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Abstract:

An examination of the Montana economy reveals that the leading indicator of economic growth, per
capita income, is increasing but at a rate below that found in the majority of states. The Montana
economy needs an infusion to reverse this trend. Industrial growth is a sector that could give this
infusion and stimulate economic growth. The research was directed at assessing the possibility of
stimulating industrial growth in Montana.

The methodology used in the research was (1) to review location theory and then apply it to the
characteristics found in Montana to determine if enough favorable location factors existed that would
induce industry to locate in the State and (2) to make empirical studies among three different groups of
industrial firms (firms now operating in Montana, firms that have operated within Montana, and
out-of-state firms that have investigated industrial locations within Montana) to determine if additional
locational problems existed that were not discovered in applying location theory to Montana. In
addition, a sample of the Montana population was interviewed to determine the attitude of the
population toward industrial growth.

From applying location theory and from the empirical studies, the indications were that Montana is not
on the threshold of industrial development nor were there ary indications that it is likely to be so in the
near future. Some industrial growth should occur but it is not expected that this growth will be large.

The biggest stimulant to future industrial development in Montana will be in the processing of the
State's natural and agricultural resources.

The biggest deterrent to industrial growth is the lack of markets, with cost of transportation and labor
being other important deterrents.

The attitudes among those Montanans interviewed for this study indicated they were overwhelmingly
in favor of trying to stimulate industrial growth and were willing to offer some concessions to industry
in order to stimulate this growth.

Considering all factors relating to the industrial sector, it is unlikely that this area will grow
substantially so as to stimulate any large growth in the Montana economy.
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ABSTRACT

An examination of the Montana economy reveals that the leading indi-
cator of economic growth, per capitsa income, is increasing but at a rate
below that. found in the majority of states. The Montana economy needs an
infusion to reverse bthis trend. Industrial growbth is a sector that could
give this infusion and stimulate economic growth. The research was directed
at assessing the possibility of stimulating industrial growth in Montana.

The methodology used in the research was (1) +to review location theory
and then apply it to the characteristics found in Montens to determine if
enough favorable location factors existed that would induce industry to
locate in the State and (2) to make emp1rlca1 studies among three differ-
ent groups of industrial firms (firms now operating in Montana, firms that
have operated within Montana, and out-of-state firms that have investigated
industrial locations within Montana) to determine if additional locatbional
problems existed that were not discovered in applying location theory_co
Montana. In addition, a sample of the Montana population was interviewed
to determine the attitude of the population toward industrial growth.

From applying location theory and from the empirical studles, the in-
dications were that Montana is not on the threshold of industrial develop-
ment nor were there any indications that it is likely to be so in the near
future. Some industrial growth should occur but it is not expected that
this growth will be large.

The biggest stimulant to future 1ndustr1a1 development in Montana will
be in the processing of the State's natural and agricultural.resources.

The biggest deterrent to industrial growth is the lack of markets, with
cost of ‘transportation and labor being other important deterrents.

The attitudes among those Montanans interviewed for this study indi-
cated they were overwhelmingly in favor of trying to stimulate industrial
growbth and were willing to offer some concessions to industry in order to
stimulate this growth,

Considering all factors relating to the industrial sector, it is un-
llkely that this area will grow substantially so as-to stimulate any large
growth in the Montana econony.
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Industrialization appears
- %0 be a major and essential
: ingredient for substantial
economic growth,
Wilbert E. Moore

Chapter I
INTRODUCTION

Problem Setting

In eleventh century Europe a group of chnréhmen hit updﬁ aﬁ ideavto
enhance the vélue of church lands. Cities and towns had beéﬁﬁipo'qeﬁelop
so these churchmen conceived the idea of indﬁstriai devélopméﬁt ﬁhqﬁ-would
promote the church owned lands ghd make them.more valuable. :In‘tweﬁtieﬁh
- century United States some of the prople are sﬁill doing the same épinéé;
“trying to enhance the wealth of an areé through indgétrial developménto
. But the means being used now are vastly different anq far more expensive
than those used by the eleﬁenth century churchmen; In fact, trying to

lure new industries%o establish in particular locations has become a

business that employs thousands of people and spends millions of dollars.

1Although there are several good definitions of industry available,
the one selected was that used by Wilbert E. Moore, in The Tmpact of
Industry, Prentice-Hall, 1965, page L. Moore defined industry as "the
fabrication of raw materials into intermediate components: or finished
products by primarily mechanical means dependent upon inanimate sources
of power." -

Even though the above definition is narrower than some others
(especially that used by the federal govermment which includes not only.
industry, as defined above, but also construction, transportation,
mineral extraction, and public utilities), it fits the subject matter
discussed in this paper. As defined, industry is closely synonomous with
manufacturing and the two are used interchangeably throughout this:
study. : ’ :
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As recently as 1963 it was estimated that this business was spending $2éo
million a year.
No longer is phis”a‘businees Whéfe amatéufs cep have’much-Success‘as
there are tootmany professionals Who‘have a gneaﬁep kpowledge of ﬁownfhe.

game is played. It has been estimated that there are 20,000 aréa -devélops

ment organizations throughout the United States3 and thet'about 500 - new
plénts are either established or relocated in aﬁy éi‘ven_year.h Thus the
chance of siccess in lan&ihg one of theee‘induetriai planﬁs by an area
development..organization is very smallwuabout one in fortyo ' |
With such heavy odds agalnst 1and1ng one of the new industrial plants, » |
Why don't some of these industrial development groups close up shop and |
forget the whole thing? The reason is s:;mele~ethe potential gains exceed
current costs. For example, a study done by the E,conomic‘_Ee,search Depar‘r;f

ment of the Chamber of Gommerce of the Unite& States indicated the follow-

ings A new plant employlng 100 workers Would add 65 gobs out51de the p1ant=

1t would support three more retall stores- 1t would boost bank depos1ts in ’
the area by $229 thousand it would increase populatlon by 359 people, it
-would add 100 more households, 97 more cars, and 91 more school chlldren,

it would add $331 thousand 49 retall sales per year; and it would increase

: 2"The RoughuandwThmble of Site Location, Dun’s Rev1ew and_ Modern
Industry, March, 1963, p. 97. ——————

3"The Big Plant Site Scramble, " Dun's Rev1ew and Modern Industry, :

March, 196L, p.105.,

hJames 0. Henderson and Anng O° Krueger, Natlonal Growth an
Change in the Upper Midwest, Unlver51ty of Minnesota Press, 19:i-~,ﬂ

4
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personal income by $710 thousand.” In addition another writer estimated -

that; on an average, industry makes a capital investment of $20 thousand

6

for each employee hired.~ One must keep in mind that these figures were -
derived several years ago and undoubtedly would be higher today. Yet they
are impressive and give a good indication why the racé for industry is on.,

Also, there is little doubt that industrialization will help economic

growth and ﬂmprove'per capita income.

Economic Growth
Economic growth has been defined as the expansion of an area's capa-
bility to produce the goods and services that its people want. 'Since the
productive capacity of an area depends upon the quantity and quality of its
resources and the level of technology present, économic‘growth requires
that these determinants be continually imprbved and expanded., \
What is the siénificance of economic groﬁth for the people of Montana?
Essentially it is to increase the welfare of well-being of the people in
the State absolﬁtely as well as felatively to the other forty-nine states.
_This is done in two:ﬁayss it leads to growth iﬁ the quantity and quality
of goods available for private consumption, and it provides the necessary

resources for government to assume its ever-increasing responsibilities. -

without adversely affectiné private consumption standards: If economic

N

5"What New Industrial Jobs Mean to a Community;" Chémber of Commerce
of the United States, Washington; D.C., 1963. ‘

Oiifant New Industry," American City, April, 1959, p. 5.

B a1
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growth did not pcéuf in'the total economy,\?heﬁ an expénding government,
. could,. in-some instances, 1ead to lower personal éonsumption,

Although the material standafd of living in this nation is the high-
est in the world, the citiéens of Montané, 1ike those in the rest of the
céuntry, have come to expect a continued upward movement. For this ine=
crease to take place,.edonomic gfowth‘is‘an absolute necessity. That -
economic growth has occurred in the United States cannot be quest;i.onedy
but neither can the sﬁatement that -economic growth throughoﬁt tﬁe United
States has not occurred uniformly. A COmpetiéiﬁe struggle exists among
the states, each hoping to obbtain more than its shafe of this economic
growth,' (An. analysis”of whether or not Montana hés obtained its sharé of
the economic growth that has occurred in the United States will be dis-
cussed later in this chapter.) ‘ |

The processes by which economic growth takes place are the means by
which an area‘expands its productive cépacity, Basicallyz fouﬁ facfors
are important in the process of economic growth. These are: (1) the
qﬁéntity and quality of labor (inélnding managerial abilitieé), (2) the
quantity.and Quality of the natural resources, (3) the quantity'and’
quality of capital, and (L) the level of techﬁblogy within the societj,

As. for factors three and four, capital and‘téchnology, their impor-
taqceras factoys in the economic and industrial growth of Montana (or of
any ovher étaﬁe for that.matter) have been assumed to be negligible. Most
experts would agree that within the United States (and to some eitent all

of the free world) caﬁital is now quite mobile, That isa it moves in
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response to the opportunities and'earnings from its ‘employment. The United

States system of financial institutions is highly developed and these insti-

tutions are continually searching for new ways to improve their services,

As for technology, this diffuses throﬁgh our nation at ‘a very rapid
rate. Although there are pockets where research activities are more
extensive;, normally professionél associations and literature will move the
knowledge of any new'technélogy at a fairly rapid rate. Montana certainly
is not a leader in the development of techhology and perhapé lags somé in
the adoption of new ideas., Aside from the national system of patents,

there are no legal barriers present to prevent the transfer of innovations -

from state to state. It is felt that patent protection probably has little

affect on the econemic growth of Montana,
The other two factors of economic growth, natural resources and labor,
are both important to Montana.  Natural resource endowment is ﬁery defin-

itely not the samé in the different states and there is not much a state

can do to change the natural resources that it has or does not have. - How- '

ever, something can be done about finding and utilizing those that do ex-

ist. In-the booklet Natural Resources of Montana, this statement is mades

"Development of the state (Montana) has stemmed and will progress
from the people of Montana, who know the value of wise conservation,
‘careful management, and rational use of the resources Nature has-
given them. Montana has grown from a brawling, independent fron-
tier territory into a State with a diversified economy. Its fu-
ture is assured, because the basic resources are at hand for
sustaining continued growth."7

"Natural Resources of Montana, U. S, Department of the Interlor,
Washington, D. C., 196l, p.67.

T =
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The quality of labor is more important in economic growth thén
quaﬁtity but both are necessary ingredients. India and China have large
quantities of unskilled labor yet show a poor economic growth rate. On
the other hand, an area may have an abundance of skilled (quaiify) labor
and still show a low economic growth rate? Subsequént pages in the chap-
ter will examine the quantity and quality of labor in Montana along with

an assessment of their effect on economic growth.

Per Capita Income

If one is interested in economic growth because of its significance
to the welfare of the citizens, then what is important is not just output
but rather the right kind of oﬁtﬁut. Increased production.means little.
to the average citizen unless he has a growing volume of goods and ser-
vices at his disposal: Thus the measure of economic.growth tha£ is most
meaningful ;s the lgvel of output per person., Measured in dollars and
_cents this is labeled per capita income and is one of the:standafd methods
for determining how well an area is doing.

A }ooknét per capita income for Monbtana shows that a very undesirable
change'has taken place in recent years. Taylor studied this area and
states that in the period 1938-1955 per capita income in Montana averaged
about 1.5 percent above that for the whole United States, but since 1955
it has averaged 7.5 percent beiow the United States average., Taylor con-

cluded from his study that "Montana is not sharing in the general economic

growth of the country" and that "rather than being sluggish, the Montana

0
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economy has been almost stagnant since 1955."8 Table I shows'what is
happening to per capitd incomes in Montana and the United States, Table
It éhows the growth in per capita incomes in Montana,-surrounding areas,
and the United States. Both tables clearly indicate that the relative
position of Montana is deteriorating., It is evident that something needs
10 be done to reverse this undesirable trend.

Table IIT shows thaﬁpbr capita income groW&ﬁ in Montana has been
small compared with surrounding states. In fact, except for South Dakota,
Montana had the lowest percentage increase in per capita income of all
fifty states during the period 1948 through 196L.

The stanaard measurement for determining how well an area is doingg
per capita income, is far from encouraging as far as Montana is concerned.
Not only is growbth in per capita income below average but our ranking
among the fifty states is deteriorating, going from the top third in the

early 1950's to the bottom half in the.1960“s

' . Population
In the decade 1950-1960, the population of Montana grew from 591
thousand to 675 thousaﬁd people. This is an average percentage growth
for each year of 1.33 percent as compared to the rate of growth of the

entire United States of 1.70 percent per year. From April 1, 1960 (when

BM;aurj,ce'Cq Taylor,"Income Trends in‘MQnﬁana," Bulletin 590, Montana
Agriculbural Experiment Station, Montana State University, Bozeman,
Montana, (October, 196L) pp. 3=h.
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TABLE

I

PER CAPITA INCOME, MONTANA AND THE UNITED STATES, 1950&1965

Montana as a

Montanats Rank

Year Montana United States Percent of U, S, Among Fifty States
(Dollars) (Dollars) (Percent) (Rank)
1950 | 1,622 1,196 108 13
51 1,760 . 1,652 107 17
52 1,786 1,733 103 18
53 1,779 1,80k 99 21
5h 1,729 1,785 97: 22
55 1,852 1,876 99 19
56 1,892 1,975 96 21
.57 1,9LL 2,0l5 95 21
58 2,059 2,068 100 19
59 2,010 2,161 93 ) 26
60 2,037 2,215 92 27
61 4,973 ¢ 2,26) 87 31
62 2,272 2,368 96 2l
63 2,265 2,155 92 28
6L 2,255 ‘ 2,579 87 32
65 2,138 2,7h6 89 29
SOURCE: -Survey of Current Business, U, S. Department of Commerce,

Washington, D. C., August, 1966, Table 2, p. i3.
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TABLE

II

PER CAPITA INCOME INDEXES FOR MONTANA, NEIGHBORING
STATES, AND THE UNITED STATES, 1955-1965

(1955=100)

]North South United

Year Montana Idaho Dakota Dakota Utah Wyoming States
1955 100 100 100 . 100 100 100 100
56 102 108 1oﬁ 105 105 104 105'
57 105 112 107 12) 110 111 109
58 111 117 123 129 113 115 110
59 109 122 11 1L 119 120 115
60 110 120 12l 138 121 122 118
61 107 12l 109 137 126 12l 121
62 | 123 132- 156 155 133 128 126
63 122 133 15 . 148 136 - 130 131
6l 122 138 1L WS 1o 131 137
65 132 156 165 171 145 138 146

SOURCEs Computed from data in "Survey of Current Business," U.S. Depart-

ment of ¢ommerce, Washington, D.C., August, 1966, Table 2, p.13.

-
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TABLE III

PERCENTAGE CHANGE IN PER CAPITA INCOMES, MONTANA AND
SURROUNDING STATES, 1953-196L and 1948-1964

State ' 1953-196L 19L,8-196L

(Percent) (Percent)
Montana 27 : b1
Idaho ' - 36 , - 58
North Dakota 68 | 5h
South Dakota 38 29
Utah 39 ‘ 77
Wyoming 29 57

SOURCE: "Survey of Current Business," U.S, Depart- -
ment of Commerce, Washington, D. C., July, 1965, p. 11

T T
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the last census was taken) to July 1,,1965, the Census-Bureaﬁ has estim-
ated that the population of Montana increased by 31 thousand to a total
population of 706 thousand. This is a L.6 percent increase during this
5 year period éé compared to an 8 -percent increase for the entire Uﬁited
States.

What is the reason for the sl§W rate of population growth in Montana?
One canﬁot attribute it to the birth fabe as this exceeded the United
States average, nor to the death rate as Montana's approximated the United
States averagéo, One factor does stand out and that is the number of out-
migrations that the State experiences. During the 1950's, Montana experi-
enced a net out-migration of approximately 25,000 people. From available
information, most of\those in this out-migration were in the youngér and
most productive age group (15 to 25 years of age)'and the reason they left
was because of better opportunities elsewhere. TFor example, Rixe and

J

Ewasiuk state that 13 percent of the male out-migration was in the 20 to

2ly age group and that 9 percent was in the 15 to 19 age group. They con- ‘

clude: "These migrants represent a very great loss to the state. They

are highly productive young men moving into another state's labor force,"?
This situation does not seem to have changed since 1940. Table IV

shows the'composition and changes in the populations of Montana and the

United States since 1960, Notice in this table that the 18 to Lk ége

9Lloyd Rixe and W, J. Ewasiuk, "Montana's Populatlon," Now, Montana
State University, Bozeman, Montana, Winter, 1965, p.L
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TABLE IV

MONTANA AND UNITED STATES POPULATION COMPARISONS,
APRIL 1, 1960 AND JULY 1, 196hL

'
l

: . Percentage Change in
Percentage of Total  Percenbage of Total Population between

Population (1/1/60). Population (7/1/6hL) 4/1/60 to 7/1/6L

United United United
Age Group Montana States Montana States Montana States
(Percent) (Percent)  (Percent)(Percent) (Percent ) (Percent)
Under 5 yrs.  12.2 113 1.6 10.8 2. 1.8
5 to 17 yrs. 26.3 2.5 " 27.8 25.9 10,1 12,9
18 to b yrs. 33.2  3L.9 32,0 33.9 0.5 3.8
L5 to 6L yrs. 18:6 20,1 19.2 20,1 7.9 6.3
65 and Over 9.7 9.2 9.1 943 1.1 7o8
Total . - ‘ | ,
Population 100.0  100.0 100.0  100.0 .1 6.7

SOURCE: Bureau of the Census, "Population Estimates," Series P-25,
No. 333, March 30, 1966, Tables 1,3, and L, pp. 6, 8, 9.
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group in Montapa increased by 0.5 percent -although the whole United States
increased 3.8 percent. Again Montana is experiencing very little growth
in the most productive age group. Rixé and Ewasiuk drew the following con-
clusions from such trends: |

"Present migration and population growth patterns in Montana
do not offer much encouragement nor do they suggest a reversal of
those trends. This points to a key problem. We have fewer
people in the highly productive age groups supporting more and
more people in the young and old age categories.

"You might well surmise that the productive age groups are
going to be compelled to use more of their income to support
schools, churches, welfare;, recreational programs, and many other
.established and socially accepted, demanded, and desired institu-~
tions if Montana is to support these things entirely from state
revenues. What happens if we don't? The quality and quantity.
of these programs and services will most likely suffer. More
people will be induced to leave Montana for areas where services.
and programs are available in the quantity and of the quality
desired and at a more attractive price. This out»m1grat10n.w1ll
in effect place a still heavier burden on the remaining citizens.
At the same time, it will decrease the inducement for in-migration.

"Montana'ls economic growth and development are closely and
directly associated with the human resources of our state. Rural
out-migration in response to agriculbtural adjustment has been
taking place throughout the nation and will continue for the next
few decades. This agricultural adjustment is of greater signifi-
cance to Montana than to most of the nation because a high per-
centage of our population is rural. (See Table VIII for compari- -
son.) Consequently, the urban areas of the state will have to

grow faster than the national average to assimilate and offer
employment opportunltles for the dlsplaced rural populatlonu

"This urban growth must take place in areas other than those
supporting agriculture because fewer local services are required -
by modern agriculture. It would seem that industrial development,
coupled with expanded service centers, is needed if Montana‘s
economy is to grow and expand."i0 A

r

1OIbid3 Do 5? (Underlining and words in parentheses supplied.)

1
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Apparently Riie‘and Ewasiuk view past and current population ﬁrends in
Montana as being‘undesirable and express the view that economic growth in
Montana will have to come from imduétry. If the ciﬁizéns of Montana feel
it important to stop or sleow down this out-migration, then suitable employ-

ment opportunities for these people must be created in the Statéo

Employment

_What are the chances of findiné suitable employment to prevent this
out-migration? Perhaps an examination of employment in the State along‘
with some projections that. have been made can give some clues as:tc what
the State may expect.

Table V shows the division breakdowp in employment changes between

1950 and 1960 along with a projection made by Henderson and Krueger for
the period 1960 %o 1975. Although total employment increased in the decade
of the 1950%s, it was not sufficient to agéorb the increase in population.
Montana has had a participation raﬁevg of between 35 and hO‘perceméo (In
1950 it was 38.9 percent, in 1960 it was 36.8 percent.) If cne assumes a
participation rate of r&ughlyAmidway between tﬁe 1950 and 1960 figures
(about. 37.5 percent), then the increase in population of 8lL,000 between
1950 and 1960 should have added apﬁroximateiy 31,500 to the labor force,’
Yet Table V shows that Montana addea approximately 6,000 to its labor ferce

during this period. Three reasons probably account for this differences

R1Participation rate is computed by dividing total labor force by
total population. '
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TABLE V

EMPLOYMENT CHANGES IN MONTANA BY MAJOR DIVISIONS
FROM 1950 to 1960 AND PROJECTED TO 1975

Division

Agriculture

Miningland 0il

Manufacturing

Railroads ,

“Transportation, Communication,
and Utilities (except railroads)

Wholesale Trade
Retall Trade

Finance, Insurance, and
Real Estate

Service and Miscellaneous
Construction

Federal Government

State and Local Govermment

Total Change

Change in Numbers

Projected Change
in Numbers

“‘1 )—19550
“33 hs)—l .
1,887

=l15,900

1,618
'1%673
2,407

,‘39?h9
6,169
1,109

" 1,400
8,900 |

5,678

 Employed, 1950-1960 Employed, 1960-1975

-8,679
-335
2,678

-2,117

2,501
15,538
55368

2,60l
10,654
3,302
2,165

12,81
32,810

SOURCE: James O. Henderson and Anné O. Krueger, National Growth and
" Economic CHange in the Uppér Midwest, Tablé 1=3," page 12.and .

Table 2-1 page 22,
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first; the large number of births recorded in the 1950%s would have had tﬁe
effect of lowefing the barticipation rate; second, the 25,000 outamigration
‘during the period would have reducgd the work force;'and third, the increas=
ing number of unemployed workers during the period. From 1956 to 1960, ‘the
number of ﬁnemployed‘increased in fhe state by over 5,000, (On the census
date, April 1, 1960, the United States unemployment rate was 5.1 pércent
whereas. the Montana rate was 6.8 percent,; one of the highest in the ﬁpperm
midwest and west.12) By way of comparison, if employﬁent opportunities in
Montana had kept pace Wlth the rest of the natlon@ the State would have
had another 199000 employed in 1960.13

Although the State employment situation has substantially improved~
since~1960ﬂ it has not yet reached the point where the employed labor force
is keeping up with population changes. According to the Montana State -
Employment Service, the State had an employed labor. force on April 1, 1960
of 231,300 whereas on April 1, 1965 it was 239,300, an increase of 8,000
workers., .With an estimated pépulation increase of 31,000 during this period
and a participation rate of approximately 37.5 percent, the State should
have had an increasé in ‘the émployed'labor'force of neaf 12,000,

Even though the average rate of unemployed has been down in recent

125 atistics were taken from U.S, Census of Population, 1950 and 1960,

13The U. S. rate of increase during the 1950's was 1L.5 percent where-
as the Montana rate of increase was only 6 percent (the lowest in the five
Rocky Mountain States surrounding Montana). Thus the difference of 8.5 .
percent times the 1950 Montana employed labor force of 219,000 would give
the added employment of approximately 19,000,
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years and is now below the United States average, unemployment is still a
problem in ﬁontana as many in the work force are employed in seasonal
work., For example, agriculture; construction; lumbering, trade; and ser-
vices are all areas where the annual fluctuation in employment is large.
(Note the wide swings in unemployment in Figure 1 befiween Montana and the
whole United States illustrating the strong seasonal affect on jobs withe-
in Montana.) If the State is going to make strides in increasing per capita

incomes and sustaining economic growth, it needs more year-round employment.

PERCENT
10 __MONTANA
] \(’ UNITED STATES
8 f
i ; Nlaild
s PN \
N X7 \ \Y; \,V'
i
1960 1961 1962 1963 1964 1965 1966

YEAR

Figure 1 - Unemployment Rate, Montana and United
States, January 1, 1960 to July 1, 1966.

SOURCE: 1966 Annual Report, Montana Unemployment
Compensation Commission, Helena, Montana.
A look at the various segments -or divisions of employment also gives

some enlightenment. Table V shows that agriculture, mining, and railroads
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have all lost workers during the 1950%'s and are progected to continue
losing workers during the period 1960—1975 Agriculture and mining are
considered basic industries 1k that support employment in other aréas.
Another basic area, manufacturing, has increased and it is expectéd to
continue to increase but not to the extent that it will offset the decreases
in agriculture and mining. With respect to memufacturing and donstruct{bn,
Paul Blomgren, former Dean of the College of Business Administration at the
University of Montana, has stated:
Thus construction serves, and has served, as a stimulus to

the ‘Montana economy, but it does not appear to be an industry

upon which the state can rely as a major support in the long run.

Other sectors of the economy must bear the major burden of support

and provide the necessary diversification in the economy.

Manufacturing is a sector of the economy on which many people

pin their hopes for growth and diversification in Montana. This

is the sector usually referred to when groups speak-of the need -

for tindustrial development.! The truth is, however,-that.manu-

facturing (other than lumber and wood products) has declined in

importance in the Montana economy. :

In the L6-year period from 1919 up to 1965 manufacturing employment in
Montana increased approximately 15 percent. During this same period, manu-

facturing employment infMontana as a percent of the United States employ-

ment in manufacturing actually decreased., However, during the decade.of

1uA basic area being defined as one serving markets beyond certain
boundariess in this case, the state is the boundary. Any economic activity
that serves dnly local markets is a service area and adds little to the
strength of the economic base.

15Paul B, Blomgren, "The Montana Economy in Perspective," Monbana
Business Quarterly,Volume 1, No. 1, p. 25.

— T e — T T
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 of the 1950%s, the Montana fa-te of change in manufacturing employment
closely approximated the.Uhited States average, .90 in Moentana to .93 in
the United States. |

If some of the basic industries are not doing too well, from where can
the support for the Montana economy come? Three of the most rapidly ex-
panding sectors in the Montana economy are trade, services, and government,
During the 1950“sg'these areas expanded slightly more than 20 percent and
the growth projections in Table V indicate an even greater expansion in the
period 1960-1975, Several factors are worth noting in the expansion of
these three areas. In the trade area, most of this grow£h is directiy
related to growth in other sectors of the economy. Thus if the State can
stimulate greater growth in other\areasb trade will be also stimulated,
thus helping the Montana economy.

Growth in the services sector has been in 1afge part due to the growth
of tourism and recreation. Although most states are actively engaged in
capburing this business, Montana has been blessed with many natural features
that should give the State an advantage in obtaining more than its one-
fiftieth shére of the projectéd-increase in recreation and tourism within
the United States. However, if the expected growth does come in the trade
and service sectors, it should be recognized that unless wages increase
drastically (something that is not too likely), then these areas are likely
to draw the per capita income even farther away from the United States
average, Table VI gives the average incomes in Montana for 1960 and 1965,

This table shows the disparity that exists in average earnings in the
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TABLE VI

AVERAGE EMPLOYEE EARNINGS IN MONTANA BY DIVISION, 1960 and 1965

- Lo Average Earnings Per Employee
Division 1960 1965
(Dollars) (Dollars)

Mining | | 550426 6,578

Contract Gonstructioﬁ ‘ . 5,239 6,485

Manufacturing : : 11,990 | 5,911
Transportation and Public Utilities ~ h,8L6 5,871

Finance, Imsurance, and Real Estate L, 1h5 11,867 x
Trade | 3,683 507

Service and Miscellaneous . 2,821 3,177

SOURCE: Montana Labor Market, Supplements 196h=196§, Montana State
Employment Service, Helena, Montana, March, 1966, '

different divisions and highlights the poor average earnings in the trade
and service divisions. If chronic unemployment existed, then'expanding
employment in_servides would be desirable. In Montana, where unemployment

is due frequently to the seasonal nature of work opportunities, the State

néedé more opportunities in high paying, yeararbhnd employﬁent, It

Montana could expand her industrial sector, perhaps this would be far

better than the large forgéasted growth of seasoﬁal type work often found

in services. c !

Employment within Montana in the Federal Govermment is projected o

/
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increase about 25 percent. In state and local governments the projeéted
increase is near 15 percent, To the extént tﬁat the increase in Federal
Go%ernment employment does occur it will aid the economy of the state.
Most of the people hired by the Federai Government are year-round employ-
‘ees and have wage levels'that are high eﬁough to help the ecoﬁomy of Mont-
ana. The increase in state and local goﬁernment employment would be of
1itt1e‘he1p in the State's quest for economic growth. The more than pro-
portionate growbth in state and local gbvernment employmént over population
growth could mean that ﬁer capita-taxés will be higher.

Table VII shows the employment breakdown between the United States and: t
Montana. This table shows that state and lbcéi goverrmment employmen£ is
already higher in Montana than for the United States. However, this would
follow due to the necessity of maintaining minimun essential, but incréasc
ing, services for a low density population. However, Table VII also shows
that employment in Montana is different from that found in the entire

United States. Moﬁtana has more of its labor force in agriculture (but

 the difference is decreasing) and it has fewer in manufacturing (where the
difference is not decreasing). A narrowing of this gap in manufacturing-
would help the economy of Montana provided growth comes from the right

kinds of firms,

Brain Drain
Education and economic growth go hand in hand. There is a high cor-
relation between the amount of education cone has and the amount of remun-

eration one can command, that is, the more education the higher the wage
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TABLE VII

PERCENTAGE OF EMPLOYMENT BY DIVISION, MONTANA
AND THE UNITED STATES, APRIL 1, 1960

Division United States Montana

' (Percent) (Percent)
Agriculture . 6.5 16.8
Mining and 0il 1.2 3.3
Maﬁufacturing 26.1 9.h
Railroads ! : | 1.l 3.9
Transportation, Communications . | -
and Utilities (except railroads) 5,1 .6
Wholesale Trade _ - 5.1 - | ot

Retail Trade ! _ 16,3 17,7
Finance, Insurancesland :
Real Estate . : .5 3.6
Service and Miscellaneous ' ?hp9 b 13.9
Construction 5.7 6.3
Federal Government 3.h ot
State and Local Govern@ent _9.5 ?éa3
Total - | 100.0 100.0

SOURCE: James O. Henderson and Anne O Krueger; Wational Growth and
Economic Change in the Upper Midwest, Table 1-2.page 1zc.
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or its opposite in that lower wages go to those Withlless edncat,ibﬁ°
‘Encouraging educat_i‘oh in the State of Montana would not only benefit the
person receiving the educatiqﬁ but)it would also help the State'!s economy
to grow, |

Supﬁosé all or mosfvor evén some of these educated ﬁeo?le left the
state after'réce;ying their training. If this happened; then the salaries
that these beOple could command would benefit. the state where they were
residing. The staﬁe_that educatéd these people would be losing in pwo.wayss
it loses its capital investmen£.(to the extent that education is subsidized"
by the taxpayers of that state), and it loses the incoﬁe that these people’
would heve received if they could have been éainfully employed within that
state.

What is the status §f the educated in Montana? One can find both
pros and cons as to whether or not there is a brobléﬁ of having our educa-
ted youfh ledve the State. However,; a few facts should help to .clear the.
issue, '

Charles Hood, Director of Placement at the University of Montana,
feports that from Sepﬁeﬁber 1, 196 to September 1, 1965, 52 percent of
the graduates of the.Uniﬁersity of Montana placed by the placement. center
accepted positions in the State, At the same time; Hood states that only
38 pércent of those ﬁaking jobs in industf& and government remained in the

State,16

TéGreat Falls Tribune, September 23, 1965.
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A questionnaire17 comp}etéd by nearly SOO,seniofsAat the June 1966
Montana Staté University Commencement showed that 216 of the group (all
ffom Montana homes)jhad accepted civilian employment,18 of this group,
105 or L9 percént were leaving the state.tb accepf employment elsewhere.
Table VIII gives the results of this questiommaire. These results
follow close]y'thbse thainéd by Hood at the University of Montana019" \

TABLE VIII

EMPLOYMENT LOCATION OF 216 GRADUATING SENIORS OF
MONTANA STATE UNIVERSITY, JUNE 1966

Graduates Accepting

University In-State Out-of -State Percentage Accepting
Division ' Employment Employment OutuofnState Employment
( Number) (Nuinber) (Percent)

Agriculture 20 5 20
Engineering 15 L1 73
General Studies 16 14 - L7
Professional Schools: ‘

Dept. .of Education 27 13 33

Other Departments 33 32 L9 )

Total 111 105 L9

17Prepared by Charles Hash and James Cameron, both of Montana State
University. The results have been tabulated but have not yet been publlshed,

18The balance were continying their educatlono going. into the military
now or in the immediate future and thus were not seeking employment, had not
" yet obtained employment or were still negotiating for employment, were out-
of-gtate studentsg or for variocus other reasons were not seeking employment.

19In addition to disclosing the number leaving the states the quest10n=
naire also asked for salaries. The resultant tabulation disclosed that those
leaving the state were receiving approx:mately $100 more per month than those
-acceptlng employment within the State. :
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With close to 50 peréent of the gradudtes from the two 1eéding univ:
ersities. in the State leaving to accept employment elséwhefé;~one can con;
clude that the State does have a '"brain drain." In the scientific (chem;
'istryg physics, mgthematicsg etc.). and engineefing areas; the quésti&nnéire
disclosed that the talent loss was much higher than 50 percenﬂa‘ A study -
done on the Upper Midwest region (including Montana) states that ", . . the
Upper Midwest Regioﬁ graduates aboﬁt-h percent of the nation's scientists
and engineers, buf'less than ﬁalf of these remain in the regiono"go ;Rélph
Yapp, nuclear physicist, estimated that. "Each scientist who migrates from
his home state to live in another, represents a loss of at ieast $50,000 a
year to the stéﬁe he 1eaveso“21

It should be pointed outy; though, that Montana does experience some
inflow ih‘braiﬁ power. . For. example, doctors and dentists are educated
elsewhere and migrate t@_Montanao Thus the net talent loss ﬁay not be as
alarming as it would appear at first glance. However, from the standpoint
of economic growth, it would.be desirable to'keép whatever educated man;
power that now leaves Montana . within the State. Yet until sﬁitable employ;.
ment opportunities exist in the State and there .is ‘a narrowing of the wage
differential between in-state and bntaof=state o?portunities,'one carmot |
foresee a change in the State's "brain drain." Discussions indicate that

many of those leaving the State would remain if the State could create

20girk P, Draheim, "Technologlcal Industry in the Upper Midwest,"
Upper Midwest Economic Study, Technical Paper No, 11, June 196L;, p.- 8.

21Deseret, Newss Newspaper Agency Corporation, Salt Lake Cltyg Utah,
August 8, 1966, p.. 10-A.
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employment opportunities and at least partially overcome the wage differ-

ential,

Purpose and Importance of Study

In recent years, Some’ economic indicators are pointing out that the
relative economic pbsition of the State of Montana is deteriorating. Hoir-
ever, some people within the State refuse to accept this. Blomgren is
disturbed by this latter view and states:

", ¢« » I am disturbed by an attitude of unrealistic optimism

and an unwillingness to face unpleasant tasks on the part of some

people.. I am disturbed by an attitnde *relax and somehow welll

muddle through' on the part of others. I feel it is high time

that we dedicate ourselves to a philosophy of realistic opbimism

and a willingness to solve unpleasant problems by long range

effort. If we do this, our economic future can be much better

than it will otherwise be."?

Economic growth is not predestined but depends upon the peopie, their
institutions, their laws, .and the characteristics of their enviromment. It
| is not something that happens by chance but rather it is something that must
be cultivated and stimulated,

In Montana, per capita income has been lagging, far too many employ- .
ment opportunities are in seasonal worky and too many talented youth are
leaving the state. The growth sectors of the State'’s econamygfnémelyg
services, trade, and government, are not the sectors that will substan-

tially help the economic growth of the State.  The State needs employment

in jobs that offer good anmual wages and do not boost per capita tax loads.

22payl B, Blomgren, op. Cite, p. 28.
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For ecdnomic grswth to occur, growth must first be stimnlated.in the
basic areas of agriculture (including forestry); industry; mining; recrea-
tion-tourism, and; to some extent, govermment. If these areas can be stim- .
ulated, then growth in other areas such as wholesale, retail, services,
transportation, and construction will follow.natufallyo

In the basic areas, agricultural employment has decreased and future
projections indicate that it will continue to’décréase,' Mining has not
been a large employer in Montana (about 3 percent of the labor force) and
prospects for any large growth in the future are considered smaii.

A large increase in the government séctor is fbrecasted but with mixed
feelings. -There are those who feel that growth in goverﬁment is undesir;
able both socially and moﬁeﬁarily (due to tai burdens)° Others feel that
an expanding govermment is desirable to providg for an expanding array of
socially acceptable public goods and services and’are willing to pay the
cost. Some economic benefits will result from the projected growth ih.both
federal and state govermment employment. However, the full extent of this
benefit would depend upon factors Eeyond the scﬁpe of this‘study such as
analyzing, among othérsg the derived‘groﬁth from the public expenditures.
(For example, the amount of added tourist trade the State would receive as
a result of an improvement in highways or recreation facilities.) With
only a moderate population increase forecasted for Monbana, sémé restraints
are bound to be placed upon the growth of state and local govermment.

Recreation-tourism offers the promise of future gains in employment

and will help economic growth in Montana. However, the pay received by
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labor directly involved in this area is frequéntly 1ow‘as compared to some
other basic areas; in addition; employment is frequently seasonal. Thus
growth in this basic area would not be expec%ed to substantially improve .
the relative standing of per capifa income in Montana

The one othér basic aréa left is industry. In this area, the value .
added is increasing but growth in employment has been small. (Currently bhe
State has about 10 percent of its labor force in industry.) Industry, as a
rule, of fers good wages and year;round employment, both of which are needed
in Montana to stimulate economic growth. What are the State's chances of
obtaining some induéﬁrial-plants? Opinions fary but one thing is éurem-
industry has not éeen beating on ﬁﬁe door to enter the State. Wayne Baskin,
Director of.Industrial Development of the Bureau of Indiaﬁ Affairs, was re:=
ported to have said: "Thé thing Montana must realize is that industry isn't
going to fight its way into the State,"23

Industry‘waﬁis a location that offers a competitive advantage. For

example, in the Wall Street Journal of Neovember 30, 196L, the Southern Rail-

way System listed the folloﬁing as locational advantages of its areas
abundént natural relsourc:eséJ economical transportation, mocderate climate,
large number of Wiiling workers, waiting markets, vast supply of water,

- plenty of power, and room to grow, In order to enéoﬁfagé industriai growbh, -

does Montana offer these advantages? Perhaps, Montana offers other adven-

bages that would be moré important to -industry that it should be promoting,

23Great Falls Tribune, October 28, 1965, p. 26,
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If so; they should be iisfed so that the State can put its industrial de-
velopment money where it will do the most good.,

,MbGrgw;Hill conducted a survey among executives of manufacturing indus;'
tries that reportedly listed ﬁontana as last in terms of consideration for
industrial 1oca‘r{ions',ell If this feeling is prevalent throughout indusﬁry,
maybe the State could save the money that is now being spent to stimuléte
industrial growth and put these funds into other areas. |

Such questions aszposed in the foregoing paragraphs have causedkmany
people to wonder what role industry can play in the development of the
State of Montana. This research is an attempt t6 shed additional light on

the subject,

.Hypothesis

| A few peqplé'throﬁghout the State seem to feel that industry is waite.
ing at the border to'gef in. The hypothesis of this paper is that industry
is not anxious to come to Montana. Siated in more formal terms, the hypoth-
esis is as follows: The State of Montana cannot, under present or foresee;
able conditions, increase its rate of industrial growth because of (a) the
lack of enough favorable location factors to influence industrial firms to
locate in ‘the State, and (b) apathy of the citizens of Montana concerning
the desirability of industrial growth and of "actively pursuing an expanded

‘industrial base. -

2hPlant Site Survey, 4 Study Among Bus1ness Week Subscribers, New Yorks
McGraw-Hill Inc., Januwary 196L.
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Chapters 2 through 5 will discuss part (a) of the hypothesis; chapter 6

will discuss part (b) of the hypothesis--citizens' attitudes toward industry.

Methodoiogy

The methodology usea in testing the hypothesis was as followss

1. Review location theory and the characteristics of Montana té deter-
mine if enough favorable location factors exist that will induce industry to .
locate in the State.. ~

2. Make empirical studies within three aifferent groups of industrial
firms to determine if additional location problems exist in Montana that
were not discovered in reviewing the general theory and characteristics of
Montana. In making the empirical stﬁdies‘the observational design was as
followss |

(a) Select a sample from firms that are presently operating in

the State to determine why they 1ocatéd in the State, their attitude regard-
ing their location, and to determine what favorable or unfavorable. location
factors they have enceountered. Firms éperating in Montana were stratified
by the "Standard Industrial Code" classification and then a éO percent ram;
dom sample was selected from firms within each major group of the class:‘if"i«.=

cation.,25 A mail questionnaire was then sent o each firm selécted. (See

, 254n exception to the seleection of a random stratified-sample was that
firms with an obvious local clientele have been eliminated--such as bakeries
attached to grocery stores and most newspapers. Such firms do fill a local
‘demand but their scope is such that they have little to do with the "indus-
trial climate" in the State. Their locations are not so mumch one of selee-
tion as of filling a void for a locally demanded product. Therefore a de-
cision was made to exclude these firms on the assumpbion that they would offer
1little or no help in assessing the future of industrial growth in the 3tate.
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Appendix I for a copy of this questiommaire.,)

(b) Send a mail questiomnaire to forty-five firms that have con;
tacted an industrial developmént group within the State. (See Appendix II
for a'COpy of this questionnaire.) Owing to ‘the difficulty of securing
names and addresses of firms that have contacted someone in the State and who
héve had a sincere interest in Montana locations, the first fbrty;five firms
where adequate information was obtained were sent questionnaires. It was
hoped that this group of firms would shed additional light on present envir-
onmental influences that are or are not conducive to the industrial dével;
opment of Montana.

(c) Select twenty firms that have operated}wiﬁhin Montana bub
that have now discontinued these opefationso Firms selected for this mail
questionnaire Weré th;se listed in the ﬁ965;3966 but not in the ?96?;1968

Montana Directory of Manufacturers and Buyers‘Gvideq (See Appendix III for

a copy of this qnestionnaire;)~ It was hoped that responses to this question-
naire would disclose othér problems of a Montaﬁé location not found in firms
presently operatiﬁg within Montana.

3. Conduct péerscnal interviews with Montana citizens to determine
their attitudeés toward industry and indusirial development; The inbterviews
were conducted in various 16cations throughout the State and an attempt wﬁs
made to obtain a crcss;section of the people in the S?aﬁe (e;,g,;’o(9 young and,
olc-l_‘9 skilled and unskilled, city and Euralg etqa)o The approximate nunber
of this convenience sample waé one=-tenth of one percent of Mémﬁaha residents.

In addition, some students at Montana State University weré interviewed to’
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determine if their attitudes differ from those expressed by the géneral cite.

izenry in the State, (See Appendix“IV for a cépy of this questiommaire. )

Limitations

Althouéh the primary purpose of this research is to assess the possi;
bility of increasing the rate of industrial growth in Montana; an obviéus
offshoot to this ﬁight appeér to be the selection'of specific firmé that
possibly could locate in the State. However, to be specific in the selec;
tion of firﬁs would mean that feasibility studieé would .have to be made for
each fifm and in many anes for each product producéd by thab firm, Lack
of research money has pfecluded such an approach in this study, but algé
such an approach is not considered efficient. For Qach firm found capable
of locating in a given‘areas hundreds or perhaps thousands would not fit
that location. It is felt that a more efficient approach would be to es=
tablish a framework within which the weeding out or selection process can
~ take place. It is toward establishing and analyzing such a framework that

this research is directed.




It is an inexcapable fact. . . Tthat
geographic location becomes as
important to producers of goods
as sound management, modern plant
structure, and astute merchandising.
policies.

Leonard C, Yaseen

. . GChapter II
GENERAL FACTORS INVOLVED IN THE LOCATION OF INDUSTRY

Introduction )

American industry is on the move. Because of an expanding population,
changing m_afke'bs9 and 4 host of other reasons, industrial management is
reappraising existing locations and assessing new ohes. No longer is
industry tied -to one area but rather it has opportunities for successful
operation in many areas.

Competition is prevalent throughout most industrial processes; there-
fore care must be exercised in choosing a location that can meet this
competition. -Because larger investments are réquiréd for new facilitbies;
business simplyléahnoﬁ afford a "hit or miss" attitude in site selectiodmns,
Business, therefore, must carefully assess those factors that lead to what
menagement must decide is a successful 1ocati6nn

What éoﬁstitutes a ‘successful location? Offhand, it is difficult to
determiné. However, there are the experiences of others fo help lead the
way. OStarting with Von Thunen, expanded by’Webef;,Loschg Hoover, and a

whole host of recent writers, today there is a theory of location. In

applying this theory, rarely does one find that ideal location where
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everything expounded in the theory is favorable. The usual situation is
that each location has some combination of favorable and unfavorable factors.

Because not all factors are of equal impcr%anbe in selecting locations,
.some are dominant or crucial in the site selection and are called primary
factors of locationg others are of lesser importance and are labeled secon;
dary factors., The primary factors aré those that limit the location to a
parbicular area or type of site. The secondary facfors are used to select
a particular site from the available locatioms selected by using the pri;
mary faetafs, An example would perhaps clarify this relationship. Suppose
that a manufacturer wished to add a new plant and this plant will require
abundant water fiom a natural hob spring and commercial airline branspor-
fation faéilities within 20 miles: These two factors are dominant; or
primary, in the location of the plant. Further, suppose that one can find
ten locations where abundant water from a hobt spring and the required air;
line transpbrtatidﬁ'existo The selection of the one best location out of
the ten will be through an examination of the secondary location féctarso

It is difficult, without delving inte an actual siﬁuations to know
which location factors are primary, secondary, iﬁpertant; or unimportant.
Héweverg thié dees not destroy the theory of location. One knows those
factors that should be analyzed from the theory but the depth of the anal;
ysis depends on the circumstances of each case: The foilowihg sectioné of
this chapter will discuss the major factors ofrlocation as well as mentioﬁ
some of the minor ones. . The,discussion is- intended as background to give

a better understanding of the situation in Montana which is covered in
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subsequent chapters,
Location factors can be grouped into four categories. Three of these

are objective in nature--demand factors, cost factors, and governmerital
Siiaud 1acuvors, ) g SHd guver

factors--while the fourth is subjective--personal factors. The primary

location factors are almost always feund in the demand and cost factors,
and, thus, are critical in most site selections, although not necessarily
in the same order or degree. The 1ésﬁ two caﬁegories;;personal and gove
ernmentalé;may or may unot influence any given site decision. Howevefg_it
is known that théy exert a big influence in some decisions and are impor-
tant in the overall concept of loeétiqn theory., An examination of each

of these groups follows.

Demand Féctors

Most writers on location thePry assume a given demand that remains
virtually unaffécted by site selection. IThey primerily have.emphasized
the search for the location that offérs the lowest productibn and distrib-
ubion costs. Iﬁ stressing é:osts9 they have ignored the fact that demand is
a variable that is influenced by locatien and in turn influences Location.

By demand is meant the various quantities of a product that would be
purchased in a market in a given period of time at various prices or ab
various incomes. The amount of product demanded at various prices for each
inﬁividual firm is partially influenced by the shape of its demand curve,
the amount of competition, and the size of its market area. As these

factors can also influence the location decision,.they are discussed below,. -
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Shape of the Demand Curve

The sﬁape of the demand curve refers to the response in the amount
sold (quantity) to a change in price., The higher this'response the more
elastic is demend; the less the responsey; the more inelastic the deménd°
The individual firm needs some measurement of how elastic its demand is
in setting up pricing and location strategy., TFor éiample; the more in;
elastic the demand for bthe product of an industry, ceteris paribus (other
things beiﬁg equal), the greater the tendency for firms to concentrate

_their locations. The reasons for this action are evident when‘one looks

at an industry demand curve, especially in markets that are monopolistically

’ cbmpetitive or oligopolistic, An individual firm in this industry finds
.that the increased quantities sold in fesponée to price changes are so
small that it pays not to change price and to emphasize factors other than
price. Thus in selecting a location, a site with low production and dis;
tribﬁtion costs plus other agglomerating’advantages (such as a good trans;
portaﬁion network or good banking facilities) is selected. \It is no small
wonder that this site is aiso the location of competitors who Wére also
interested in these same factoré°

"~ For an industry having an elastic demand, the individual firm within
that industry will tend to disperse instead of concentrate., By locabing
away from‘competitorss‘the firm can establish for itself a quési;monopolm
istic location. Then by emphasizing price and attempting to magnify de;

mand within the area of their operation, this firm can increase revenues
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over those that would have been earned if the firm had concentrated at a

location near its competitors.

Location and Reaction of Competitors

From the standpoint of each firm, the ideal location would be.a market
area free from competition and with low production and distribution costs.
However, complete freedom from competition rarely exists in our society.

How does competition influence location? First, assume that a pro;
posed new plant is going to producé a product that is homogeneous to that
’presently being produced by competitors, In this fype of situation reason-
able knowledge probably exists as to how competitors will_reaét +0 new
cozﬁ.petition° If the'reaction is to change the price of the pfoducﬁ, the new
plant can choose a location near its competitors if it expects that its
costs of production will be lower than competitors?;'or‘iﬁ could chopse a
more remote location éway from competitors if it felt that this location
provided an adequate demand for'itg output and would not seriously disad=
vantage itself on production and distribution costs. If it follows the
.latter procedufeg'it is said to be pursuing quasi;monopoliStic locating
policies., Many of the industrial firms where economies of scale are minor
or non;existent locate so as to be away from as much active competition as
possible. Bread and milk processing are examples of this type of location -
policy. |

If the reaction to a new homogeneous firm is other tha'n'price9 then

the new firm will seek a least-cost location that Wdﬁld probably be
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reasonaﬁly close tojcompe%itprs“ locations. The steel industry is an
example, It does not actively cbmpgte in price yét about 80 percent of
production is located in the Chicagé to Pittsburgh area,

In the case of firms I.J.r.oduc'ing substitutable (heteriogéneéaus) products,
locations tend to;be'more agglomerétedu " Less certainty exists with respect
" to actioms of dompetitofs and to iﬁfluencés én deﬁaﬁd of price changes
because of the existence of substitutable pi*odiictso In tﬂis situation, the
uncertainty brings producers togethér. The huge Merchandise Mart iﬁ
Chicago illustrates thisystrong-tendendy of fifms selling clése_substitutes
to locate together, |

In seeking its maximim profit locationm, a firm mﬁst recognize possible
reactions of other firﬁs producipg jideritical or close substitﬁtes. It
rust select its 1ocatioh®-determine its output, and set its price only
after considering not onl& the direct consequénces but also the possible

indirect consequences from the reacfions of other firms.

Market Areas

A firm may examine the elasticity of its demand curve or the Llocation
of its’competiﬁors to determine location strategy, but sooner or later it _
must determine a market area that will be serviced by its production |
facilities. In recent years, market area analysis has been increasing in
importance, An effiéient tréngportation‘system'and higher labor mobiliﬁy
have freed increasiﬁg numbers of plants from the necessitj of locating
close to raw materials and an immediate labor supply. Many firms have been

able to take a second look at existing locations and market areas.
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Demand affects market area selection in eésentially two ways. One is
thatvin selecting a market argas‘getefis paribus, 'an area is picked that
has the best demand or sales potential. - Thé second way is that in selecting
a site, a site that will magnify demand is picked. An éxample would per;

haps demonstraﬁe this relationship. A firm is coﬁsidering manufacturing

and marketing its goods in either the Rocky Mountain States or the Pacific

Coast States and demand is determined oﬁly by area; In selecting its'mara
ket area, the rational firm would choose the Rocky Mountain States because

of the greater area and hence greater demand. The next step is to select

the exact location in the Rocky Mountains where demand will be at its high- _

est, If demand is‘constant at any location in the Rocky Mountains, then
the firm could locate anywhere in the region. However if deménd can be
intensified from a particular locéfion; then, ceberis paribus, that 1oca;
tion would be selected. Service, for example, is.fféquently stressed.
However, one cén.be sure that demand is considerable-hiéher at some loca-
tions than at others, ceteris paribus, beéause of better service. |

»

In the United States, meny marmfacturing firms are briented toward

national rather than local markets. In locating, these firms tend to sel-
ect sites in those areas where demand is most heavily concentrated. An
advertisement sponsored by The Cleveland Electric Illuminating Company, in

the Wall Street Journal of March 31, 196L, stated that within 500 miles of

Cleveland, Ohio, over “half the people of the United States are concentrat-

ed," that "S5l percent of the nation's retail sales are made," and that

"wenty-one of the thirty 'billion dollar-or-more! industrial markets®
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exist in that- area. It is no wonder market oriented firms are attracted to
an area with such large demand possibig.itiesu

Forﬁunately for states seeking industrialization, demand for some of
our industrial output is scattered enough to permif dééentralizatién of
i‘acilities° As mentioned earlier, 80 peréent of the steel facilitiés are
located in the Tllinois to Pemnsylvania manufacturing belt where much of
the demand for steél also exists. -Yet there are some successful steel pro;
ducers located outside that region that ére serving local aﬁd regional
markets in their own areas of operation. As a rule tﬁough, plants loqated
away,fram’the heart of the market tend to remain small1 evén bthough other

location factors, primarily costs, are favorable.

Summarz ‘

Although the factors of demand were discussed indeﬁendenily, it should
be recognized that they are interdependent. Elasticity, competition, and
market areas together combine té help determine demand.

The treatment of deménd is in no sense of the word complete.2 But, if
the reader has obbtained some appreciation of demand as a factor of location

without being unduly burdened with a more detailed analysis, then, to that

1Rapid changes in the size of the markets in the area of the small
producer could materially aid his growbth. But as & rule; once markets are
formed changes occur rather slowly. Exceptions to this would be calamities
brought on by war or so-called "acts of God." '

°For excellent and more complete discussions of demand as a factor of
location see Melvin L. Greenhut,-op. cit., Chapters 2, 3, and 6, and
Walter Isard, Location and Space-Economy,1956, Chapter 7,




-

extent, it has achieved its purpose.

Cost Factors

Demand for a firm's product is determined exogenously whereas costs
are determined endogenously., Thus the existence of demand does not neces;
sarily insure sales. If the offering (or supply) price of a firm is above
the demand price, no sales will occur, This sectidn examines determinents
of the offering price:;cost of production. |

Costs can de@ermine and limit market areas without éver looking at
demand. Consider Figure 2 as an illustration. Presented afe‘cost curves' -
. (average total costs and marginal costs) for two firms where (for simplic;
ify) consumers are assumed to be evenly spaced along a line AF, Firm #1
has located at point A and Firm #2 is considering locating at point F, No
other competitors are presently cperating in or considering this area,
Moving aleng line AF it can be noted that the average costs of Firm #1
decrease to Point B (repreéenting production economies, perhaps due to
Lowering production and distribution costs, betwgen.points AB)s beyond
point B, costs increase (showing production diseéonomies in that it is
costing more to produce and distribute each additional unit of output).
The MC-#1 is the marginal cost curve for Firm #1 and determines the rele;
vant range of output for this firm, Fof'Firm.#Is the market érea could go
as far as-poini C and it would prefer that its market area not be less than

point B,

~

In firm #2, their output rangé would be between ED for the same reasons
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Firm #1 Firm #2

S—————P Shancel=——a—mar
(Consumers evenly spaced throughout)

Figure 2 - Cost Curves for Two Competitors

SOURCE: Adapted from an illustration and discussion
found in Walter Isard, op, cit., p. 148-50,

as for Firm #1. Note that Firm #2 has higher costs than Firm #1, but by
locating away from Firm #1 it has its own market area. Those consumers lo-
cated between points C and D will not be serviced by either Firm #1 or Firm
#2. They remain as an undeveloped market, If Firm #2 located at either
point E or D, the marginal cost curves would intersect and the two firms
would be in competition for the area around the intersection point. How-
ever if consumers desired the lowest price, then the intersection of the
marginal cost curves would be the outer limits of the market areas for the
two firms., Also if intersection does occur, all consumers would be serviced

and an area such as CD in Figure 2 would not occur., Thus costs can be of
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- importance in setbting market area limits.

Along the same line as mentioned above is another cos characteristic
that is helping to shépe plant locations;:automation; As automation occurs;
cost structures change. More of the total costs are becoming fixed and
fewer are variable. As this occurs, plant output needs to increase to take
advantage of economies of scale in spreading the large fixed costs over
larger oubputs. In.indusﬁries where antomation is possible, one can exXpect
to see increasing centralization of facilities. This'will-work to the dis;
advantage of those areas that might have been in line for the decénﬁralized
facilities if automation had xi.ot.occurred° The full extent, K of automation
will, of course, depend upon the rate of growth in demand and the extent
of the output nééessary to achieve economies of scale in the automated
plant, -

In location literature, costs have received by far the most emphasis
and, perhaps; rightly so. One reason for this is that the many thousands
of state and local developmeét agencles seem to stress cost..analysiso
Another reason is that firms selecting locations probably have already
detérmined demand beforé the publicity of their site hunt is annocunced.

For these and whatever other reasons césts are stressed, they are crucial
determinants in most site selections. Of the ten biggest bitfalls in planﬁ

location as listed by Leonard Yaseen, seven are related to cost factquOB'

3Léonard C. Yaseen, "The Ten Biggest Pitfalls in Plant Location,"
Dun‘s Review and Modern Industry, March,1957, p.1i9. The ten pitfalls
listed by Yaseen ares

1. Miscalculation of labor costs,
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In analyzing cost féétorsg location theory and economic theory are no
strangers to each other. Location theory uses the economic principle of
factor substitution. ThlS principle is that the cheap factor(s) should be
substituted for the expensive one(s) %o the poinb:whefé:

Marginal Product of .Factor 1 _ MP of Factor 2 . MP of all other factlors

Price of Factor 1 Price of 2 “Price of all other factors

In essence, the.equation states that ihe added output of one additional
unit of a factor divided by thé,dost of that one a@ditiénal unit of a
factor should be equal to that obtained from all other factors, Thus find-
ing a location that haé, for example, high labor costs, does nob necessar;.
ily rule out that ldcation if at the same tlme that Location also has -
either a high level of labor productivity or a cheap factor (for example,
capital) that could be substituted for labor. Yaseen has estimabed that
"in many industiies a differential of as much as 10 percent of total manu;
facturing and distributiénAcost can be effected simply by virtue of geo;
graghy, " |

In the discussion that IOllOWSQ the more 1mportant of .the cost factors

will be anal;yzed° They will be treated as if they were separate and

2, Choice of a state wheré the labor reservoir was inadequaté.

3. Neglect to anticipate growth.

i Carelessness to chec¢king the site,

5. Lack of distribubion know-how.,

6. Failure to predict impact of plant on communltyo

7. Neglecting to check on supporting facilities (fire; schoclss etc, )
8. Reliance on misinformation on utility costs.

9, Underestimating the importance of taxes.

10, Failure to recognize cost relationship.

Leonard C. Yaseen, Plant Location, p. 9. .
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unrelated, bubt it must be recognized that they are largely interdependent.

Transportation

In those industries where the cost of gathering raw materials énd dis;'
tributing the finished product are an important part 6f tobal costs; then
transportation becomes a significant factor of iooationa In the early de;
velopment of manufacturing in the United Statés, most industrial firms
located near the source of their raw materials. These firms are called
vaw material (or resourcé) oriented firms. As our country grew and develi
oped, some firms fouhd that they could economically operate-at or near their
markebs and are called market oriented. The chief reason some firms,oper;
ate at the market and others operate'clese to raw materials is transpdrtau
tion. Yaseen‘states that tranéportation is the M"least understood and most.
frequently misinterpreted" factor of 1ocation,5' Creenhut feels that transe-
portation is a ﬁajor determinant of ldcation for two reasoﬁsg'éost of ser-
vice and type of service.®

Ignoring other factors, the objéétive of a firm in locating a néw
plant is 0 minimize the combined gathering and distribution cost per unit
of product. Usually, this will cail for a location at tﬁs source of the

raw material, at the market where the finished good is sold, or somewhere

on a reasonsbly straigh£ line between those two points. Figure 3 illustfatgs

SThid, p. ke

6Melvin L,Greenhuty; op. cit., p. 106.
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this principle. In this figure, three lines are presented showing raw

material gathering costs, finished goods delivery cost, and total trans-

portation for both raw material and finished go—ods° The lines are debere.

mined be assuming a location at either the market or raw material source.

As Figure 3 is drawn, the total transportation-cost is lowest by locating

the new plant at the market. However, the actual‘pdint of production in

most situations is a combosite of variables that would imclude such things

as characteristics of production, the peculiarities of our transportation |

rate-making system, and the type of service needed from the transpoftaf

tion system.,

. Cost Per
Unit of
Output

Raw Material

————
R
—-t‘-m
—

d{of Finished Géods and

s

Pimished

Cost

_,»ﬁ’”’ﬂfﬂﬁ&

Raw Material

L

Total Trafsportation Cost

—————

Goods Deliveryw§§*~\\- afﬂfffﬁp

:

Gathering Cost

—

|

Source of Raw Material

Figure 3 - Transportation Cost

Market

Where there is extensive weight reduction of thé»raW'materials in the

production process, production tends to take place at or near the raw mater-

ial source. When production adds c?nsiderable weight te the raw material,
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the opposite is true and- production tends to locate at or near the market.
The smelting of moét'oresg ginning bf'cotton, canhing‘of‘fruit Juices, and
.packing of many fish products are examples of weight:losing processes that
Pind it economical to locate at or mear the source(s) of réw materials.
Those processes that use some ubiquitous materialm:those_available nearly
.everywhere at similar cosfa;tend to locate at the market. Soft drink and
ice manufacturers are examples.

In those industrieS‘where little 1qss or gain is noted in inpubs and
outputs; it may make veryllittle differencé whéther.production.takes place
near the raw matefial source or near the market; For example, oil refining
has plants loéaﬁed both at the market and at the raw matefial source. The
relatiwe desirability of a given location depends upon a deeper penetration
of all cost factors than when a location at the market 6r\at the raw maber-
iai source is clearly indicated. Undoubtedlyg transportation will be high
on the list of factors to be examined,

In the Unibed States, freight rates have been a source of vexation for
many people. Early railroad rate;making philosophy was based on "what the
traffic would bear" rather than on the’cost of.performing:the service.
Motor carriers tended to imitaﬁe railroad rates. It is only in recent . years
that the carriers have become interes%ed in_cost accounting and the desire
to set rates based on operating costs. However; the philosophy of rate
discrimination still prevails. During a recenﬁ;tranSportation seminar, rep-
resentatives of both truck and rail carriers implied that if a‘busiﬁess can

give them a good volume of traffics then: they will try to obtain for that
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bgsiness a good transportation rate. Small plants are obviously at a dis;
adﬁantége in this kind of rate;making philosophy as_théy will have to pay
the posted class rate for theif goéds°

The practice of "in;transit“ privileges in determining rates also
_affects blant locations. Carriers determine a rateg generally based on the
féte applicable to raw materials, that permits raw materials to be processed
énroﬁteAto the markets and then continue their journey uhder the same orig-
inal rate. This system replaces the combination of rates that would other-
wise be charged oﬁ the shipment and ignores the fact that a stop was made
for processing the goods into something more valuable and higher rétedo
This praqticé permits plants to be located in;between markets and raw mab-
erials, Grain, lumber, livestocck, cotion, dairy products, iron, and zinc
are b&t a few of ‘the raw materials enj&ying "in;transitm privileges. To
the extent that this practice grows in imﬁoyténcé in the fubure, market
and resource orientation could diminish in plant 1ocation°' |
" 'Figure 3 shoﬁed, for simplicity only, freight rates as being a straight
line and dependent only upon distance. Yet for most coﬁmoéiﬁiess t@tai
transportation cost per mile decreased as the length of haul increases.
Freight moving in certaiq direc%ioné'is sometimes~acéorded rate advantages
that are not available to freighﬁ?moving in.the opposite direction. Also :
rates are influenced by the value added principle, bulkiness ef the sﬁip; '
ments, and perishabili'by° To the exbtent that any of the aﬁcve affect the

cost of "c.ransportat_iong it could also affect plant location. Creenhut, for

example, states: "Low freight rates (or any lowering in freight rates)
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leads to 1océlization in the center, as the hinterlands are more service-
able from a distance. On the other hand, high transit costs (or increase
therein) tend to disPersé the particglap industry."7 Changingdffeight rates
on grain in the uppe; midﬁest area have had the effect of'phanging sbme mar-
ket areas and the direction of séme grain shipments.

In selecting locations, some producers have to locate where they canm
thain the type of service from fheif,tfansportation system that they re-
gquire. Water transportation is cheap but itlié slow;.air transportation is
fast but expensive. ﬂanufacturers of‘style goods, whose sales depend on
getting their goods to.retaiiers with 1ittle delaygllike air transportationg
whereas ore processors, who are not worried much by delivery time, seek the
lowest cost transportation systeme.

As a rule, éervicé and the numbe£ of transpoftation facilities go hand
in hand. Thus plants'tend o congregate in areas where transportation syse
tems converge. In those areas of £ the ﬁainline‘trapsportation networks,
 the chances of subsﬁaﬁtiéi industrial growth are small, at least until
transportation facilities are impfoved,

* When plants produce for se%eral markets or receive thelr raw materials
from several sources, the complexities of chbosiﬁg a plantllocation are
malbiplied.. In this situation, appropriate;weighﬁs mus£ be given to %fans=

portation.costnand service at all of the various points of supply and demand

MMelvin L. Greenhut, op. cit., p. 261.
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in chéosing a lécationu For example, Yaseen demonstrates through the use I
of a map of a firm's market area how to compute é simple geographic and a
weighted center of markets.,8 In,weighting raw materials though, frequently

alternative sources are available. A11 sources should be considered in the

location decision, as the closest or cheapest source of materials may not

necessarily be the best source from the standpoint of the firm. For example,

a nearby source of coal may be cheap but have a low BTU rating while a more
expensive distant source has a higher BTU ratihg and would deliver more
power per ton at less overall cost. \

A good rule of thumb for seiecting a plant site is to locate where
there is no back.haul or at least‘whére it can be kept to a minimum. For
example, in Figure L raw ﬁatefial is located atb poiﬁh A aﬁd the m;rket.at
point B. It would not be desirable to locéte production at point C which
would necessitate backhaul to point B. The added transportation cgsﬁ,of
the backhaul‘could have been avoided by 1ocating at points A or B, or some-

where in between.

G

N

5
l
yd
&

Preferred Production _ Undesirable Production Area
Area - No Backhaul Because of Backhaul

’

Figure L -.Backhaul Transportation

8Leonard C. Yaseen, op. cit.y p. 20.
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Labor
- It is a rare plant where rates, availability, stébility, and pfodﬁc-
tivity of labor are hot vital factors in its.operation, As automatioﬁ bro-
gresses,'machiné repair or fuel might supplant labor to a great extent.
Currently, however, labor is still a major cost item in most production pro-
cesses; and if the above characteristies of/iabor are not favorab?e, then
the futu?e industrial growfh of.an area is somewhat in doubt. Usually,
though, there is ample public information availasble for Jjudging these labor
factors in almost‘every area.

In the United Statés there are Widé'variatibns iﬁ‘labor rates. It has
‘been érgued.in recent years that wage differentials Wouid disappear primarily
becéusé of labor wunions and £he.growth of national bargaining. This does
got seem t0 be thé case. Miller statess "The geographic spread in waée
rates islas great at preéent as in any prefiéts ﬁeriod,"9 Theré are many
reasons to account for this differepcq in wage rates and among them would
be cost of living, sex and color of the work force, skill of the workers,
and type of industry.

Yaseen feels thét a ~"Irio“st important'influence on wage rates is the ex-

w10 me points out that there is little

penditure standard of a community.
difference in food costs between areas but major differences exist in "buy-

ing habits" and in the "tempo of spending." Rural communities have less

v gittard B Miller, A Geography of Manufacturing, p. 7.

10Le0nard. ¢, Yaseen, Plant Locationy, p. 69
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purchased entertainment than larger cities so presumably spend less, Those

living in the South pay 1ess for heating than those in the North. As long
‘as these or other differences in spending exist, or are thought to exist,
some wage differentials will pfobably also existq‘ '

With the passage of the Fair Employment Practices Act, wage differen-
tials based on sex and color'shbuld diminish. Within each plant, equal pay
is requ?red for the same type'of work rggardlefs of which sex or‘colér is
doing the work. Skill of workers and the type of’industry should continue
to be important reasoné for wage differentials. For ékampleélin the 5958
Census of Manufactures the United States average wage for labor in I:Jet:f'o.].‘=
eum and coal products division was.$2.97 per hbur; in bexbile products the
1a50r avefaged only $1.50 pér hour. Most of this difference can be attri-
buted to dlfferences in skllls but some is inherent in the industry itself.

Some of the dlfferencps in wage wates can be traced 0 the product1v1ty
of'tne workers. Where capital investment per worker is high, wage raﬁes
also tend to be high, reflecting the greater skill required b&‘the employees
to operate the plant. Where capital investment is lew, the Wage rate tends
to be 16W,'iﬁdicating that less highwpaid skilled labor is fequired° This
latter type is called a "labor intensive" industry whereas the former is
called "capi£a1 intensive." To show how important it is to consider not
only labor rates but also product1v1ty9 annacott compared the rubber pro=

ducts industry in Michigan and Mlnnesota and found a 30 percent dlfference

in the wage rate ($2,63 in Michigan to $2.02 in Minnesota) but only a L
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1 Productivity, however, is not entirely

percent difference in tétal costs.
due to the amount of capital investmenf. Some ‘workers and even some social
groups have more abilities-for industrial work than oﬁhersa Women, for
example, are‘thought to be better suited for repetitive operations than men,
_ hence their productivity, peteris paribus, would be pighef;

Althéugh the U, 3, labor force is considered to be fairly mobile, as a
practical matter Whéﬁ.selecting a site it is desirable to make sure that
'iabof in a desired quahtity and quality is‘availablé within the immediate
vicinity. Skilled labor is generally considered to be more moblle than ane-
skilled but even here a generalization of this kind could cause difficulties.

An article in the February 23, 1966, isgue of the Wall Street Journal pointed

out the difficulties firms were having in gettiné employees to move to new
locafipnsu In most cases, all or a majority of the labor force should be
counted on és coming from‘the immediate vicinity of the blant site. An ex-
ception might be where a company is transferring operatbtions from ancther
site; here the company might bring all or a magorlty of its employees w1th
it. (As an aid in assessing labor supply, most State Employment offices
have infbrmation that can be ﬁsed to compute . labor quantity and qpaliﬁyo) .
It is sometlmes dlfflcult, when assessing labor supplies, to computbe

‘the number of job transfers that’ Wlll'occur-lf a new plant locates within =

given area. Wage rates and working conditions of the new plant in.comparison

MRonald J. Wonnacott, "Manufacturing Costs and the Cbmparative Advan-
tage of United States Regions," Upper Midwest Economic Study, Paper No. 9,
April 1963, p.il.

v
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with those prevailing in the surroundlng area would be of major 1mportance
in estimating job transferb,12

Stability of labor is also of importance when selecting a §1ant site,
Workers can bécome accustomed to,seasonal employment and unemployment checks
and hence not be interested in year;round employment. Agriculbural workers
mlght be entlced to industry during the. winter months but leave agaln for
'agrlcultural work during the summer. Labor strlfes can also become o DTO=
nounced in an area as to make 1t unwise for new facilities to locate there.
Indlcatlons of labor stablllty can be obbamned by looking at employee absen-
ﬁeelsm and labor turnover, Yagéen feels thaL an.absentee rate of more than
3 percent is excessive and a danger signal.13 However, a high employee
turnover is an even-greater indicator of labor unrest, particularly if the
industry has high employee trainiﬁg costs.

A reviéw of state labor laws is sometimes helpful in debermining the
labor climate, If labor is strong and has been successful‘in.gefﬁiné strin=-
gent labor laws paséed, these may hamper operations. On the other hand;

where labor is weak and few labor laws have been enacted it may be a sign of

"127nis author is acquainted with a situation where a new facility, pri-
‘marily employing women, pracbically destroyed an existing community wage
rate for women. A large number of women in the community changed jobs because
.the wage rate paid by the new firm was higher than that existing within the
commanity for female workers and because ab the time of the establishment of
' the new plant there was not an excess of unemployed females with the desired
skills in the area. A wage spiral resulted that was unhealthy for all firms
in the community. If the new firm had paid a competitive community wage and
if they had determined the availability of labor with the right kinds of
skill, probably this situation could have been avoided.

13Leonard C. Yaseen, Plant Location, p.,.TBn
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future labor problems if ‘and when labor gets more power. In other words,
locators wanﬁ'to see the riéht mixture of the right kind of labor Laws. i
Gan labor costs rule out 1ocati9ﬁs? The énswer would have to %e a

resounding yes as the foliowing quote ihdicatess "Climate has ruled New

England out of the running and high costs of labor ard steel have pretty

well eliminated the West Coast. . .i7%

In summary, when labor costs are an importanﬁ paft of total production
and distribution costs, then the selection of a plant site where favorable
labor costs exist is important; In determining labor costy; not only should
the basic rates be considered but also the indirect or fringe benefits
accorded to labor as well as the productivity and stability of the labor
supply. k

Care should be exercised that availability of labor be considered as
well as cost. The labor supplj should be adequate in both duantity and

quality in reasonably close proximity bo the proposed plant site.

Power

Historically, the 1océtion of power resources has been one of the msjor
factors in determining the location of industry. Because water power was‘
the chief source of mechanical energy for many yéaré, it waé{only natural’
that'industry iocéted close to wabter resources. ﬁowever, in fecent &ears

the development of steam genefatiﬁg plants using coal, oil, or natural gas:

1hWall.Street‘J6urnal, July 28, 1966, p. 1. The quote was in rélétion
to the building of a new shipyard for the navy. B




along with the ability.to transport power over long distances have lessened

the dependence of plants to sites near water. GCoal and other energy sources -

are generously scattered throughout the United States so that steam gener- ’

A

ating plants can operate economically from aimost any location. Water power,

thoqgh, is usually less expensive than, other energy sources,.

A costly but relatively untapped source of power is nuclear en.érgy°
About half of the tétal power output of new generating plants ordered in the
first half of 1966 was scheduled to use nuclear fuel, and the Atomic’Energy
Coﬁmission now estimates that by‘1980 nuclear energy will provide about 20
percent of the total éstimatéd consumptioﬁ of electricitjro15 Although most
of the development of nuclear energy has beén subsidized bx the Govermment,
perhaps development will be such that the ease of pfoviding power from this
source (portable units have been developed that caﬁ be'lécatea alﬁost any-
where) will revolutionizé plant location in_those industrié; deﬁéndént upon, -
large quantit;es'of'power,’ For example, thé electrochemical industry has
traditionally located near low cost water power. If nuclear power bécomes
competitive with water powér, then the electrochemical industry would\be
frge.to locate away from water power and nearer/markétsa

Because power supplies are available almost everywhere, it is usually
a matter for a firm to determine if existing sources are édequate for.its

needs at a price that is reasonable. Rates are available from State Utility

Commissionsy but in case of heavy usages, rahtes are usually negotiated.

15Wall Street. Journal, August 1, 1966, p. 1.
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directly with the supplier. Howevér, for most industrial plants, published
rates are sufficient and in these cases power is probably not an.impcrtant

factor in plant location.

Fuel

As a locationsl factor, fuels.vary greatiy in.importgnce froﬁ industry
to industryq. In those industries where large duanbities of fuel are used,
fuel could posgibly‘dictate a 1ocation'cloéer to it than to either raw mab-
erials or markets. For example, orientation to fuel in considefed a rajor
factor in the location of such industries as steel\and'glass making. (Al-
though recent technological develépments in steel have now lesseﬁed the
importance of fuel as a factor of location. )

Improving transportatioﬁ systems have also tended to lessen the impor-
tance 6f fuelnas a factor of 1o¢apion except in those cases where fuel Is a
major cost item and alternative fuels or ééurces are availabieo Séburiﬁg
the fuel WitP the lowest delivered cost and highest energy output could

, .
give preference to one locabion over another,

For most industrial plants, usage of water is iimited to drinking and
toilet puépOSes and thus water is not a factor of locatiom. To that minor--
ity of plénté (about one-fifth) that use water in their prodﬁcticn processes,
the securihg of necessary quantities and qualities of water has becbme an |

. increasingly important factor of location. Some new industrial techniques,

as well as many.older processes, require'vast amounts of water ab reasonable
' /

!
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rates that many communities simply cannot supply and thus have to be elimi- .
nated as possible locations., In many steel, paper,‘food, and chemical
plants, water is a key determinant of plant location.

Areas where periodic water shortages occur are not désirable locations
when water is necessary in the production.process. If shortages do occur,:
the normgl order of priority is domestic and sanitary first,'agriculture
second, and industry last. It is better to locate where supplies are ade-
quate than to run the risk pf plant shutdowns. Meny. firms attempt to solve
their water problems by drilling their own wells. A danger here is thatb
more and more statns are reoulatlng ground water 1n.the same mammer as sure
face water, Hence, new Wells may not be permlbued at all locations or
supplies could be curtailed if the ground water is reduced to certain levels.

In most processes where ﬁater is important, thé guality as well as
quantity is important in choosing a location. Conﬁaminafes or excessive
minerals may require eérly feflacements of some equipment or perhaps the
installatioﬁ of added equipment (for example, water softners) to ﬁandle the
poor qualitylwatérq Tn any cdse it would be addiné cosfs fo_the operation
of.the'plant and it is something that might have been avoided if an alter-

1

native location had been selected.

4.

Wastes
One of the most widely dlscussed subaecbs in recent years is that of
waste. dispcsal, Billions of tons of waste p11e up or are emitted into the

air or water each year. The finger of suspicion points to industry as one
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of the leading offenders, although it has been estimated that close bo 90

percent of all manufacturing plants in the United States are nobt capable of

air and water pollution. The Departmernt of Interior Conservation Yearbook
HNo, 2 estimates that only about one-sixth of the air_pollutahts arise'from
m§nufacturing, ‘However, in some industrial p%ocesses the probleﬁ of waste
is a major pfoblemw Many governmental units have passed laws or ordinances
in an attempt to eliminate'o% reduce the problem. For eéxample, if a smog
alert is called in Los Angeles, then‘certainlindustrial processes have had
$0 curtail their operations until the alert ended.

For the vast majority of firms, the problem'of wastes is nob a fachor
of- iocationf. For the minority of firms where it is a proﬁlem,’loca"bio:cl can
frequently minimize the cost of controlling it. The directibn of prevailing
winds, stream flow, and the siﬁe\of dumps along with the amount of wastes
expected to be dum@ed by the new plant, should be considered in selecting
the plant location.

Climate ' : :

In selecting industrial sites, warmer areas have a éémparative cost
advantage over colder areas, ceteris paribus. Not_only aré plént heating -

" costs lower but workers need less'maﬁey to maintain éomparable living shan-
dards. Miller has estimated that "a southern industrial worker, in‘crder to
have the same level of living'aé a worker inﬁNew'England, can have a salary

10 to 20 percent lomrer.,“16 Also in southern.areas; buildings can frequently

16111ard B. Miller, op. cit., p. 10




wb0-
‘be constructed at less expense than in the North where bulldlngo must be
constructed: to keep out the harsh cold weather..

It was once thought that the productivity of workers in.the.warmer areas
was lower than in the colder.areas, Greenhut investigated available e§i=
dence in this area aﬁd concludes thét'this is not the.case.17 Productivity,
using similar economic resources, seems‘%o be as high in the South as in
the North. | |

In terms of a good working climate, Yaseen has suggested the.fbllowings

1. ' The location should have frequent but moderate weather changes
and gradual seasonal changes so as to prevent weather monotony.

2. The temperature range should be .approximately hOO durlng the
w1nter season and 6.° in the summer.

3. The humidity should not be teo ]owo Below 25 percébt relative
' '-humldjty promotes - suscgpulblllty to:the. common cold and other
respiratory diseases.|

Unfdrtunately.theré are few areas that meet these kinds of climatic
conditioﬁsg fortunatelj not éll indusﬁrj needs them. Each induéﬁry has a
Aclimate that is best suited to its needs., dne firm might need a damp cli-
" mate, another a dry oﬁe; some perhaps need lots of sunshine, others not so
much; some might desire a warm climéte9 while others heed cold climates.
The point is that it takes all kinds of firms seeking all kinds of climates

to make up the industrial complex that we have in the United States., How-

ever in locabion analyéis, it must be recognized that climate can have an

T7Mélvin L. Greenhut, op. cit., pp. 130-131.

181e0nard C. Yaseen, Plant Location, p. 125.
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influence,-direét and'indirect; on costs of productiou.

As an aid in selecting the right climate for a plant location, the
U, 5. Weather Bureau compiles data for almost every area. This data includes
information of elevaﬁion, tempefatures, precipitation, relative humidity,
number of sﬁnshine_hoursg wind speed and direction, and the number of days

per year of each kind of weather; i.e., clear, cloudy, snowy.

Capital

Most writers agree that'qapiﬂal is not an important factor of locabion.
For example, Miller concludes:

The important manufacturing districts of the world in modern times

are located with little regard to a source of money for their de-

velopment. Capital is readily available to all parts of the world

where political security and financial returns are ressonably
guaranteed. As a consequence, capital as a~106atio§9factor may be
disregarded in the indvstrial nations of the world.
Certainly one cannot argiie with this in.considering the location of large '
. firms. Their capital is not tied to local or regional money markets but
rather to national and international money markets. .

The business structure is not composed entirely of large firms. A
substantial number of. firms that would have to be considered small are still
in existence. They are local in nature énd their impact on the markets is
infinitesimal, The location of these small firms may not be dictated so’

much by the need to secure a low cost operating site as it is by the need

to éecure capital. Their sources of funds are generally limited to personal

AY

Pyil1ard E. Miller, op. cit., p. 10.
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savingé, friehds, relatives, acqﬁaintances,'lodal bgnks, Industrial devel-
opment groups (in the few areas where these have been formed), and to some
government sources, notably the Small Business Administration. By the very.
nature of moét of these sources, these small businesses are tied to loca-
tions approximate to where they obtained their capital; Thus capital, in

this situation, could become a -dominant factor of location., (However, it

would have to be conceded that the mortality rate of these firms is probably

a lot higher than those where capital is:not an‘importani factor of loca-

i

tion. )

Land and Buildings

Wars, people, and inflation have had their impact on land and building

costs throughout the United States; but nobt all areas have been affected to

\ .

the same extent. A few‘hunéréa miles, or in some caseg‘just a dozen or so
miles, can'chémge land and building costs by thousands of‘@ollars; When
industry contemplates alternati%e locations it is acutely aware of these
differenges that exist in lénd~and building costs.

More than one enterprising mayor of chamber of c@mmerce official has
killed a plaﬁt 1océtion~because of premature announcemegts. These announce=
ments have led in some situations to severe inflation of land prices. This
in turn has led the firm to re-evaluate locations and t6 select an alterna-
tive site where land and building cosfs were more reasonable., People like

to get the best price for their land and are of the opinion that industry

has unlimited funds and can pay any priéé. What these landowners frequently
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forget is thaﬁ industry is composed of people who also want to obtain the
best price possible-=in this case the lowest one. Where substantial land
area is being .sought, industry will go to greatxlengths to maintain secreéyn
Civic ‘leaders ﬁould do well to .abide by that secrecy until after the land -
‘has been aéquired.o |

One of the more interesting developments of industrial land acquisi-
tioﬁ is the practice of firms 5uying land in advance of need, Of course,
not all firms follow this practice but to the extent that it.is bheing prac-
ticed indicates that decisions are Seing|made now concerhing industrial lo-
cations fo?'the fufure. The reaéon often given for these acquisitions is
to acquire loW cost plant sites in strategic locat;ons. (Although these
acquisitions could be sold at soﬁe future date, a studylof the extent that
these are beiﬁg used for fubure locations could3 perhaps, give an indication
of thé future direction of.iﬁdustrial growth ia the United States. ) A£ any
rate, to those firms acquiring this land,‘it'would have to be poﬁsidéred as -
a factor of 1ocati6n altﬂdugh probably not a primanxlonéazo

For firms not interested in buying an industrial location, their con-
sideratioﬁ of locations is limited to areas where rental or lease arrange-
ments can be obtained. Becausé suitable facilities are probably avéilable
af many locgtions,lthe terms of the arrangement'would be a consideration in
selecting a site, Frequently, fenting facilities instead 'of buying can help

in trying out an area without committing one's capital to permanent

2OFor'a more complete discussion of firms buying land in advance of
need, see Wall Street Journal, December 18, 1965, p. 1. &
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facilities. Communities should be wary of giving too many short-term
special comsiderations to firms trying out an.area. Such firms are an easy

target for other communities once these special considerations end.

Taxes

The- influence of taxes in selecting plant locations is difficuit|ﬁo
debermine. Not only‘is there a lack of uﬁiformity‘in assessing texes
throughout the states so that it is difficult to compare tax burdens, but
also those people studying location factors cannot agree as to how’important
taxes are in éelecting locations. Depending upon which author one rgadss
one can get yiewpointé ranging from‘thése who argue that taxes are important
buﬁ not a'daminant factor to those who féel that taxes afe unimportant.

Questionnaires sent to bﬁsinesses iﬁ the early T950‘s.indicated, gem;

erally, that little weight was given to taxes in selecting locations. How-

ever in 196L, the results of a questionnaire sent to subscribers of Business

Week by the pubiisher, McGraw-Hill, ‘showed that 65 percent of the 2,000 re-

spondents felt that "reasonable taxes" were important in location decisions.

Does this mean that industry now feels that taxes are an ‘important determin--

ant? McMillan stateds "Primary among the areas of initial investigatiouns ,
is government finance and taxation"?! Yet the results of .a 1966 survey re-

ported in Factory showed less than 12 percent rated low taxes as being one

of the top five location.factors .22

2y, E. McMillan, Jr., "Why Managements Choose Plant Location vs.
Determinants of Plant Locabion," Land FEconomics, Auguse 1965, p. 2Lk,

22uprocedures for Contemporary Site Selection," Fachory, May 1966,
po A-136, :

\
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Apparently, though, some states have been impressed that taxes are an
important factor in industrial location. Thirty-five states have enacted
"free porn" laws to, reduce property tax on inventories (prlmarlly those des-
tlned for later out-of-state shipment), ten states offer general property
tax relief bn.new investment, and twentymthree states offer some kind of

'£ax exemption or concession to indusﬁry,23 Seemingly, the legislstors in
these statés have been convinced that these concessions wﬁuld help to stimu-
late industrial growth and developmenb. \

Bmpirical studies seem to indicate, thoughs‘that taxes are not impor.
tant in choosing geﬁeral areas of locabion but are one of the several fac-
tors considered when choosing & specific site from the already deﬁerminea
general area.. For example, Greenhut concludes the following from his review
of empirical,séudiesg

- From these studies, it would seem that tax incentives are at best

a relatively unimportant secondary factor of location. Given the

governing factor, the tax incentive may induce a specific location

within the area defined by the basic factor., If the location

offering tax incentives is not within the Erea set by the govern-

ing factor, it is simply not considered."

Industry is willing to pay Abs fair share of taxes bubt it does not want

23Information obtained from "State Tax Guide," Prentice-Hall, Inc.,
p. 277 (April 26, 2966) and p. 279 (January 18, 1966)., In addition, nine
states have state development authorities that will build new plants or
finance construction, twenty-seven states have state development credit
corporations that aid in - financing new plant construction, sixbeen states
have laws that allow govermmental bodies to sell bonds to cover the cost
of erecting new plant facilities, and thirty states offer some type of 100%
financing plans on new plant construction.

/

2hMelvin L, Greenhut, op. .Cit., p. 139
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to pay an,ﬁnreasonable amount. Thus when Factory listed "low taxes” and the

Business Week questionnaire listed "reasonable taxes," the difference in-

response could have been due'to the use of thelwordsl"low" and Y"reasonable;"
Low taxgs‘have probably eliminated as many locations from éonsideration
as would high taxes. Low taxes can be a sign'bf inadequate presént serviées
and possible future troubles. XA community wmey have to play "catch Upé with
subsﬁantially higher taxes at some fuﬁure time. The following points are
suggested as items to consider in comparing tax burdens:
T. What is the net debtland\its trend? y

2. What changes have taken place in interest rates?

A

3. What commuﬂiﬁy facilities (schools, city buildings, sewers, etc. )

. are now inadequate or will be in the immediate future and what is their

estimated iﬁpact on.futufe baxes?

Q. What are the capébilities of tax officials and théir ‘atbitudes
toward industry? (Industry is still considered fair game in many tox
assessor's Officés.)

Taxes are in essence a measure of the serviceé of the community and the
stéte. As demands for increased services are made upon the governmentai
bodieé, it is to be expected that theif reactions will be different. The
extent of this difference will be reflected in taxes and perhaps increase
existing tax disparities. As these tax disparities grow so will the impor-
tanpe of taxes as a factor of location grow. For example, Yaseen compared

tax burdens for a hypothetical business in nine locations each in a different
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state. He found.a fax spreéd among the nine iocations pﬂ $231 ’ahou\ssan.o‘u2‘S
Impressive as thig difference is, it must still be measured in terms of
benefits received.

In summary, it is not only taxes that should be considered but also
benefits received., That location, ceteris paribus, providing the bether
services for @he lowest tax burden'would be selected. Taxes, in most site
selections, are probably only secondary”factors_of location rather than

7/

primary.

Pérsonal Factors

Probably no factor of lo;ation is as difficult to assess or more both-
ersome to coﬁmuniﬁ& development efforts than aré the so-ecalled personal fac-
tors of location. An in&estigation.might reveal that demand and cost faéﬁars
are highly favorable at a given location, yeﬁ'the plant 1ocates:samewhere
elée, Or perhaps demand and cost factors seem ﬁnfavorablé but the plant lo-
cates there gnyway, Why? The reason is almost always due to some personal
factor on_thé part of tﬁe person making the locabion decision. Spch reasous
might include living or sociai.conditions or perhaps recreational possibili-
ties. Little has been doﬁe to inéorporate these personal factors into leoca-
tioﬁ theory because of their vafia%ility,' They are unliké deménd or cost .
féctors in that they are almost impossible to quantify; however, on occasicn,

they have been important determinants of location. A discussion of some of

the more important persomal factors follows.

25Leonard C. Yaseen, Plant Location, p. 108.
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Recreation

The affluence found within the United States economic system is unsur-
passed by any other nation. Along with this affluence is the demand for
greater and more diversified recreational activities. Statements such as
"I located here because of the fishing" or "I wanted to be near the Los
Angeles Dodgers" are stateﬁents that reflect the attitudes of those makiug
locatvion decisions toward recrestion. A.town'in Ténnesspe was told that
although it was one of two being considered as a‘plant site, it lost out for .
the reason that "If you want to abtlbract industry you gotta have a golf
course,"26 Also an Ohio community was eliminated from final consideration
because it not only lacked a goll course bub also considered inadequate were

. ) ’ o
its parks, playgrounds, social and cultural centers, churches and SChOGlSoZ'

A noted conservationist, author, and lecturer, E. H., Taylor, in speak-
ing to a statewide industrial development group in Pennsylvania, is reported
to have said: "Thé shortage of recreational resources is Jjust as serious as
‘the shortage'of Water."Q?

Another, Fred Smith, concludes: "Whatiinterests young people as well

as older people are recreation facilities. What attracts them are recrea-

tional facilities. What makes them happy in o given area is likely to be,

26u¥ou Gotta Have a Golf Course to Atﬂract Industry," Business Week,
June 25, 1955, p. 87, ' ‘

27T-Jilliam Papier, "Recreational Facilities Attract New Industry,"
The American City, July 1957, p.-131.

‘Blbid, p. 132, . o
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in large part, recreaﬁion facilities."29

The above quotes are nqt to imply that all indusfry.demands or even
wants recreational facilities. Some firms could care 1es§° Howéver with
the trend toward more leisure time, recreation will become increasingly im-
portant in location decisions. An official of Sylvania Electric sums up
this inbreasing concern for recreation facilities when he stated:' FEmployees,
we feel, should have wholesome recreation availaﬁle for their leisure time...B0 .

The community that can provide this wﬁolesome recréation.ﬁill be pre=
ferred, ceteris paribus, over one that does not provide it. Quantity may

count but quality will usually be the deciding factbrq

Social Conditions

Integrétion'of an industry into a commﬁnity is a two-way street. Not
only must the community express its approval or disapproval bub induétry
must also assess its relationship within the community. Some cowpanies will
not select areas where they are the major employers gther companies feel
that there is a défini%e,advantage in being the 5ig industry in an area.
There is at present, however, a trend toward locating plants in smaller com-
munities. Itlhas been estimated that in recent years 90 percent of all new

factories have been built in communities of less ﬁhan 50,000 ]_oopulatioaj”i

2Fred Smith, "Recreation as an Economic and Social Asset," Recreation,
May 1961, p. 229, ' T

’

3oWilliam Papier, op. cit., p. 131.

31"Why Big Indusfry is Going to Smaller Towns," U, S, News and World
Report, December 21, 1959, p. 87.
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and that by 1970 nine out of every ten plants will employ less than 100
peopleo32 With tﬁis kind of trend 1t becomes‘increasingly impoftant to de~
termine whether the plant and.the community dan successfully integrate.
For example, a plént dependéﬁx upon continuous seven-day operations may find
itself in trouble by locating in a strsng feligious‘community where Saturdéy
or Sunday work is frowned upon.

Regardieés of what ﬁhe plant éite advertisements state, it must be
recognized that not every piant can £it into evefy community._ Industry is
recognizing this and is now giving more attention to social conditions as a

factor of location.

Living Conditions

Living coﬁditions within an area can and do affect the location deci-
sion. A situation was mentioned where both a demand and cost analysis
favored a certéin location, yét the president spurned it ﬁhen he learned
" that the cliﬁate would have an adversé effect oﬁ an allergy problem in his
own family.33 A company in Phoenix, Arizona, boaéted that unsolicited
letters are received from all over ﬁhé country asking for .employment becauée

3L

of the desire to live where it is sunny and-dry; If this is true  for some
potential employees, no doubt it is also true for some employers.

The pace of life is considered to be slower and more casual in the West

32%a11 Street Journal, September L; 196L, p. 15.

327, B, McMillan, Jr., op. cit., p. 2L6.

3lReported in the Wall Street Journal, May 6, 1965, p. 1.
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- than in the East. This appeals o some who make location decisions whereas
the western style of living would be fepugnant to others. Some, perhaps,
would like to be located in. areas of dense populations but others would pre-
fer the wide open spaces with room to breathe., Also, as mentioned earlier,
sone companies have had to cancel relocation plans because they could not
convince key.employees to move with them. The eﬁployees preferred the
living conditions of the o0ld area over the neﬁ one. .

Living conditions vary somewhat between.communities,'even.thdse located
reasonably'closé to each other. What makes a person choose one community
over another? Perhaps the sociqlogisﬁs will arrive at the complete answer,"

For purposes of examining factors of location, it is one of the many intang-

ible factors that could explain the selection of one site over another.

Educational Facilities

Like most of the other personal factors of 1océtiong‘the“influence of
edﬁcational facilities on location is difficulds to debermine, t is sus-
pected,lthough; that for the majority of planbts its influence on locatvion
decisions is smali. For other plants it could be one of the more important
factoers. For example,«a trend observable in recent years is that‘ofllocating
research and development facilities %n.proximity to colleges and universi-
ties. Not just any school, however, bubt generally those specializing in
such areas as eﬂgineering, physical and biological sciences, and agriculture. -
Other plants have.found it éxpedient to locate near trade schools to insure

an adequate supply of skilled crafitsmen or perhaps close to good libraries
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where company personnel have access to the latest technological informabion.
The president of one firm, a staunch Catholic, refused to approve a loca-

tion because it lacked parochial schools.

Other Personal Factors .

Besides those discussed above, there exist a host of other personal
faétorso These include such things as adequacy of réom'accommodatiqns for
'éusﬁomers, visiﬁors, or plant officials, the kinds of stores or-shopéing
centers within or cloge £0 the proposed location, adequacy of hospital fa-
c¢ilities, cémmunity planning efforts, progressiveness of local school sys-
tems, street lighting, condition of streets, and the quality of néwspapersg
radio, and television serving the area. Most are probably not primary loca~

tion determinants bubt could have some affect on the ultimate décision.

Summary | ' ' o .

An area may be ripe for industrial development but none comes. Come
munity attitudes and cultural patterns may be prevgnting the establishment
of the environment necessary for development to take place. ‘Or perhaps the
berson making the decision for iﬁdustry has found, in his assessment of the
community, factors not to his liking. Beth of thesg comprise the personal
factors of location.

Tt is difficult, if not jmpossibie, to determine the persohal factors-
that are going to be iﬁportanb in any given location decision. .There is
ample proof that they'dolaffect some location decisions. Those communitvies

interested in industrial development can help themselves by giving industry
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as favorable a picture as possible. Golf courses, fishing streams, opera,
and well-maintained roads are not the solution to industrial development in

every area, bub having them is certainly not hurting a community's chance

of éecuring industrial development.

I3

Govermmental Factors S

Another intangible factor.usually examined in site selection is the
role of govermment in anq its attitude toward business. Some assessment
needs to be made of the business cliﬁate at ali levels of governwent within
a state. Such an assesSment.should include some measure of each of tﬁe
following: thg effectiveness of the govérnment; the types of laws consid-
ered and bassed; fhe tjpes of taxes assgssed and reports. that need to be
filed; tjpes of restrictions imposéd against business (such as zoning laws)j

-

the kind of benefits received from the governments (such as police and fire

protection); and some indication of the abiitudes of people toward their
governmenfso.

Many governments have faiied.tq reali;e how important it is to project'
a good image toward business. This image cannot be created By simply putting
on'a one-day show., Rather it is‘sométhing that is dévelopipg with each
passing day. Too frequently it can be observed that local cbmﬁdnities roll
out t@@ red carpet one day only to have it stored away for fhe'other 36&
days. Theése govefnmental ﬁnits have to recognize thalt something done today,
or Ltomorrow, or the next day (such as a carelesé wbrds amAunfaforable zoning

restriction, or perhaps the passage of a law favoring union organization)
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can have an impact on industrial development for years to come.

Summary

In every site seleétiong a balancing and weiéhing of nany different
factors is involved. Some factors will be deemed to be.very importan£ and
will weigh heavily in the decision; others will be considered of less imﬁore
tance and accorded little weight in the decision.

Normally cost factors have had the most influence in location decisions
but certain trends are evidéni to indicabe that demand will exert an increas-
ing influence in location decisions., 'Ingtead of business seeking the least-
cost location, the stress is now on a meximum-profit location.

Tempering‘the stress toward a ﬁaximumnprofiﬁ location will be the per-
sonal and govermmental considerations. Although they are difficult to quan-
tify, their influence in location decisions must be recognized and approp-
riately handled.

The job of 1ur;ng industry into & state or comﬁunity is not an easy
one. The many location variables, along with different needs of plants,
creates many different patterns of location factors none of which is just
exactly like the other. Perhaps to the plant, investigating lo¢ations is a
science; to those attempting to stimulate‘industrial development, it would

have to be classified as an art.




s o o It seems to me that Montana is a
great splash of grandeur. The scale is
huge but not overpowering. . . . Montana
seems to me to be what a small boy would
think Texas is like from hearing Texans.,-

\ . / . John Steinbeck
Chapter III
CHARACTERISTICS OF MONTANA AFFECTING INDUSTRY

Introduction
The purpose of this chapter is to point out the chargcteristics of’
Montana that affect industrial érowth and development. -The intent is not to
re-do the many books, pamphlets, and articles containing the history and
geography of Montana but,only to highlight some of the main_character%stics
of the State that will affect industrial grow%h and development. -One can
" begin to understand the future of indus?rial\groﬁth only by understanding \

the enviromment where it is to take place.

’ General Characteristics

" Montana is a land of contrasts in altitude. The western one-third of

the State is traversed‘from nofth to south by the Rocky Mountains. Somé of
these mountains are over 12;060 feet higltl9 but most are between 8,000 and
ﬁ1’000:£§et° In between'many oflthése mountains are located valleys that
have altitugés that %ang§ between 2,000 and 5,000 feet. It is in these
valleys thét many of the State's important agriculbtural centers are located.

Also these valleys are generally well supplied wiph rich soil; abundant water
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(sufface and ground), and are protected from the winter storms by the near-
by mounﬁainsa |

Thekeastern two=thirds of Mbﬁtana is labeled as a plains area,‘ This
area is not devoidnof mountains as isolated mountain groups appear through-
out. Howgver; the average altitude of this area islsubstantiallyrlcwer than
that found in the western one;third of the State.

Although Montana is classified as a mountain state, more than half the

L)

State is below 3,000 feet in altitude. In fact Montana's average altitude
of about 3,400 feet is lower tﬁan the average altitude of most of the oﬁher
Roék& Moﬁntain States including Arizona.! The visitor from the East is
often surprised byvthis fact as he drives over the many milés of plains to
reach the mountains. _ |
The total area of Montana is 1h7,138 squafe miles of Which 1,402 square
miles are covered with water. The stafe has a population density per square
mile of 4.9 and rgpks L7 out of 50 states in this category. Only Alaska,
Nevada, and Wyoming have lower population densities than Montana. Thuég
‘the State has ample room ﬁo grow population wise, \
The weather in Montana is extremely variable yet it is rather pleasant.
The average maximum daytime temperature for January is 28%F and for July it
is 859F, As a rule, however, these averéges would be higher in the plains

and lower in the mountain areas.,

In terms of sunshine, Montanans enjoy a high average percentage of

1"Natural Resources of Montana,' ogocit,9 p. 10,

1
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