves, fewer workers are neces-
sary to produce the same amount of product. For
a community that is attempting to develop indus-
trially—to move jobs to people— technological
progress can be a two-edged sword. Increasing
the level of employment opportunities by helping
manufacturing expand can be likened to pouring
water into a leaking bucket. In order for the water

TEN YEARS OF CHANGE: 1947-56

The use of more efficient men and machines caused
manufacturing production to increase faster than em-
ployment. Manufacturing employment rose by almost
as great a percentage as population in the United
Slates; but, in Pennsylvania, the percentage increase
in jobs did not come close to matching the percentage
increase in population.

PER CENT

Source: United States Bureau of Census,

Pennsylvania Department of Internal Affairs.
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level to rise, water must flow in faster than it is
flowing out.

Pennsylvania expanded considerably as a man-
ufacturing state in the ten years between 1947
and 1956. Approximately a 31 per cent increase
in physical output, however, was accomplished
with a 2.6 per cent decrease in the number of pro-
duction workers, and only a 1.9 per cent increase
in the total number of workers in manufacturing.
Population in Pennsylvania during this period in-
creased by almost 8 per cent. The United States,
on the whole, had a more comfortable record.
Manufacturing output expanded at a faster rate
in the United States than it did in Pennsylvania.
Manufacturing employment in the United States
over this 10-year period, increased almost as fast
as its population.

While experts believe that manufacturing rep-
resents the best hope for industrial development,
it still presents an *“Alice-through-the-looking-
glass” case in which we have to run as fast as we
can just to stay in the same place—and we must

business review

run a little faster than we think possible to make
significant improvements in the economic situa-
tion. Under these circumstances, development au-
thorities and corporations are obliged to use their
limited funds, to the extent the pressure of cir-
cumstances permit, to aid firms in industries that
are expanding job opportunities rapidly.
* * *

The need for economic development in many
areas of Pennsylvania and other states is pressing.
The problems are formidable. Ingenious methods
have been developed at local levels to promote
industrial expansion. But the difficulties have not
been entirely responsive to treatment. Fresh meth-
ods and new institutions have been developed at
the state level. The Pennsylvania Industrial De-
velopment Authority and state-wide private devel-
opment credit corporations are not panaceas; they
are new ventures in cooperative action to im-
prove economic health, and among the most
recent forays in the ancient struggle against eco-
nomic distress.
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VACATION BUSINESS

Qualified optimism

best describes the over-all picture

This is the season when vacation business again
becomes big business at the seashore, in the moun-
tains, and all along the highways leading to the
resorts. We have talked about the season’s pros-
pects with local bankers and businessmen in popu-
lar vacation spots within the Philadelphia Federal
Reserve District. Our resort people say they are
expecting another ten weeks or so of excellent
business this year.

As is frequently the case, these early-season
predictions are made with certain qualifications.
Early June weather, for example, was a bit on
the disappointing side. “Old Man Weather” al-
ways injects a big “if” into a whole season’s pros-
pects. Any resort man will tell you that weather,
especially week-end weather, can almost make—
but will sometimes break— an entire season’s busi-
ness. This year there is an additional factor to be
reckoned with—the impact of recession on vaca-
tion budgets.

Spending patterns at this early date remain
obscure; they still are little more than a matter
for conjecture. Nevertheless, it is a healthy sign
that businessmen in all our resorts are counting
on vacationers becoming good spenders again this
year. Landlords and merchants and those who
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operate restaurants and amusements seem to have
gone all out to promote a 1958 resort season meas-
uring up to the exceptionally good one experi-
enced last year.

Advance reservations a hopeful sign

Inquiries from vacationers seem to have come
in more slowly this year. Perhaps it was a too-
cool, too-rainy, early spring that delayed initial
planning. Or it could have been a case of “reces-
sion jitters” that took a while to wear off. In any
event, the pace quickened as Memorial Day ap-
proached. That three-day week end in itself gen-
erated considerable optimism in all our resort
areas. In every respect it appeared to equal the
best of the excellent week ends that ushered in a
most successful 1957 season.

At resorts along the Delaware and New Jersey
coasts and in the mountains of Pennsylvania,
bookings for July, and in some cases early Au-
gust, have shown encouraging increases in recent
weeks. In the Pocono Mountain area, summer
camps for children are said to have reached their
quotas in short order. Cottage rentals, especially
important in some of our seashore resorts, have
improved considerably. Earlier, local real-estate
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people had begun to wonder whether a slow de-
mand for cottages might mean shorter vacations
this year. By the time the schools closed, more
and more landlords were reporting advance res-
ervations comparable to those made in pre-season
1957—a period that included a June heat wave
of noteworthy proportions.

Rental rates to remain firm

A few hotels and some of the older motels will
offer added attractions this year. Frequently, these
include a swimming pool or other recreational
facilities to draw more guests. In such instances,
peak-season rates have been raised on the strength
of the new services provided. Most landlords ex-
pect to maintain 1957 rate schedules through the
current season. Some cottages have been built
since last year, but, with construction far short
of boom levels, it is unlikely that 1958 rentals
will be subjected to downward pressure. Usually,
rate competition for all types of resort accom-
modations develops only in off-season periods like
the weeks preceding Memorial Day and those
following Labor Day.

Restaurant business picking up

Early-season patronage in most restaurants is
said to measure up to expectations. To be sure,
the meals may cost a little more this year, because
of higher food prices. But so far, there is no evi-
dence that vacationers are choosing the less ex-
pensive items on menus. Many restaurants operate
only part of their facilities prior to Independence
Day, so reports of patrons lining up for tables on
June week ends are not too surprising. From now
on, however, spending patterns in this area of the
resort business and in retail shops will be watched
closely for clues to the state of vacation budgets.
If the restaurant lines persist and merchants’
stores become crowded, this year’s crop of vaca-
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tioners could be the same liberal spenders they
were last season.

A sharp "weather eye" focuses on week
ends

The relative importance of week-end visitors in
the economy of our resort areas seems to increase
with each passing year. And 1958 is not likely to
prove an exception. We can thank the new high-
ways and bridges and strategically located motels
that encourage people to come greater distances
for only a one- or two-day stay. Almost any week
end from June to September brings a horde of
short-staying guests who severely tax the facilities
of our major summer resorts. We say “almost”
because bad weather either day usually spells
business lost that cannot be regained. Even a few
such losses can color a whole season’s picture be-
cause, traditionally, week-end visitors are very
good spenders.

FOURTH-OF-JULY WEEK END

Independence Day week end measured up to high
expectations in our major shore and mountain
resorts. This year's long holiday brought a flood
of visitors that seemed to swamp facilities in
many places. And, more important, these short-
staying guests turned out to be good spenders.
Some resort people think this week end was
among the best experienced in a long time. Cau-
tious optimism expressed earlier has been bright-
ened perceptibly. The month of July appears
"made" from the standpoint of lodging reserva-
tions. No one cares to predict what August will
bring, because so much depends on the fre-
quency and timing of coastal storms developing
in late summer. August could be an especially
important month in this year's short vacation
season characterized by late school closings and
the earliest possible date for Labor Day.
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This year's excellent Memorial Day week end
started the ball rolling in most of our resort areas.
With one notable exception, June week ends were
made for traveling. And all reports seem to indi-
cate that a lot of people traveled. Some resort peo-
ple say that traffic might have been heavier had
it not been too cool for an early-season swim in
a pool or the ocean. Those who feel that seasonal
improvement in week-end business has not quite
come up to high standards set last year seem
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disposed to blame the coldest June weather in half
a century, rather than a recession-inspired reduc-
tion in vacation budgets.

As we move into July, our resort people will
find encouragement in the Weather Bureau’s long-
range forecast for that month. It calls for seasona-
bly high temperatures with below-normal rainfall.
That could be just what the doctor ordered to
spark another excellent season of resort business
this year.
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FOR THE RECORD...

Third Federal

Reserve District United States

Per cent change Per cent change

SUMMARY

5 5
May 1958 mos. May 1958  mos.
from 1958 from 1958
from from
mo. year year mo. year year
ago ago ago ago ago ago
OUTPUT
Manufacturing production 0 —14 -13 — 0 =i =i
Construction contracts +11 —18 -10 + 18 0 —5
Coal mining ... _ 4 -29 =27 + 2 -26 -22
EMPLOYMENT AND
INCOME
Factory employment
(Total) . —1 - 8 —7 0 -10 —9
Factory wage income .... 0o -12 -11
TRADE*
Department store sales .. —5 - 3 - 3 + 2 —1 - 3
Department store stocks . + 2 0 + 1 — 65
BANKING
(All member "banks)
Deposits ..ccovcviciiiiie — 1 + 5 + 3 1 + 5 + 4
1 0+ 1 —1 + 1 + 2
Investments + 2 + 9 + 5 + 1 + 1B + 8
U.S. Govt, se + 1 + 6 + 2 + 1 +t12 4 1
Other ... + 4 + 19 + 13 + 1 +1 + 13
Check payments -2t - Tf o —4 - 1 + 3
PRICES
Wholesale 0 + 2 + 2
Consumer O + 3* + 3* 0 + 3 + 3
*Adjusted for seasonal variation. 120 Cities ~Philadelphia
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Factory*

Enr:]glnoty- Payrolls

LOCAL Per cent  Per cent
CHANGES change change
May 1958 May 1958

from from

mo. year mo. year
ago ago ago ago

Lehigh Vvalley- i - 9 - i —14
Harrisburg . i- i -14 — 2 —21
Lancaster - 6 4+ 1 - 5
Philadelphia .. | - 8 0o - 9
Reading 0 —8 + 1 —I2
Scranton ....+ 3 -10 4+ g -1l
Trenton ... - 3 —15 —1 —14
Wilkes-Barre + 4 — 6 + 6 - 7
Wilmington .— 2 8- 2 - 8
York e —6 —5 — 6

*Not restricted to corporate limits o

one or more counties.

Department Store

Sales Stocks
Per cent Per cent
change change
May 1958 May 1958

from from
mo. year mo. year
ago ago ago ago

+ 3+ 1 —

=

cities

Check
Payments

Per cent

change

May 1958
from

mo. year
ago ago

—2 — 3

-10 + 7

1I—1- 2- 3

but covers areas of
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