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To the Honorable Senate and House of Representatives.

Gentlemen : The Legislative Research Council submits here-
with a report prepared by the Legislative Research Bureau relative
to state loans to local industrial development commissions. This
report was required by an unnumbered Senate Order (amending
House Omnibus Order, No. 1491), directing the Council to bring
up to date its past report on this subject which was printed as
Senate No. 640 of 1957.

The Legislative Research Bureau is limited by statute to “statisti-
cal research and fact-finding.” This report therefore contains
factual material only, without recommendation or legislative pro-
posals.

Respectfully submitted

Sen. John E. Powers of Suffolk
Chairman.

Rep. John T. Tynan of Boston
Vice Chairman.

Sen. Newland H. Holmes of Norfolk
and Plymouth.

Rep. James A. Kelly, Jr. of Oxford.
Rep. Frank S. Giles of Methuen.
Rep. Wallace B. Crawford of Pittsfield.

Cf)t Commontuealti) of

LETTER OF TRANSMITTAL TO THE
SENATE AND HOUSE OF REPRESENTATIVES.

MEMBERS OF THE LEGISLATIVE RESEARCH COUNCIL,
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To the Members of the Legislative Research Council.
Gentlemen: The omnibus House Order, No. 1491, as amended

by Senate substitution of a new draft thereof, dhected the Legisla-
tive Research Council to bring up to date its earlier major report
relative to state loans to local industrial development commissions
(Senate, No. 640 of 1957).

The Legislative Research Bureau submits such a report herewith.
Its scope and content have been determined by the statutory pro-
visions which limit Bureau output to factual reports without recom-
mendations or legislative proposals.

The preparation of this report was the primary responsibility of
Assistant Dean Christopher J. Flynn of the College of Business
Administration at Boston College, who served as a consultant.

Grateful acknowledgment is made for the assistance provided by
the many officials and private individuals Avho made their time and
material available for the purposes of this study.

Respectfully si lubmitted,

Che Commontocalth of Massachusetts

LETTER OF TRANSMITTAL TO THE
LEGISLATIVE RESEARCH COUNCIL.

HERMAN C. LOEFFLER,
Director, Legislative Research Bureau.



In accord with the directive of the General Court, this re-
port brings up to date a report by the Research Council in
1957 relative to state loans to local industrial development
commissions. The report covers legislative background, the
general competitive scene, various forms of state and federal
assistance to stimulate industrial development, promotional
activities in Massachusetts, and constitutional problems of
Massachusetts surrounding the prohibition of the use of pub-
lic monies for private purposes.

Industry in Massachusetts.
The industrial picture in Massachusetts is not viewed as

bleak by important financial and other authorities who em-
phasize that the growth of older, more highly developed
sections of the country is bound to be slower than less highly
developed areas. The State has maintained a relatively high
standing among the States of the nation in (a) value added
by manufactures, and (6) total personal income. At the same
time, however, the Commonwealth has several areas which
are subject to persistent, severe unemployment.

Massachusetts has suffered in comparison with other areas
due to the State’s industrial makeup. The decline in some
of the older industries (shoes and textiles), has offset rather
substantial growth patterns in the newer segments of the
economy.

Changing Techniques of Competition for Industry.

The past few years have heightened the competition for
industry between the States and their communities. The
techniques which were used in the past seem to have given
way to newer approaches.

Cfte Commontoealti) of 9@assac|)usctts

STATE LOANS TO LOCAL INDUSTRIAL DEVELOPMENT
COMMISSIONS.

SUMMARY OF REPORT.
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Tax exemption was once the most popular form of state
and local aid to local industrial development. It is now on
the wane and is being replaced in many areas by programs
which provide needed capital through devices such as the
Industrial Building Authority.

Another new approach is in terms of urban renewal. Under
this concept expansion is spurred through a broadened defi-
nition of blighted areas.

In New York State the announced policy is to frown upon
artificial, economic inducements to attract new industry

- through tax concessions or other special favors to manage-
ment. Instead, emphasis is placed on the role of the State
in economic development as calling for provision of neces-
sary governmental services in all of its communities and
then helping the communities to help themselves in stimu-
lating their local economies. Similarly, various industrial-
ists are emphasizing that sound industries do not require
concessions or subsidies. They call for a reasonable and
healthy tax structure, along with an adequate supply of
labor with appropriate skills, and good transportation.

Promotional Activities in Massachusetts.
In addition to a broad campaign by the State Department

of Commerce to advertise the virtues of Massachusetts as an
industrial location, self-help activity at the local level in
some cases has been notably successful. The Massachusetts
Business Development Corporation has been a boon to in-
dustrial expansion in the State since it was established in
1953. It stimulates expansion by providing credit for job
creation, particularly in surplus labor areas.

Other States.
In general, much activity in other States has centered on

4 development credit agencies. New York and Connecticut
have increased their competition for new industry through
reorganization of the development activities of their state
departments of commerce. In addition, they have established
agencies which currently review the competitive situation
and counsel businessmen on the correction of undesirable
trends in individual communities.
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Pennsylvania has continued to make excellent use of
the Pennsylvania Industrial Development Authority. This
agency provides technical and financial assistance to local
development organizations. Most recently it has been used
to take maximum advantage of federal grants for urban
renewal purposes.

One of the newer state devices to attract new industry is
the Industrial Building Authority which has been set up in
Maine. In co-operation with local development corporations
this Authority provides state-insured mortgages to encourage
an increased flow of mortgage funds.

Federal Programs.
The United States small business program continues to

be an important factor in local development, especially as
modified by the Small Business Investment Corporation Act
of 1958. Still in the future is a prospective area redevelop-
ment program which would greatly broaden the scope of
federal aid to local industrial development.

Constitutional Problems in Massachusetts.
The report examines at some length the background of

court decisions in Massachusetts relative to possibilities of
state aid. Those decisions point up the inability of the State
to allow expenditure of public funds for private benefit or to
favor one person or group in the matter of taxation.

The Supreme Judicial Court of Massachusetts has held
on many occasions that there are certain circumstances
when the private benefit is a small incident in the public
welfare of a locality being served by a given program. In
recent decisions the Supreme Judicial Court has indicated
with great clarity that where the principal purpose is the
public welfare, and where this purpose is clearly stated, the
court will approve either expenditure of public funds or
allow a deviation from the usual norms of taxation even
though an incidental private benefit may result.
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Legislative Background.
The omnibus order, House, No. 1491 of 1960, as amended, which

is printed on the inside of the front cover of this report, directed the
Legislative Research Council to bring up to date an earlier Council
report titled State Loans to Local Industrial Development Commis-
sions (Senate, No. 640, dated January 21, 1957).

The 1957 study was prepared by the Council pursuant to chapter
109 of the Resolves of 1956 which required the Council to investigate
the subject matter of two bills introduced in 1956 by Senator Mary
L. Fonseca of Bristol. One of these bills, Senate, No. 287, would
have authorized the State Commerce Department to provide engi-
neering services for preliminary borings to evaluate land sites for
proposed industrial development. The second bill, Senate, No. 291,
simply called for a study of the feasibility of state loans to local
industrial development corporations. The resulting Council report,
Senate, No. 640 of 1957, was referred by the General Court to a
special recess commission for study (Resolves of 1957, c. 86).

In 1960, Representative Francis W. Perry of Duxbury introduced
a proposal for up-dating the 1957 Council report (House, No. 1491),
on petition of himself and of Representative Frank S. Giles of
Methuen and the Republican Job Opportunity Committee. The
order was considered first by the two Rules Committees, then by
the House Committee on Ways and Means which recommended an
amendment to broaden House, No. 1491 into an omnibus assign-nnihus assign-

.dopted by the
1960. In the

ment embracing two other studies. The order
House, with these amendments, on February
Senate, a new unnumbered Senate order was substituted which
was then adopted by both the Senate and the House of Representa-
tives.

Commontuealtf) of ajjassacfcusetts!

STATE LOANS TO LOCAL INDUSTRIAL
DEVELOPMENT COMMISSIONS.

Chapter I. Introduction.
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Industrial Trends in Massachusetts.
The original Council report noted that the Commonwealth of

Massachusetts was faced with a serious problem, as a part of a
mature New England economy, in retaining old industry and in
attracting new industry within the state’s borders. The problem
is not a new one, but rather one which has been made more acute
in the post World War II era by more intensive efforts by other
states to attract new industry.

Unemployment Problem. As a partial answer to this problem
the old State Planning Board was streamlined and modernized to
become a full-time, well-staffed Department of Commerce with the
specific objective of compiling, maintaining and disseminating
information useful to the development of industry and commerce,
and carrying forward a co-ordinated economic development effort.
This program was to be oriented on small business primarily, with
the objective of attracting new enterprises to the Commonwealth.

These efforts have been at least moderately successful, but the
State still suffers from major unemployment of labor resources in six
major and three small areas. 1 Four of these six major areas and
one of the three smaller areas are classified as areas of not only sub-
stantial surplus (six per cent or more), but also of a persistent sur-
plus. This condition indicates, according to the definition of the
U. S. Bureau of Labor Statistics that the average annual unemploy-
ment rate has been in one of the following categories:

(a) At least 50 per cent above the national average for two of the preceding four
calendar years; or

(b ) At least 75 per cent above the national average for two of the preceding
three calendar years; or

(c) At least 100 per cent above the national average for one of the preceding
two calendar years.

The unemployment problem is extremely severe in some cities of
Massachusetts. To cite an example, Mayor John J. Buckley of
Lawrence in the 1959 hearing by a committee of the United States
Senate on the Area Redevelopment Act, testified that as of the end
of January, 1959, the unemployment level in his city was ten per
cent, and that since 1952 the unemployment level had been at
least nine per cent for all but two months.

Although these facts indicate a serious situation from an economic

1 tf. S. Department of Labor, Area Labor Market Trend). September, 1960, pp. 17-18.
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point of view, their general effect is even more important. An apt
summary of the effect of unemployment is the following statement
of the Area Emplojunent Expansion Committee of New York:

Prolonged distress saps personal, financial, physical, and moral resources. Local
community leadership becomes exhausted. Financial surpluses dwindle. A spirit
of hopelessness attacks individual citizens and leaders. Young and ambitious
people leave their community. Physical properties deteriorate. Public facilities
become obsolete. The cost of redevelopment is considerably increased for public
facilities have to be repaired, modernized, and rejuvenated. New public facilities
have to be added in greater number. The skills and human resources become less
adequate. Local leadership becomes less self-sufficient. . . - 1

This characterization is the true crux of the situation. Involved
are not only a number of personal hardships, but more, a complete
breakdown of community morale and leadership. This breakdown
leads to more and more decay in the economic structure of the
particular community which spreads to adjacent communities as a
malignant growth, feeding upon other parts of the State and region.

This spread seems to be verified by the increased number of com-
munities which have been added to the list of areas of substantial
unemployment. In May of 1956, there were 88 areas with substan-
tial unemployment consisting of 23 major areas and 65 smaller
markets. By September, 1960, the number of such areas was 162,
including 42 major areas and 120 smaller areas.

The above figures are not the maximum but represent the latest
situation in the unemployment picture. In January of 1959, the
list consisted of 259 areas, including 76 major and 183 smaller areas.
By September of 1960, a new Massachusetts area had been added to
the substantial unemployment group, the Southbridge-Webster
region, which includes six towns in Worcester county. The develop-
ment was attributed to losses in electrical machinery, optical goods
and the closing of a lawn furniture plant.

The key to total economic growth appears to lie at the local level.
Only if proper stimulation and direction are given in the local com-
munity or region can the whole national organization be sound and
growing. It is necessary to encourage local growth if total economic
progress is to be achieved.

High Massachusetts Economic
report outlined the comparative
England section of the economy
period 1947-53 the United State

Growth Rate. The 1957 Council
growth of the nation and the New

The report concluded that in the
had gained 63 per cent in value of

1 From testimony before the U. S. Senate C ommittee on the Area Redevelopment Act. 1969.
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manufacturing output. New England increased its output by only
45 per cent in the same period. What is the status of Massachu-
setts more recently?

In 1959, Massachusetts rated tenth among the States in the value
added to goods by manufacturing, a basic criterion of productivity.
The $4.9 billion of value added in 1959 compared to $3.3 billion in
1947. Total personal income passed $11.5 billion in 1958 and has
since gone somewhat higher. The 1959 ranking of wealth of the
States, in per capita income, placed Massachusetts in eighth place
in the nation. The annual rate of increase to income of Massachu-
setts population is estimated at $450 million per year in recent years.

The Commonwealth ranks seventh in new industrial construction
with private industry investing over $2OO million per year in new,
permanent plants and equipment. This investment in 1959 placed
Massachusetts well above the national average. Massachusetts ranks
eighth in manufacturing employment with over 690,000 employees
in manufacturing.

The future of the New England economy is viewed optimistically
by the Federal Reserve Bank of Boston. Thus, its 1959 annual
report projects that “New England is entering what can be its
greatest decade.” New England has continued to grow during the
past decade: This rate of growth is a lesser rate than other regions,
but it is to be expected that the older, more highly developed sec-
tions of the country will grow at a lesser pace than the less highly
developed areas.

An increasing population is prophesied over the decades to come;
namely, 180 persons per square mile in New England versus 72 per
square mile throughout the nation by the 1970’5. The Federal
Reserve Annual Report anticipates that almost one-third of the
entire population growth will take place in the 137 municipalities
of metropolitan Boston which surrounds the twelve communities of
Boston, Brookline, Watertown, Cambridge, Arlington, Somerville,
Medford, Malden, Everett, Chelsea, Revere and Winthrop.

In recent years, the New England story and the Massachusetts
story have both been colored by connection with industries which
have either been in decline (textiles nationally) or which have had
very slow growth rates (shoe manufacture). These developments
have tended to offset substantial growth, patterns in other industries
when all are viewed together. With an adjustment for these factors
the New England economy compares much more favorably with
the growth rate of the nation as a whole.
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Chapter 11. Forms of State Industrial Development Assistance.

Types of Tax Relief and Other Inducements.
The specific inducements which have been used by various States 1

are as follows:
1. Tax exemption, either formal or informal.
2. Development corporations and authorities which provide long-

term risk capital from both public and private funds.
3. Industrial development credit corporations.
4. State development authorities.
5. Municipal industrial bonds.
The above listing is based upon the more recent practices found in

industrial promotion. From a little earlier comparison of 1957,2 the
following five inducements may be cited:

1. Special tax exemption authorized by the State;
2. Special tax exemption authorized by the community or city;
3. Special tax levies, the receipts of which are used primarily to

construct or acquire buildings or sites;
4. Gifts of land or buildings, interest-free loans, or other rent

terms by foundations; and
5. Revenue bonds permitted for use in constructing or acquiring

buildings and sites.
Under the old tradition of assistance to local industry the favorite

device was tax relief. For example, colonial Massachusetts granted
immunity from local taxation in the 17th century to promote iron
manufactures. Despite the early status of tax exemption in many
guises as a device for encouraging industry, it is not a strong magnet
to attract industry. Studies indicate that tax exemptions have had
little success in enticing industry to move.

This statement is supported by the fact that as of 1956, eleven
States were using some form of direct financial aid through public
funds provided either at the state or local level. In the more recent

f analyses other inducements which provide capital rather than tax
relief seem to be more important, at least in listings of types of aid.

In the various States which were subsidizing firms that would
relocate in the year 1956 it is extremely difficult to evaluate the
impact of such state aid. However, the evidence seems to demon-

i Tax Foundation Tax Review, February, 19G0.
2 Report by AlbertE. Redman, Director of Industrial Development of Ohio Chamber of Commerce. In

Senate, No. 640 of 1957, p. 14.
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strate that a soundly organized firm will not move to a new location
solely because of tax advantages.

The ensuing sections develop background for the above generaliza-
tions by quoting the positions currently taken by businessmen and
public officials who are concerned with industrial development. The
newer attitude can perhaps best be summed up in a quotation from
a 1959 talk by a Du Pont official: 1

When we locate in a new community we intend to become a part of that commu-
nity. We expect to assume the responsibility for our share of its operating expenses.
On the other hand, we do not think it proper to expect Du Pont or any other busi-
ness to assume the rightful burden of others in the community, or be subjected to
special penalties. We appraise the level of taxes on business in relation to all
taxes. We take note of the trend of state and community debt, for this is a meas-
ure of the willingness of government to live within its income.

This position is in accord with the following attitude of the former
Town Manager of Wilmington, Massachusetts, in 1957:2

The wisest course for any community to follow is to put its own house in order
without depending upon industrial development which may never materialize . . .

. . . tax concessions, tax exemptions and subsidies, at best are poor substitutes
for any of the foregoing (planning, block zoning, fiscal stability; good, well-man-
aged government; and the traditional requisites) especially if they divert attention
from the less dramatic fundamentals. At worst tax bargains and subsidies are an
abuse of governmental power and privileges and are an open invitation for future
trouble.

Such statements are further backed by comments such as that of
an official of the New York State Department of Commerce. 3

Since the role of the State in economic development is to provide a
structure of necessary services for all its communities and to help
communities to help themselves, the policy in New York has been
to frown upon artificial economic inducements such as tax conces-
sions or other special favors to management.

The impact of the above seems to be that tax exemption is no
longer being greatly sought after by industry or being thrust forth
as the principal “bait” to attract newr industry. Industrialists
seem rather to desire a soundly operated government, capable of
supplying the necessary governmental functions in an efficient

1 From talk by Donald J. Carpenter of the E. I. Du Pont de Nemours & Company before the Topeka
Chamber of Commerce on May 14, 1959.

2 Joseph Courtney, Town Manager of Wilmington, Mass. In journal Tax Policy, Feb.-March, 1957.
s William D. Carleback, First Deputy Commissioner of New York State Department of Commerce.
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manner. The basis for this new attitude seems to be that the sound
industry or firm does not need concessions or subsidies, whereas
the unsound firm or industry needs a permanent crutch not just a
temporary splint. Industry seeks the traditional requisites of good
transportation service at minimum cost; reasonable labor costs with
satisfactory productivity, inexpensive and reliable utility sources;
adequate labor supply with an appropriate range of skills, a reason-
able and healthy tax structure; all in conjunction with a co-opera-
tive local povernment.

Importance of Other Factors.
Other factors of importance in the newer thinking in this area

concern planning and zoning as indicated in the following quotation:

. . . the most important single factor working against the expansion of industry
in our cities and villages is the absence of land that is properly zoned, that can be
served by utilities, and that can be purchased promptly at a reasonable price. l

On this score the Commonwealth and the city of Boston would
seem to be quite well situated. They can provide adequate land,
well located relative to utilities and for which zoning is either
presently favorable, or at least the disposition of the public author-
ities is favorable. This type of planning is supported in most quar-
ters,’ though there is some dissident opinion.3 The representative
of the town who took this contrary position stressed that his towns-
men wanted no part of industrial zoning. It was his contention
that capital appreciation of residential property would outweigh
any advantage from industrial zoning.

Examination of the statements of industrialists, developers and
public officials who are concerned with economic development indi-
cates a broad area of agreement. They all agree that the impact of
the State upon industrial development is tremendous whether or
not the State adopts a conscious policy of aid. Many of them be-
lieve that indirect aid is most potent. Tax exemption is on the
wane. 4 Almost one half of the States that formerly provided tax
exemption have now repealed such laws. The reason behind

i Mr. Robert D. Siff of Wisconsin Industrial Development Division. In Tax Policy
, Vol. XXIV, Vols. 1-

2-3, Feb.-March, 1957.
* Robert A. McLean in an article on Suburban Town Planning along new Route 495. In Boston Olobe,

Sept. 6, 1960.
J Opposite opinion ofBeatson Wallace in article in Boston Globe, Oct. 6, 1960, p. 11.

4 Mabel Walker, Executive Director, Tax Institute, Inc., Role of the State in Industrial Development,
Tax Policy Magazine, Nov. 1958. Vol. 25, No. 11.
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this appears to be primarily a recognition of the unfairness of such
programs to other citizens of the State where the exemption is prac-
ticed. While tax exemption has quite clearly been greatly over-
rated as an attraction, it must be recognized that if all other things
are equal tax exemption can tip the balance as to where a new indus-
try may locate.

Despite the protestations of various businessmen and developers,
the officials in low tax States and cities have no doubt that the low
taxes have been important to their growth. This position is made
clear by the great number of States that feature their tax climates
in their promotional advertising as being favorable to industry.

It must not be forgotten that decisions on new industrial locations
are not a simple process. The conclusion drawn by the study group
(Committee on Economic Development) in Michigan is far more
realistic. 1 That study emphasizes that the new firm must make a
broad choice, by region, which is based upon market area to be
served and particularly on the supply of required materials and
skilled labor. The next step is to reduce the larger regional area to
specific communities which offer a generally good environment in
terms of service and costs. The final step is to weed out specific
sites in these communities and select one as a final choice.

As this process is undertaken taxes are again felt to be a very
small part of the original determination of the broad area of location.
This conclusion follows that of the Area Development Division of
the United States Department of Commerce which lists taxes as
twelfth of thirteen location factors.

In the next step suggested in the CED study, namely, selecting a
specific community within the general area selected, taxes do become
important. Either they will rise in the intermediate pruning of all
locations which do not have a favorable environment, or they will
appear in the final decision between two definite sites of which one
has a more favorable tax status than the other.2

Indications of the impact of a high tax rate are indicated by a
1959 recording of comments made by Massachusetts manufac-
turers. 3 Some examples taken from these are listed below:

1. “Would move to another state i
available elsewhere.”

labor supply in particular industry w

i C.E.D. Executive Study Research Group, Taxes and Plant Location in Michigan (University of Michi-
gan, 1957)

2 John D. Strasma, State & Local Taxation of Industry, Research report to Federal Reserve Rank of Rost
No. 4, 1959.

3 Op. cit.
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2. “Should we have occasion to rebuild it would be outside of Massachusetts.
3. “Taxes in Massachusetts have played a part in our decision to open a plant

in Virginia.”
4. “Never again in Massachusetts as taxes are too high and building codes too

strict.”
5. “Would not consider expanding in this area because of high taxes.

However, many local manufacturers do not feel that their taxes
are oppressive and some indicate that they feel that taxes are a
relative item:

I. “Our experience has been that real estate taxes North and South are relative
to the services provided by the municipality.”

2. “Our industrial firms’ real estate taxes are reasonable and all are treated fairly.
Believe Massachusetts income tax return for corporations should be simplified.”

In the competition of Massachusetts with neighboring States,
taxes can be more important than when the Commonwealth is
compared with the nation as a whole. Since research facilities and
comparable labor skills are about equally available, Massachusetts
cannot afford to be considered a high tax area. Tax exemption at
least in a modified form is still a factor to be considered in attracting
industry. This does not contradict earlier statements, because the
early type of tax exemption was usually a fixed term (up to ten
years) of complete tax freedom. In a newer approach to this device,
a gradual movement to the general level could be adopted to new
firms starting in the State.

The Urban Renewal Approach.
In one area, national thinking on major problems is developing a

unified approach in connection with the rapidly changing industrial
economy. This area is the federal highway program. Is it not
equally essential that a similar unanimity of purpose be achieved
concerning urban growth and renewal?

Current federal programs under Title I of the Housing Act of
1949 offer great opportunity for business and industry to buy and
reuse cleared residential slum land at fair value. But there is no
federal program for clearance and redevelopment of blighted com-
mercial and industrial neighborhoods for this same purpose. H. Bruce
Palmer, President of Mutual Benefit Life Insurance and Chairman
of the Newark Economic Development Committee, indicates that
perhaps we have been putting the cart before the horse in this phase
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of renewal. Economic wealth permits the community to afford the
cart. 1 The need is quite obvious. Except in the most limited
situations, private enterprise has found it economically impossible
to undertake such projects. Experience seems to indicate that it
will continue to be necessary to obtain a good land supply to re-
furbish present blighted areas. And it will also be necessary to use
at least part of the salvaged area for commercial and industrial sites.

The federal government has done an excellent job, under the
Housing Act of 1949, to provide the maximum opportunity for
private enterprise to participate in programs which heretofore were
financially impossible. A related factor is the virtual impossibility
for the private developer to acquire large land areas due to holdouts.
This whole approach is most important because it is checking the
tendency to abandon the city in favor of suburban areas.

Massachusetts participation in the program of urban renewal has
lagged despite the Governor’s proposals of the past four years to
encourage local participation. Thus, the report of the Special
Commission of Audit of State Needs on Massachusetts Needs in
Urban and Industrial Renewal 2 indicates that Massachusetts ranks
eleventh of twelve States reported, in terms of participation in the
Federal Urban Redevelopment Program under the Housing Act of
1949. This comparison is based upon capital grant reservations in
comparison with eleven other industrial States. The lack of partici-
pation by Massachusetts in this program has resulted in the for-
feiture by the Commonwealth of a sum variously estimated at
between 8123 million and $156 million.

Other comparisons also demonstrate the above state lag. Thus,
the median number of months of planning is 55 months for Massa-
chusetts, compared to a regional median of 38 months and a United
States median of 31 months.

The second comparison concerns the progress of the projects. In
the region, 2.2 per cent of them have been completed; in the United
States, 1.5 per cent; and in Massachusetts, none at all have been
completed. The Massachusetts applications pending as of July,
1960, were fourteen in number, including the Government Center
in the city of Boston which was later approved.

The Housing and Home Finance Agency believes that a local
redevelopment authority ought to be able to complete the planning
phase of a project within eighteen months. The new policy of the

1 C.E.D. The Little Economies, Problems of United States Area Development, p. 45.
2 House, No. 3373 of 1960.
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I

Federal Agency is that a project capital grant reservation will be
automatically cancelled two years from the date of approval, unless
the project has been approved for the execution stage. The unsatis-
factory Massachusetts situation must be considered against this
background.

Chapter 111. Promotional Activities in Massachusetts

Many assets exist in Massachusetts for those who seek a place to
locate new industry. Within a five-hundred-mile radius there lie
50 per cent of all United States industrial salaries and wages and
84 per cent of all Canadian wages and salaries. The same market
area contains 40 per cent of all United States retail sales and 70 per
cent of all such Canadian sales. Added to this strong market loca-
tion is a marked labor stability (first in the nation among the ten
leading industrial States over a period) and a high quality
of both labor and management.

These assets are developed at some length by the Massachusetts
Department of Commerce in its Massachusetts Fact Book. That
attractive publication presents facts to potential newcomers to
business in Massachusetts relative to population, labor, employ-
ment, wages, transportation, utilities, taxes, housing, research, edu-
cation and livability of the area.

Self-Help Measures.
The usual experience of local communities in publicizing their

assets is not of the best, despite occasional successes such as that
achieved by the town of Wilmington, Massachusetts. 1 The reason
may well be that many of these groups “start in a burst of enthu-
siasm which is never translated into solid sustained action.” 2 This
statement is reinforced by the low rate of response from local indus-
trial development groups. Of 867 organizations which were listed,
only 141 responded.

Within the total number a hard core of devoted and able groups
are in operation, e.g., in Waltham (one of the older groups), Law-
rence, Lowell, Haverhill and New Bedford. Their results speak for
both the ability and the devotion of those who have been the prime

Senate, No. 640, 1957, p.

2 See Donald Gilmore’s Report on Developing the Little Economies. In Supplementary Paper, No. 10,
Committee for Economic Development, pp. 122-23.
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movers in development. Accounts of recent efforts in the last three
of those communities are presented in Industry magazine (July,
August, November, 1960).

Massachusetts Business Development Corporation {MBDC).
The Massachusetts Business Development Corporation wa

established in July, 1953. Its operations have been a significant
factor in increasing the finances available for job creation within
the Commonwealth. In the six years ending in 1959, approximately
$2O million in long-term financing have been approved which have
served to finance 50 new buildings with 1.4 million square feet of
space. MBDC borrowers are responsible for about 20,000 jobs
with payrolls totalling about $80,000,000. About one-half of the
loan funds were made available in surplus labor areas. All loan
applications filed by local industrial development groups have been
approved by MBDC for a total of about $1.3 million.

Also as a result of activities of the Massachusetts Business Devel-
opment Corporation, almost 5.0 million square feet of empty mill
space have been returned to full use and employment. The latest
development under the MBDC group has been the formation of the
Massachusetts Small Business Investment Company which was
incorporated under the provisions of the Small Business Act.

During 1959, MBDC approved or participated in 34 loans total-
ling $2.6 million to borrowers who created approximately 3,000
openings for workers and $lO million in payroll. In many instances
MBDC loans also serve as a catalyst to stimulate additional sizable
borrowings from conventional sources. The corporation reports
that on several occasions it has provided the means of tipping the
scales in the favor of locating new enterprises in this State and it
intends aggressively to continue this policy. 1

Recent Development in Massachusetts Industrial Arec
In 1956 there were 38 industrial parks or organized industrial

districts recognized in Massachusetts; by late 1980, the number
had increased to 70, not quite twice as many as four years piears pre-

viously. Of the 70, 37 had completed one or more bull
of the parks were reported as filled with all available facilitie

occupied. Six other areas had one or more buildings under corc

structro:

Business Dcvelopmen 'innual Report, 1Mas; pora
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Of the 70 parks or districts, only five were developed by indus-
trial development commissions or committees; they have com-
pleted only four buildings and started three more. In addition,
several areas within the 70 parks or districts had been developed
by foundations or industrial development corporations.

The vast majority of the parks or districts have been privately
developed and financed by industrial realtors. The size of these
industrial areas varies greatly. As indicated in the earlier report
by the Legislative Research Council (Senate, No. 640, dated Jan-
uary 21, 1957) the largest of these developments occurred in the
Industrial Center of the Marlborough-Northborough area. This
development, which started in 1957, consists of 1,500 acres. As
of September, 1960, there were three buildings completed. In
contrast with this maximum size, the acreage of other parks and
districts declines gradually to the minimum five-acre tract in Cam-
bridge which has thus far been developed, with five buildings com-
pleted and one under construction.

Report of Commission on Audit of State Needs.
Early in 1957, the Governor of the Commonwealth proposed the

establishment of a Special Commission on the Audit of State Needs
to report the needs and the problems of the Commonwealth. The
Commission then established (Resolves of 1957, c. 38) consisted of
ten members, six appointed by the Governor, two by the President
of the Senate, and two by the Speaker of the House. This group
has completed several surveys relative to new industries which
might be encouraged to locate in Massachusetts in view of the
strong local market potential.

In August, 1960, the Audit Commission also made a compre-
hensive report on Massachusetts urban and industrial renewal.
This report analyzed the related needs of Massachusetts and then
formulated legislative proposals to (1) reimburse part of the ex-
penditures of approved regional planning districts; (2) increase

| the municipal debt limit and extend the period for payment of
' such debt; and (3) expedite urban renewal programs by providing

technical and financial assistance. 1

A 1960 statute (Acts of 1960, c. 676) made provision to accom-
plish at least part of these pri Division ofils. I

Urban and Industrial Renewal l3 promo r ar

337:
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industrial renewal; to advise the Governor and General Court of
all legislation affecting this area; to provide technical assistance to
cities and towns; to promote within the Department of Commerce
and other agencies potential sources of private investment in urban
renewal; to achieve maximum utilization of federal funds by assist-
ing cities and towns in applying for such funds; and to undertake,
or to contract for technical studies which develop improved methods
and techniques for eliminating and preventing slums and blight and
for stimulating more effective renewal programs.

The 1960 statute also spurs more widespread renewal efforts by
redefining “blighted open, areas” and “decadent areas.”

Chapter IV. Massachusetts Judicial Views on Use of Public Monies.

There is a long history in Massachusetts denying the use of pub-
lic funds for private purposes. This denial is based upon the pro-
visions of the State Constitution which limit the use of funds raised
by taxation, for public purposes and not for private advantage. l

The key case on this score, in 1939, was Allydon Realty Corporation
v. Holyoke Housing Authority (304 Mass. 288). As elsewhere, the
Court pointed out it does not set up any universal test. In each
situation there must be a specific determination of the merits of
that case based upon the activity to be assisted and the effect of
the activity upon the public welfare.

The following sections review recent court statements extending
from the Back Bay Development decision of 1955 to the recent
Prudential opinion of 1960. They reflect the trend toward a liberal
court attitude where a mixed public and private benefit is involved.

Back Bay Development Decision.
Perhaps the most definitive view on this question prior to the

very recent opinion was the 1955 Opinion of the Justices (332 Mass.
769) which dealt with the area of the Boston and Albany Railroad
yard in Boston and immediately contiguous property. In this case
the Court considered legislative proposals which would authorize
the city of Boston to establish a development commission to ac-
quire the land area in question and then to sell it at the highest
price bid among responsible bidders who have submitted approved
development plans for the site.

In Declaration of Rights, Part I, Art. X; Part 11, C. I, S. I, Art. IV; Part 11, C. 11, S. 11, Art. XI.
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To this end, the commission was to be authorized to sell the land
as a unit to the highest responsible bidder. The purchaser would
then be required to form a corporation to which the options were
to be conveyed. This corporation was then to submit to the com-
mission for its approval a plan showing in prescribed detail the
lands acquired, and their proposed development, including the por-
tion to be devoted to public purposes such as ways, parks, buildings
and other public uses. If the development commission finds, after
reference of the whole plan to the city planning board and to other
city boards, that the development will not be detrimental to local
nealth, safety, convenience, morals or welfare; that it would in-
crease the assessable value of the lands involved not less than ten
times that of January 1, 1954; and that it includes a suitable au-
ditorium and exhibition hall for exhibitions, conventions and other
shows and gatherings, the commission shall approve the plan.
Other features of the legislative proposal concerned the right of
the city to acquire the convention hall by paying costs of its con-
struction but not of the land under it. Special tax provisions were
also included which established a fixed valuation for the first five
years at $5,670,000, and then protected the site from tax foreclosure
and other means of collection if annual taxes are paid equal in
amount to the tax due at the current tax rate on three times the
assessed value of the parcel on January 1, 1954. If there are “op-
erating receipts” the liability is limited in general to two-thirds of
the excess of profits up to one-half the taxes assessed.

The Court struck down this legislative proposal on the basis of
several points in the State Constitution, notably the following pro-
vision of Article X of the Declaration of Rights:

Each individual of the society has a right to be protected by it in the enjoyment
of life, liberty, and property, according to standing laws. He is obliged, conse-
quently, to contribute his share to the expense of this protection. . .

,

The term “his share” forbids the imposition upon one taxpayer
bf a burden relatively greater or relatively less than that imposed
upon other taxpayers.

The Constitution of the Commonwealth empowers the General
Court “to impose and levy proportional and reasonable assess-
ments, rates and taxes, upon all the inhabitants of, and persons
resident, and estates lying, within the said Commonwealth . . .

.”
jy

The expression “proportional and reasonable” forbids the imposi-
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tion of taxes upon one class of persons or property at a different
rate from that which is applied to other classes.

The Court declared that the proposed freezing of property valu-
ations for tax purposes over a five-year period, regardless of possible
increases in real value of that property, violates the concept of pro-
portionality and reasonableness established in the constitution. The
relating of taxes to profits was stated to be a further violation. The
proposal in general was deemed to violate the equal protection clause
of the Fourteenth Amendment of the Federal Constitution.

In summary, it was the opinion of the Supreme Judicial Court
that the project contemplated appeared to be for a private and not 1
a public purpose. The court did not deny that there could be a gen-
eral benefit to the city by such a process through ultimate increase
in taxable property and of values, but held that this type of indirect
public benefit has never been deemed to constitute a public purpose.

Blighted Open Area Opinion.

In 1956, the Legislature asked the Court to render its opinion as
to the constitutionality of a proposed bill (a) to exempt property
of urban redevelopment corporations from ordinary property taxes,
and (6) to impose excises to be paid to the Commonwealth for dis-
tribution to the cities and towns in which the property is located.

The Court held such action would be valid (in Opinion of the
Justices, 334 Mass. 760). It did so on ground that, although ur-
ban redevelopment corporations are in a sense private corporations,
they perform functions for the public benefit analogous to those
performed by public service corporations. Hence property owned
and used by them in such service may properly receive favored
treatment by exemption in the matter of taxation.

In the above decision the Court referred to the 1954 case of
Papadinis v. Somerville (331 Mass. 627) in which the court recog-
nized the public purposes for which urban redevelopment corpora-
tions are formed. However, the Court did not discuss the question
of “blighted open area” in the Papadinis case because it did not
appear as a factor in that case. When the Legislature raised this
question in its request to the Court in 1956, the Court then de-
clared that redevelopment of blighted open areas is a legitimate
purpose for the formation of urban redevelopment corporations.
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Airport Tax Exemptions.
In 1957 the Supreme Judicial Court was called upon to comment

upon the constitutionality of an act to exempt from city or town
taxation, direct improvements to runways and landing strips of
any privately owned airports and to limit the taxable valuation of
the unimproved value of such runways and landing strips. Refer-
ring to its blighted open area opinion (334 Mass. 760) the Court
held that airport tax exemption was permissible for a public pur-
pose similar to that of urban redevelopment corporations which
perform functions analogous to public service corporations.

The Court in this case ran through a list of citations, starting
with Inhabitants of Worcester v. Western Rail Road Corporation
(4 Mete. 564, 45 Mass. 564) in 184? and including a number of
other railroad cases. They refer to Cabot v. Assessors of Boston
(335 Mass. 53, 138 N.E. 2d 618) which in 1957 contested the valid-
ity of tax exemption in the case of the garage under Boston’s Com-
mon. In this garage case the Court held that although the garage
operator was seeking a private profit, the city had as sole objective
the abatement of the public nuisance of heavy traffic congestion on
the public ways of Boston.

The Court further states that reasonable exemption of both the
public property and the real estate used for public purposes, being
held by privately owned corporations, is not precluded by the Con-
stitution of the Commonwealth, Part 11, c. 1, § 1, Art. 4, requiring
that taxes on property must be “proportional and reasonable” nor
by the more general provision of Article X of the Declaration of
Rights.

Old Colony Railroad Cas
In 1958, the Supreme Judicial Court was called upon to deter-

mine whether or not the payment of money to a railroad company
for a continuation of commuter passenger train service, and for an
option to purchase facilities, violated the constitutional prohibition
'against lending the credit of the Commonwealth to private enter-
prises, the use of public funds for a private purpose and also the
question of origination of money bills in the Senate (337 Mass. 800,
152 N. E. 2d 90). As background the Court described the critical
situation arising in this case in the following terms:

a specter .... of the isolation of an important part of the Commonwealth,
where almost a half million of our citizens reside, with its attendant disruption of
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the economic social and family life of all these people; ... of the impact on
property values, both in the residential areas deprived of railroad service, and in
the business area adjacent to Dewey Square in Boston; of the permanent loss of
between 600 and 700 jobs of the railroad workers who would be involved . . .

The Court then decided that expenditures from public funds by
the Commonwealth or its subdivisions to preserve public transpor-
tation of the type described are expenditures for a public purpose.
Again the court felt that if there exists a prevailing public purpose
the constitution does not bar an expenditure which may result in
a private benefit as an incident to the broad public purpose.

State Office Building Opinion.
This case involves a review of the constitutionalitv of a 1958

statute “incorporating the Massachusetts State Office Building
Association as a non-profit membership corporation for the purpose
of constructing a State Office building to house various departments,
commissions and agencies of the Commonwealth.” (Acts of 1958,
c. 603). The act was attacked on several Grounds including viola-
tion of various provisions of the Massachusetts Constitution.

In the court’s opinion of 1960 in Ayer v. Commissioner of Admin-
istration (165 N. E. 2d 885), it declared the above statute unconsti-
tutional. The decision was based in part on section 3 of Amend-
ment LXII of the Constitution requiring a vote of two-thirds of
the members of each house of the General Court, present and voting
by yea and nay vote. In addition, the court pointed out that the
fact that a recitation that the bonds of the State Office Building
Association should not constitute an obligation of the Common-
wealth, is ineffective if contrary to that recitation, the natural and
reasonable effect of the statute is to create a debt of the Common-
wealth.

University Building Authority Decision.
As a result of the foregoing opinion, the Governor of the Com-

monwealth vetoed a bill (House, No. 2592 of 1960), which had
been passed by both branches of the General Court, relative to an
increase in the property holdings of the University of Massachu-
setts Building Association and indirectly allowing that organiza-
tion to issue an additional amount of bonds. This veto was recom-
mended by the Attorney General as a result of the preceding Ayer
Case. He urged (a) that the two-thirds vote noted in the Ayer
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case be obtained before the Governor should sign the bill and (6)
that a section be added confirming certain prior legislation and
ratifying the acts performed thereunder.

Prudential Project in Boston.
This section deals with a legislative proposal (House, No. 3097 of

1960) dealing with development of an important Prudential Insur-
ance Compan> building project in the Back Bay area of Boston.
This bill, which was referred to the Supreme Judicial Court for an
advisory opinion, authorized the Massachusetts Turnpike Authority
.to acquire certain properties connected with the above project, to
use them in part for a garage site and to lease the large site area
to a tenant who, on behalf of the Authority, would build the garage,
and other large structures described in the bill.

In its opinion the court pointed out that this 1960 project so
closely resembled the Back Bay development proposal for the same
site, in 1955, that it must again decide negatively on any special tax
treatment and continue to cite many cogent precedents raised in
the 1955 Opinion of the Justices (332 Mass. 769). Second, the court
felt that the 1960 project was too indefinite to allow it to find pre-
ponderating advantages of either bill over the other as being for a
predominantly public purpose.

The Court indicated respects in which the bill was lacking in
definiteness. There was no declaration in its preamble that urban
development and renewal were public purposes. No question in the
order of the General Court indicates any such reliance There is
only one reference to the Boston and Albany Railroad and this does
not recite the future of the railroad yard. The Court took judicial
notice of the limited service being maintained by the Boston and
Albany Railroad and that it wished to withdraw completely from
passenger service. The Court pointed out that other factors which
are recited in the bill could disclose a condition which would so
affect the inhabitants “as a community, and not merely as individ-
uals,” (Lowell v. Boston, 111 Mass. 454, 470.) that the Court could
find that the proposed corporation wr as to “perform a function for the
public benefit analogous to those performed by various other types
of corporations commonly called public service corporation.”
{1956 Opinion of the Justices, 334 Mass. 760, 763.) In that event
there is a long line of decisions which holds that they “may receive
favored treatment m the matter of taxation.” {1957 Opinion of the
Justices, 335 Mass. 771, 773.)
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In the Court’s final summary, it intimated that the questions
raised might be answered differently in an appropriate bill with a
clearer definition of public purpose. Moreover, the Court further
pointed out that the text of the legislative proposal relative to the
building of a turnpike, a truck terminal, and the proposed municipal
auditorium can be given little weight since they are merely author-
ized and not required by the proposal.

The “Prudential Law” of 1960. —As a result of the above Court
comments, the Attorney General formulated a new legislative pro-
posal, Senate, No. 634 of 1960, which sought to avoid the
pointed out by the court. This proposal was broadly circulated for*
criticism and suggestions before submission to the General Court,
which soon presented it to the Supreme Judicial Court for a review
as to constitutionality.

The questions which were proposed to the Court related to the
Constitution of the Commonwealth; the public nature of industrial
and commercial projects under G. L. c. 121A; the possible problem
of discriminatory legislation in favor of the city of Boston; the
suggested abolition of the planning board; and the proposed devia-
tion from the zoning laws.

The Court’s favorable constitutional review and opinion relative
to Senate, No. 634 of 1960 points out material differences between
this bill and the prior proposal which was critized in Opinion of th
Justices (785 Massachusetts Advance Sheets, 1960). The principal
earlier criticism had been that the Prudential project had not been
described with sufficient clarity in the bill to determine whether it
had a predominantly public purpose. The Court continued that in
any case where the authority to approve is delegated, there must be
a sufficient statement of the standards of approval along with proper
provision for a review of the adequacy of compliance with the
standard. The Court then reviewed the standards or details for
approval which would prevail if Senate, No. 634 were enacted and
concluded that although the standards could be more definite they

tireless suffice for the delegation of legislative author!
In summary, the Supreme Judicial Court in this opinion has noi£relative to the need for a prevailing public

purpose to sustain any expenditure of public funds, but it seems ton

broadened the definition of a public purpo
is was pointed out in the Council’s report of 1957,1 there is a

■, NO. 640, 1957, p.
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strong possibility of using some type of public authority to accom-
plish the public ends sought. The local development commission
could satisfy this need, but their power would need expanding as
they are presently too limited to take part in any broad program of
industrial development.

These areas of development are essential to a maintenance of a
balance in the economy of the Commonwealth since the urban
renewal and redevelopment concept is limited to blighted areas in
some degree. While the expanded concept of “blighted areas”
(see Acts of 1960, c. 776, § 3, amending chapter 121, Massachusetts
General Laws) includes areas that fall into this category by reason
of undue cost and similar economic concepts, it could not be ex-
pected that action for these areas would be approved while those
areas that would fall under the old concept of blighted or decadent
areas still needed aid. The distinction here under consideration is
that between the w'ornout area in terms of facilities as compared
to the areas which are being opened up for the first time.

In order to accomplish this objective in a manner consistent with
accepted practice, and to keep the control of such projects under full
control for fiscal purposes it would seem that a device such as the
Pennsylvania Industrial Development Authority w’ould be most-
effective. This agency, operating under the State Department of
Commerce, can co-ordinate the activities of local development
groups, provide technical assistance, engineering aid and, with
proper safeguards, financial aid for expanded development efforts.

Judicial View in Other States.

The concept of public welfare has also been evaluated by the
Supreme Court of New- Hampshire which recently reached a similar
conclusion to the Supreme Judicial Court of Massachusetts. In
Opinion of the Justices (99 N. H. 528), the court decided that the
mixed public and private benefit of some legislation:

... in some respects . . . would confer a benefit upon the public and in others
it would result in benefit to private individuals. Such legislation is not necessarily
invalid . . . the question is whether it bears directly and immediately, or only
remotely and circumstantially upon the public welfare . . .

In addition, investigation shows that although there were bar-
riers to passage of an act to provide for the Maine Industrial Build-
ing Authority, the program was carried out after amendment of
the state constitution.
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Chapter V. Promotional Activities Elsewhere.

In the prior report of the Research Council in 1957, the activities
of several States were reviewed. This review covered in summary
fashion some 33 States which had been using some means of attract-
ing new industry. Specific reports were made on Pennsylvania and
its Industrial Development Authority; Mississippi and the “Bal-
ance Agriculture with Industry” (BAWI) plan; New Hampshire
and the Industrial Park Authority; and the Connecticut Develop-
ment Commission. The following text brings these state
up to date and adds some new States. w

Connecticut.

The neighboring State of Connecticut has recently underwritten
an extended study by management consultants of the Economic
Development and Competitive Position of the State of Connecticut,
1959-1975. This study, sponsored by the Connecticut Develop-
ment Commission, recommends steps which would improve the oper-
ation of the Commission’s industrial development program. At
the suggestion of the governor of Connecticut this report has been
widely circulated among business, labor and civic leaders seeking
their suggestions and criticisms.

In general, the recommendations of the study emphasize items
relating to tax policy, unemployment compensation, labor, trans-
portation, water resources, economic planning, nuclear industry,
the Connecticut Development Commission and the state university.

The tax recommendations include the long-run objective of
elimination of business personal property taxes and sales taxes on
machinery and equipment, the increasing of tax assessments on in-
dustrial land associated with plants which have been idle for three
years or longer; the lowering of assessments of new plants, of land
newly used for industrial purposes and of industrial land brought
into use after lying idle for three years or more, continuation of the
policy of not taxing federal government property used by manu--
facturers.

Regarding economic planning it is recommended by the Con-
necticut study that a council or department of economic planning
be set up within the executive branch of the government which
would be responsible for;

(a) Annual and long-run economic planning.
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(b) Annual and long-run programs in such fields as labor, re-
sources, transportation and taxation.

(c) Advising the Governor and other executive departments on
economic goals, programs, current and long-run economic develop-
ments, legislative matters and the like.

(d) Co-ordinating plans and programs related to economic devel-
opment and economic policy.

In addition to the above the department would be charged with
liaison, education and basic economic research and statistical pro-
grams on such matters as land use, taxes, underdeveloped and de-
pressed areas and special industry problems.

The study recommends that these programs be carried out even
if the department of Economic Planning is not established. In
this case the Connecticut Development Commission should be the
interim agency for such activities. Generally, the Development
Commission would engage in promotion, field work, prospect han-
dling, public relations involving industrial, vacation and tourist de-
velopment. It is further urged in the report that the Development
Commission set up a trouble shooting committee to identify and
handle problems before dissatisfied companies transfer out of the
State and that they enlist more local industrial promotion support
among the citizens of Connecticut.

The Commonwealth of Pennsylvania has been quite successful in
its multilateral activities in industrial development. The Bureau of
Industrial Development of the State Department of Commerce has
not been satisfied with the arrival of new business firms in the State
on their own initiative. These additions are very welcome, but
they are believed to be inadequate to meet the huge unemployment
problem that faces the State, as a result of declining mining opera-
tions and declines in the railroad repair shops.

Hence Pennsylvania has organized three types of services to at-
tract business, financial, technical and promotional. For these
three types the Pennsylvania Industrial Development Authority is
the financial agency, and the Bureau of Industrial Development pro-
vides the technical and promotional activity. In addition to these
agencies there is a Bureau of Community Development within the
State Department of Commerce. All projects under the Urban
Renewal Program for communities under 25,000 must be channeled

Pennsylvania.
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through this agency since it is the official grantee of federal grants-
in-aid.

Twenty-nine of the 92 employees of the Pennsylvania Depart-
ment of Commerce are directly involved with industrial develop-
ment.

The Pennsylvania Industrial Development Authority helps the
local development organization financially to provide the physical
and technical facilities needed to secure new industrial firms. This
agency works solely with local industrial development corporations.
The Pennsylvania Industrial Development Authority will
loans up to 30 per cent of the project value, but the local agency"
must provide at least another 20 per cent. There is a limitation to
prevent intrastate overlapping of promotional efforts, namely, at
no time may loans be made by the State Authority which cause the
removal of a plant from one area to another area of the State. The
scope and nature of the work of the Pennsylvania Industrial De-
velopment Authority is indicated below.

Loan Activities of the Pennsylvania Industrial Development Authority (PIDA)
July 31, 1956-December31, 1938.

PIDA Loans
, Estimated Planned | Estimated

Project Cost. Employment. ! Annual Payroll.
No. j Amount.

Disbursed ... 44 $5,141,342 !| $16,556,027 8,034 $26,324,500
Awaiting disbursement . 28 3,031,913 | 7,888,349 3,882 13,255,000

Total .... 72 i $8,173,255 || $24,444,376 11,916 $39,579,500

Source: Pennsylvania Industrial Development Authority

The 72 loans tabulated above were made in 28 counties, each of
which was qualified as a “critical economic area” under the defini-
tion of the Pennsylvania Industrial Development Authority. Over
two-thirds of the loans involved transactions with out-of-state firms.
These loans accounted for 75 per cent of the monies lent and 70 per
cent of the planned employment. It might be noted that an early
alternative proposal to the Pennsylvania Industrial Development
Authority was a private development credit corporation which did
not attract enough interest to succeed.
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As indicated in a prior section, the State of New York has adopted
a policy that shuns tax exemption and other artificial economic in-
ducements to attract industry. Its policy is indicated in the fol-
lowing statement:

What then is the state’s role in trying to bring opportunity and income deriving
from new industry into its confines. Basically I believe that the role of the state
in economic development is to provide a structure of necessary service for all its
communities and to help communities to help themselves.

We do not believe in tax concession, subsidies or special favors to management
In assuring them, for example, that labor unions and labor problems are non-
existent.

We do believe a sound enterprise does not need tax concession or subsidies
Finally we have borrowed the credit development corporation from our New

England cousins . . . We are also actively encouraging local industrial develop-
ment corporations. 1

The recent Interim Report of the State of New York Government
Legislative Commission on the State’s Economy2 is in substantial
agreement with the above. This report includes a summary of re-
organization of the state department of commerce along lines more
suited to current needs. Also included is a 1958 resolution of the
State Assembly on business climate which is reproduced in full in
the appendix to this report.

The report concerns itself also with the impact of state taxation;
with the Small Business Advisory Council (which was responsible
for the above resolution of 1958): and finally with a basic com-
parison of New York and of its leading competitors.

One of the older programs for attracting new industry is the
“Balance Agriculture with Industry Plan” of Mississippi. In the
1957 Research Council report 70 new industries were noted as hav-
ing been added by using various financial inducements, including
tax exemption. Through the year 1957, 88 Mississippi communi-
ties had issued $43 million in municipal bonds to finance the con-
struction of 167 new industrial plants. About one-third of these
plants were occupied by approved manufacturers. Most of the
firms were small, with limited capital, and were engaged in light

New York.

Mississippi.

i William D. Carlebach of N. Y. State Dept, of Commerce. Statement in Tax Policy, Vol. XXIV, Nos. 2-3,
February-March, 1957.

2 Legislative Document No. 30 (1959).
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manufacturing connected with food, apparel, furniture and textile
enterprises which did not require highly skilled workers.

This plan stimulated adoption of a similar program by a few
other States but as of 1957 Mississippi’s program accounted for
over one-half of all such types of financing in the seven States hav-
ing similar programs. Mississippi has built 167 plants through this
plan but in the later years of 1956-57 this type of financing has ac-
counted for only 19 per cent of total plant construction (1956-57).

Maine.
The State of Maine has recently established the Maine Industrial

Building Authority which is designed to provide state-insured mort-
gages to encourage an increased flow of mortgage funds. The Au-
thority works in co-operation with local development corporations
in the issuance of this insurance. The local development corpora-
tion is responsible for first approval of the project, for raising at
least 10 per cent of project cost, and it must regulate the loan for
the balance of project needs. Then if the state authority approves
the project, insurance on the mortgage (not over 25 years) will be
issued up to 90 per cent of project cost, which is limited to one mil-
lion dollars. This act was passed only after an amendment of the
Constitution of the State of Maine was adopted to authorize the
program.

At the present time there are active industrial development credit
corporations in the 13 states of Arkansas, Connecticut, Hawaii,
Maine, Massachusetts, New Hampshire, New York, North Carolina,
Pennsylvania, Rhode Island, South Dakota, Vermont, Wisconsin
and the Commonwealth of Puerto Rico. Another twelve States
have organizations which have been either authorized or are in
process of organization. In the seven following States, revenue
bond financing is used or permitted to finance new or expanding
industries: Arkansas, Illinois, Kentucky, North Dakota, Pennsyl-jfe
vania, Vermont, Alabama. In the five following States exemption
of local or state-local property taxes is in vogue: Arizona, Georgia,
Montana, Vermont and Maryland. In addition to the above, five
States have credit authorities primarily concerned with the provi-
sion of investment capital, as follows: Arkansas, Maine, Mississippi,
New Hampshire and Pennsylvania.

Summary of Aids.
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Chapter VI. Federal Programs.

Proposed Area Redevelopment Law,
At the time of the 1957 Research Council report in this area there

were several aid programs pending in the Congress. Unfortunately
some of these proposals have spent years in and out of committee,
being revised, revamped and returned to other committees without
final action.

This situation holds for the Douglas-Kennedy proposal. In the
spring of 1956, the proposed Area Redevelopment Act of Senator
Douglas of Illinois was reported favorably by the Senate Labor and
Welfare Committee and passed the Senate. The House Banking
and Currency Committee then approved the bill but the Rules
Committee held it up. The bill was rewritten by Senators Douglas
and Payne and was approved by the Senate; the House concurred
in 1958 but the bill was subject to a pocket veto after the 85th Con-
gress had adjourned.

In 1959, substantially the same bill, now known as the Douglas-
Cooper-Clark-Beall bill, was approved by both Senate and House
Committees on Banking and Currency, and passed the Senate.
Blocked again in the House Rules Committee, it was forced out by
parliamentary tactics and approved by the House, but it was again
vetoed by the President.

In some degree this legislative failure reflects partisan differences
over the method whereby Area Redevelopment can be accomplished.
However, the Dougias-Cooper-Clark-Beall bill is a bi-partisan ap-
proach to the establishment of a badly needed program to reduce
substantial and persistent unemployment and underemployment in
certain economically depressed areas of this country. As an indica-
tion, Boston is reported as an area in which business is good. Never-
theless, even in the relatively good times in the Boston area in early
1960, Boston still showed moderate unemployment ranging be-
tween 3.0 per cent and 5.9 per cent.

Small Business Investment Act.
Fortunately not all of the proposals which have been presented

to the Congress have suffered defeat. Thus, the 1957 Research
Council report indicated the pendency of a proposal by the Honor-
able Wright Patman, Chairman of the House Small Business Com-
mittee which eventually became the Small Business Investment
Act of 1958. (Public Law 699, 85th Congress, 2d Session, effective



HOUSE No. 3023. [Mar.36

August 21, 1958.) The spirit of the legislation is aptly described by
the Senate sponsor of the legislation, Senator Lyndon Johnson, as
being designed to set up a program that

. . . does no violence to free enterprise, that does not raise the specter of Fed-
eral control of, and competition with, private business . . . Eventual private
ownership is what is proposed here for the small-business investment com-
panies . . .

Perhaps the most important concept which was developed in this
piece of legislation was pointed out by the Honorable Brent Spence,
Chairman of the Committee on Banking and Currency of the
who told the House that: "

... if you want to open the door of opportunity to all who are willing to knock
at it and profit by it, you must preserve small business . . .

The big institution that is nationally known, that has a financial status, that
attracts the investing public to buy its debentures and obligations, has no trouble
in acquiring this character of capital and reserves. The small-business man cannot
get that support.

The above program is not designed to replace the regular loan
program of the Small Business Administration, for the same Con-
gress that passed the Small Business Investment Act has passed
acts making the former a permanent agency of the Federal Govern-
ment with increased maximum loan limits. Nor is the act aimed at
competing with regular commercial bank loan sources, for this type
of agency makes short-term, high-security type loans and is not
equipped to make long-term loans or to provide equity capital. In
addition to establishing the framework for the small business in-
vestment firm the Johnson-Patman Act also authorizes the Small
Business Administration to make loans to state development com-
panies and to both state and local development companies under
more restrictive terms and conditions. To complete the picture,
this act also provided tax benefits for small business. This tax re-
lief aspect of the act was transferred to the Technical Amendments
Act of 1958 before passage since its benefits applied to small business
generally and not just to the small business investment company.

By the latter part of 1960 the small business investment company®
had achieved considerable stature both as a source of funds for busi-
ness, and also as an investment possibility for those with funds
which were idle.

The thirteenth Semi-annual Report of the Small Business Ad-
ministration reports that between December, 1958, when the pro-
gram got under way and December, 1959, a total of 143 proposals
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to form Small Business Investment Companies had been filed and
62 licenses had been issued. Of the remainder, six had been with-
drawn or had been deemed insufficient and 75 were in various stages
of processing. As of December, 1959, 61 companies licensed by
Small Business Administration under Small Business Investment
Company procedures were capitalized at approximately $39.6 mil-
lion with 14 per cent of this amount or $5.5 million representing Fed-
eral funds which is to be repaid as private capital becomes available.
Three of the companies included in these figures have been able to
raise close to $2O million by public sale of stock subsequent to their
licensing.

As for Massachusetts’ participation in this new plan, the Massa-
chusetts Business Development Corporation (MBDC) has obtained
a license for the Massachusetts Small Business Investment Com-
pany, Inc., and as of December, 1959, had invested $lOO,OOO in the
stock of this new company. An official letter of the Massachusetts
Business Development Corporation expressed confidence that these
developments would make it possible to provide such financial assist-
ance as Massachusetts industry may justifiably require in the
foreseeable future.

Small Business Administration.
How has the Commonwealth fared in the Small Business Admin-

istration program in the past several years? An examination of re-
ports of the Small Business Administration for two recent six-month
periods shows the following: during the last six months of 1958 the
Small Business Administration extended 2,513 loans nationally for a
sum total of $121.6 million and during the last six months of 1959
it extended 1,579 loans for a total of $69.5 million. In these periods
Massachusetts activity was as follows: 1

Loans; Loans;
j July 1, 1958 to Dec. 31, 1958. July 1, 1959 to Dec. 31, 1959.

. i
No. Amount. ' No. Amount.

Direct Loans 26 $1,143,500 15 $509,500

Participation 56 $2,527,500 20 $1,233,000

Loans (net), (1 cancelled 1958, ($119,000) ($90,000)
2 cancelled 1959).

110th Semi-annual report Small Business Administration, December 31, 1958. 13th Semi-annual report
Small Business Administration, December 31, 1959.
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In the 1958 period the percentage of loans to manufacturing firms
on the national level was 19.8 per cent; in the 1959 period, 14.4 per
cent. On a cumulative basis, through 1959, the above ratio since
inception of the Small Business Administration is 19.6 per cent.

The most recent figures show that one loan for $48,000 went to a
nursing home which is part of a special program on the part of Small
Business Administration to help such facilities, along with hospi-
tals, clinics and other similar health services. Another $122,000
went to two retail stores in the 1959 compilation. While such ac-
tivities are well within the program of the Small Business Admin-
istration they do not provide the desired type of impetus to*
employment and reduce the value of the total loans toward this
purpose.

*



1961.] HOUSE —No. 3023. 39

STATE.

(Adopted by Legislature in 1958.)

Whereas, This Legislature believes that the health and welfare of the State’s
business community has a direct relationship to the personal welfare of all our
citizens and is thus in the widest interest: and

Whereas, A favorable environment in which to conduct business is essential for
the encouragement of business expansion, the attraction of new business, for the
growth of business and industry and for the broadening of employment oppor-
tunities for all the people; and

Whereas, Business climate and environment is comprised of elements that are
economic, political and social and which include attitudes of government and all
other groups and individuals toward business; and

Whereas, The actions of this Legislature to improve the environment in which
business and industry must operate and to increase its competitive strength will
contribute directly or indirectly to the continuing prosperity of our State and to
the constantly rising standard of living of all our citizens; therefore, be it

Resolved, By the Assembly of the State of New York, if the Senate concur,
that this Legislature henceforth shall examine all proposed legislation relating to
commerce, industry and agriculture in terms of its effect upon the business climate
of the State and shall determine whether such legislation may have any future
discriminating or deterring effect upon the investment of capital and the creation
of payrolls in New York; and be it further

Resolved, That this Legislature reaffirm its dedication to fair and just treatment
in legislation and regulation for all segments of our economy; of fair and equitable
policies of taxation; of impartial treatment for labor and management in their
relationships with governments; and of recognition of the basic rights of all our
citizens, both individual and corporate; and be it further

Resolved, That the members of this Legislature hereby request the Governor
and the heads of each department in State Government to examine their own dis-
cretionary actions and orders in any way relating to commerce, industry and
agriculture, in terms of the effect of such governmental action upon the business
climate in New York; and be it further

Resolved, That the Commissioner of Commerce of the State of New York, in
particular, be requested to diligently and aggressively reflect and work for the
genuine needs of business in this State and thus aid in achieving an improved
business climate; and be it further

Resolved, That the Clerk of the Assembly is hereby directed to transmit copies
of this resolution to the Governor, the Secretary of State and all officials of State
Government, including the head of each department in the Government of the
State of New York.

Appendix A.

RESOLUTION ON BUSINESS CLIMATE IN NEW YORK
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