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PREFACE

Increazses in urban population and in the emphasis on
urban development have increased the need for understanding
the workings of urban economies. One approach to studying
the economies of urban areas is provided by the economic
base theory. The premise of the economic base theory is that
a city supports itself by earning income from outside its
area.

This thesis describes the base theory and some of its
limitations and applies the base approach to Stillwater,
Oklahoma. The Stillwater economy is analyzed in terms of
its income-creating activities, which are identified and
measured by indirect techniques.

The authcr gratefully acknowledges her indebtedness to
the thesis committee, particularly Dr. Richard Poole, Dr.
Julian Bradsher, and Dr. R. W. Trenton, who took time from
busy schedules to give valuable assistance. Appreciation is
also expressed to Ralph Ochsner for his advice as to the
problems and needs of urban planners for particular economic

information, and for his help in editing the thesis copy.
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CHAPTER I
INTRODUCTION

Increasing emphasis is being placed on economic
development of the areas of the world. Nations are attempt-
ing to increasée total production more than enough to provide
for increases in population; states and cities are competing
for industry in efforts to maintain or increase their shares
of the nation's total income. Evidence of this desire is
attested to by the many groups and institutions organized to
promote economic growth.1

Efforts to promote economic growth are directed toward
increasing the employment of an area's productive resources.
Self-sufficiency, not possible for most nations, is less
possible for the regional components and smaller areas
within nations. It is advantageous for an area to specialize
in the production of those goods and services which it pro-
duces most efficiently, that is, at lowest possible cost,
and to trade those goods outside its boundaries for goods

produced more efficiently in other areas. The more

lgach year 10,000 communities are vying for approxi-
mately 350 new industrial installations. (Randall T. Klemme,
"Community Development as Forerunner of Industrial Develop-
ment," Appraisal Journal, XXVIII Ekaber, 196@[444).‘




the activities of an area become specialized, the more
dependent the area becomes on the outside.

Cities are examples of economic areas which, because
of specialization, are dependent upon other areas for goods
and services and for markets for their production. It is
toward a better understanding of these "economies within
economies”2 that the urban economic base concept has been

developed.

The Urban Economic Base Concept

The term '"economic base'" does not carry the same mean-

ing in many of its applications.3 Used in this thesis

2Jervis J. Babb, "Problems of Local Growth and Area
Development," The Little Economies, papers delivered at the
Semi-Annual Meeting, Board of Trustees, Committee for
Economic Development (New York, 1958), p. 9.

3Larry Smith, in '"The Economic Base of the Community,"
Business Action for Better Cities (Washington, D.C. :

Chamber of Commerce of the United States, 1952), p. 44, re-
fers to the economic base as being the ''tax or income base
on which the tax revenue for any community is predicated"
and as '"the fundamental sources of income that may be avail-
able to the citizens in any particular community, from which
they derive their livelihood . . ."

Ernest M. Fisher and Robert M. Fisher say the economic
base is "the sum of all the economic activities within a
community which result in the receipt of income in any form
by its inhabitants." Urban Real Estate (New York: Henry
Holt and Co., 1954), p. 278.

Edward K. Smith in A Guide to Economic Base Studies for
Local Communities (Boston, Mass.: The Bureau of Business and
Economic Research, Northeastern University, 1955), 20 pages,
presents a guide for an analysis much broader than prescribed
by the concept embodied in this thesis.

Andrews concludes that the economic base to many indi-
viduals means a broadscale analysis of the entire economy of
the community, which he prefers to label as an '"economic
survey." Richard Andrews, '"The Problem of Terminology,'"

Land Economics, XXIX (August, 1953) 266-267.




is the more specialized definition recommended by writers in

4

recent literature, particularly Richard Andrews,* who defines

the economic base as consisting of the export activities of
; 5
a community.
Urban base theorists call the proportion of the activi-
ties of an enterprise that are directed toward serving

individuals, businesses and institutions existing outside

6 8

. . 7 . :
the urban area "basic,"  '"primary," '"city-forming," and

"supporting."9 The activities in the area that exist prima-

rily to serve those engaged in '"basic" activities, or to

serve, in other words, the inhabitants of the geographic

N7 mn "8

area, are termed "non-basic,“6 "auxiliary, city-serving,

4A series of articles by Richard B. Andrews appears in
Land Economics, Vols. XXIX-XXXII (Madison, Wisconsin: The
University of Wisconsin, May, 1953 to February, 1956). The
series is entitled "Mechanics of the Urban Economic Base."
Each article carries the series heading and the article
title. References in this thesis to articles in the series
will carry the article title only.

5Andrews, "The Problem of Terminology,'" Land Economics,
XXIX (August, 1953) 268.

6Arthur M. Weimer and Homer Hoyt, Principles of Urban
Real Estate (New York: The Ronald Press Co., 1948), pp. 8b5-
86.

7Robert M. Haig, Regional Survey of New York and
Environs, Vol. I: Major Economic Factors in Metropolitan
Growth and Arrangement (New York, 1928) p. 43.

8Gunnar Alexandersson, '"City-forming and City-serving
Production," Readings in Urban Geography, ed. Harold M. Mayer
and Clyde F. Kohn (Chicago: The University of Chicago Press,
1959), pp. 110-115.

9Bureau of Business Research, The University of New
Mexico, and Research Department, Federal Reserve Bank of
Kansas City, Mo., The Economy of Albuquerque, New Mexico,
1949, p. 21. T




and "service."l0 As the size of the area is enlarged, it is
possible that most of the activities are area-serving, or
"service." For example, the aggregate of activities within
a nearly self-sufficient country are directed toward serving
the needs of the country's inhabitants, while in small,
economically specialized areas, the economic activities are
directed toward serving people outside the area.

An urban economic base study as defined herein divides
an area's activities into "basic" and '"service," and analyzes
the economy in terms of these activities. Proponents of the
economic base approach to urban economic analysis hold that,
given the ratio of basic to total employment and to total
population, one can predict what changes will take place in
the urban economy if there is a given change in the economy's

"base."

Purpose of this Study

The economic base concept was developed to serve as a
short-cut approach to urban economic analysis. Urban econo-
mists and planners have need of such an approach to under-
standing the economies of particular urban areas. Many
articles have been written on the base theory and specific
aspects of the theory. A need exists, however, for a general

statement of the theory and its application by individuals

lOAndrews thinks it preferable to use the terms "basic™"
and "service" to refer to the two large classifications of
economic activities in communities ("The Problem of
Terminology,'" Land Economics, XXIX [August, 1953] 268).




interested in performing or directing a base study.ll

The purpose of this thesis is to describe the theory
and its limitations, and to present an example of its appli-

cation to the Stillwater economy.

Plan of Presentation

First, a survey of the literature on the economic base
and an outline of the procedures for performing a base study
are presented in Chapter II. In Chapter JII, the economic
base approach is applied to the Stillwater economy.
Stillwater's economic base is appraised in terms of the
analysis presented. The conclusions and summary appear in

Chapter IV,

llA guide to economic base studies for cities is con-
tained in The Community Economic Base Study, by Charles M.
Tiebout (Supplementary Paper No. 16, [New York: The
Committee for Economic Development, December, 19627, 86
pages), published after this thesis was begun. Tiebout
describes a base analysis more closely reflecting what
Andrews refers to as a complete economic survey. See
Andrews, "The Problem of Terminology," Land Economics, XXIX
(August, 1953) 266-267.




CHAPTER 11

A SURVEY OF THE LITERATURE CONCERNING

THE ECONOMIC BASE

Homer Hoyt developed the economic base concept to serve
as a short-cut forecasting tool.,1 Since the development of
the concept, economic base analysis has been both broadened
and refined. Economic base studies need not be short-cut
studies, but may be as broad and inclusive as time and funds
permit.

Because of differences in the size and function of study
areas, and in available resources for performing the studies,
no standard step-by-step process is universally applicable.
The following description of the base study process is,
therefore, intended to be explanatory of general procedures

only.

Delimiting the Base Area

Few guides to the researcher for defining the base

area appear in the literature on economic base analysis.

lﬂlthough statements appear in earlier literature to
indicate that researchers were using the idea of basic and
service activities, Homer Hoyt developed the present-day con-
cept in 1936 when he was employed by the Federal Housing
Authority to study housing market demand. See Andrews,
"Historical Development of the Base Concept," Land Economics,
XXIX (May, 1953) 163.

6



Andrews' statement that the urban community is an '"'economic

entity whose mechanism of productive and distributive
parts is interdependent to a very high degree,”2 suggests
that the area should include:

1. A cluster of individuals who are interdependent
because of their residence, employment, and income
expenditure

2. Activities that (a) employ the above individuals
paying them income, or (b) receive income from the
above individuals by way of expenditures by the
individuals for the goods or services provided by
the activities.

The choice of a particular boundary, whether it be an

established political area, such as an incorporated area, or
an arbitrarily determined one, depends upon the purpose of

the study and the availability of data.

Measuring the Base

The Importance of Basic Activities

The premise of the economic base theory is that basic
employment supports the city. Unless the city serves needs
of those living beyond its borders it cannot long continue

to exist. Residents of one area need the services of other

2"The Problem of Base Area Delimitation,'" Land Economics,

XXX (November, 1954) 317-318.




areas if they are to specialize, as was noted aboveu3 A
frequently quoted statement of this idea is: '"The residents
of a city cannot support themselves by taking in their own
washing.”4

Further, the theory provides that without growth of
basic employment in an urban area, there can occur no signif-
icant growth in population. Homer Hoyt, perhaps the strongest
advocate of the base concept, states that '"the overwhelming
weight of the evidence . . . [indicates] that if there is no
fresh accession of the numbers engaged in basic employment
or in the dollar incomes of those engaged in basic activity,
the particular urban region will thereafter grow very slowly
if it grows at all."5 For employment in service activities
to expand significantly, there must be significant expansion
in the basic sources of income.

It is on its emphasis on the importance of basic
activities that the economic base theory has drawn its great-

s s 6 . —
est criticism. Tvpical statements of such criticism are:

3See the discussion of specialization and self-

sufficiency, pages 1 and 2.

4Arthur Weimer and Homer Hoyt, Urban Real Estate (4th
ed.; New York: The Ronald Press Co., 1960), p. 362,

5Homer Hoyt, '"'The Utility of the Economic Base Method
in Calculating Urban Growth,'" Land Economics, XXXVII
(February, 1961) 58.

6Criticisms appear in: Sue Moyerman and Britton Harris,
"The Economics of the Base Study,' Journal of the American
Institute of Planners, XXI (1955) 88-93; R. W. Pfouts and
E. T. Curtis, "Limitations of the Economic Base Analysis,"
Social Forces, XXXVI (May, 1958) 303-310; Britton Harris,




1. Inherency in the theory of a "mercantilistic bias"
2, Neglect by the theory of imports into the community
3. Concentration of attention of the '"most important"
industries.
Each of these criticisms is believed by this writer to be a
result of a misinterpretation or an intended extension beyond
the theory's intended use and its potential, |
Referring to the accusation of a mercantilistic bias,
it is not the purpose nor the desired result of base studies
to devise ways of earning additional income from outside the
community, or earning additional income at the expense of
other communities. Rather, by identifying those activities
that earn income from outside the area, one can more easily
determine the effects of changes in the basic activities
upon the service activities, and therefore upon the local
economy. Although it is on the importance of basic activi-
ties that the theory is predicated, this is not to say that
it devalues the importance of service enterprises. As stated
by Hoyt, "an adequate supply of what are usually thought of

as service activities may help to generate economic growth

"Comments on Pfouts's Tests of the Base Theory,'" Journal of
the American Institute of Planners, XXIV (1958) 233-237, =~
Morgan D. Thomas, "The Economic Base and a Region's Economy,"
ibid., XXIII (1957) 86-92; James Gillies and William Grigsby,
"Objections of the Economic Base Theory and An Alternative
Theory, " ibid., XXII (1956) 17-23; Hans Blumenfeld, 'The
Economic Base of the Metropolis," ibid., XXI, (1955) 114-132;
and Melvin L. Greenhut, "Comments on the Economic Base
Theory," Land Economics, XXXV (February, 1959) 71-75.
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and the lack may retard economic growth."7

If a community can detect or devise a competitive
advantage over other communities in the production of some
economic good, then it is to the advantage of the entire
(national) economic community for it to produce the product.
The benefits of specialization cannot accrue unless advan-
tage of such opportunities is taken.

The finding might well result from the base study that
the economic well-being of the community could be improved
by increasing certain services. Such findings result also
from market surveys, for which no criticism is given by
those who criticize base analysis for being mercantilistic.
Moreover, the locating of such enterprises would occur on
the basis of a profit possibility, not on the statement of
the need of such enterprises as expressed by the base study.

Not totally, if at all, does the base theory neglect
the import side of the ledger, nor does it place one activity
in a category of more "importance" than others. Even indi=-
rect measurements, such as that used in Chapter III, point
out the degree to which the community depends upon imports
for its existence.

The assignment of a degree of importance may be made by
the researcher as a result of the base study, in an attempt
to show to what extent the economy would be affected by a

decline or an increase in some activity. Ability to make

“Arthur Weimer and Homer Hoyt, Urban Real Estate (4th
ed., New York: The Ronald Press Ceo., 1960), p. 369.
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such a prediction would be considered a desirable result of
the analysis.

Many criticisms of the base approach, such as those
discussed above, that have appeared in past years do not
apply today. In recent literature8 economic base analysis
as a system of study has been expanded, qualified, and
refined. For example, it is known tnat basic activities,
just because they serve a non-local market, may not be as
important as originally assumed. One must take into account
qualitative aspects of a basic enterprise--the net income it
brings into the community, salary levels within the enter-
prise, and the dependability of income from the enterprise--
as well as quantitative aspects. The effectiveness of the
service activities of an area are important. Further, not
only the creation of income from the outside, but the flow
of spending within a community is significdnt.

No one statement about the set of relationships of
economic activities within a community applies universally
to all urban areas. The base theory is no "magical formula"

that gives insight into the intricate workings of an urban

economyo9 Such insight comes from a deep analysis of a

8Reference is made here to Andrews' "Urban Economics,
An Appraisal of Progress,'" Land Economics, XXXVII (August,
1961) 219-227; and to Tiebout™s The Community Economic Base
Study, Committee for Economic Development Supplementary
Paper No. 16 (New York, December, 1962) 84 pages.

9Homer Hoyt, "The Utility of the Economic Base Method
in Calculating Urban Growth,' Land Economics, XXXVII (August,
1961) 52. T
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wealth of information. Base studies can be as comprehensive
as the resources available for conducting the study permit,

but data and funds are usually 1imited,10

Identifying Basic Activities

To classify a given activity as basic is to say that by
some unit of measure the activity serves the non-local market.
Identification and measurement of basic activities are, there-
fore, associated, inseparable processes. Some unit of measure
must be chosen by which identification of basic activities

is made.

Units of Measure

Of the several units of basic activity measurement
suggested in the literature, and discussed below, no single
one is all-inclusive. The choice of one or more of the
units depends upon the purpose of the study and the avail-

ability of data.

Employment

Employment, because of its economic significance and
the availability of data, is the most widely used unit of
measure in base studiesgl1 The number of jobs is an impor-

tant indicator of numbers of family groups and, hence, total

10Tiebout, The Community Economic Base Study, Supplemen-
tary Paper No.16, New York: Committee for Economic Development
December, 1962), p. 45.

11Andrews, "The Problem of Base Measurement,' Land
Economics, XXX (February, 1954) 53-54.
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population. Moreover, if the base study is to be used as a
tool for prediction of changes in the economy, then the ratios
of basic to service employment, basic to total employment,
basic employment tc total population, and total employment to
total population, should be important results of the study.
To obtain these ratios it is necessary that an analysis using
a unit of measure other than employment include a conversion
of that measure to employment.

When employment is used, adjustments must be made of
"moonlighting." that is, the hclding of two jobs by one per-
son, and cf part-time and seascnal employment to indicate an
equivalent number of full-time jobs, i1f the amount of such
employment is significant in the area.

An inadequacy of employment as a unit of measure, rele-
vant for subsequent comparisons to an initial base study,
is 1ts lack of application to changes in productivity.
Increased output per worker, for instance, could bring about
changes in income and in the demand fcr services with no

change in the number of basic employees.

Supplementary Units of Measure

Although employment is a fundamental quantitative
measuring unit, and is intrinsic tc the base ratios, it does
not measure qualitative aspects of the community's economic

base.13 Other units of measure, such as payrolls, value of

12P1erre R. Crosson, "Further Comment on Economic Base
Theory," Land Economics, XXXVI (May, 1960) 197-201.

13Andrews, "The Problem of Base Measurement,'" Land
Economics, XXX (February, 1954) 52-60.
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production, and value added in production, some of which are
more qualitative, are subject to limitations as great as
those possessed by employment.

Payrolls, for example, while giving clues as to living
standards, do not measure non-labor income. Non-labor
earnings, such as income from rentals and interest on invest-
ment, may add substantially to total community income and
employment. Measuring the base through physical production
or value added in production does not account for non-physical
output.

The conclusion is, though the unit or units of measure
may be dictated by available statistics, that the limitations
of the various units should be recognized. Where feasible,
the use of a supplementary unit adds perspective to the

study\l4

Problems in Identification

Certain problems are common to the task of identifying
basic activities in most urban areas. Representative of
these problems are '"mixed'" and "linked" activities. Few
firms are pure exporters. Ordinarily, a firm's activities
are '"'mixed;'" part of its output is for the local market

(service), and part i1is for the non-local market (basic)o15

4Andrews, "The Problem of Base Measurement,'" 1ibid.,
p. 59.

15Andrews, "General Problems of Identification."
Economics, XXX (February, 1954) 164.

Land
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There may exist in the community activities that are
"linked" to, or are directly dependent on, basic activities
for the sale of their product. The question arises in such
an instance as to whether to count the activity as basic or
service. An independent automobile starter factory which
markets its product solely to a local automobile manufacturer-
exporter is a clear-cut example of a linked activity that can
be counted as basic as is the consuming automobile manufac-
turer.16 Few cases of linked enterprises are so easily
identified and measured

In the measurement of the base of highly specialized
communities, such as satellite or university communities,
special problems are encountered. 1In the case of the
university city, for example, there is a problem of measuring
the exports of goods and services consumed by the student.
Sales of clothing, housing, and personal services, for
instance, to students who normally reside outside the area

17

are exports. A further complication in the measurement

process arises from the part-time employment of students.

Techniques of Identification and Measurement

Several approaches to identification and measurement of

basic activities appear in the literature on the economic

lﬁAndrews, "Special Problems of Base Identification,"

Land Economics, XXX (August, 1954) 268.
17

Ibid., p. 26.
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base. Those currently regarded as feasible18 are the ''sales-
employment conversion,' the 'significant enterprise,'" and the
"location quotients" techniques. The sales-employment con-
version is a technique involving direct contact with firms,
while the location quotient method indirectly identifies and
measures basic activities. Each method, described below,

uses employment as the unit of measure.

Sales-Employment Conversion

Through the use of questionnaires and interviews, the
proportion of sales outside the area by each local firm is
determinedu19 This proportion is then applied to the firm's
employment., As an example, if 50 per cent of a firm's sales
are to individuals, businesses or institutions outside the
base area, then 50 per cent of the firm's employees are said
to constitute basic employment, with the remaining 50 per
cent "'service'" employment.

Since firms seldom have complete records on the location
of their customers, it is necessary to rely on estimates of
sales by the firm outside the area. Such firms may or may

not cooperate in making such estimates. Further, as the

18Ear1y users of base analysis assumed certain activities,

like manufacturing, to be basic, but this technique has been
replaced by methods involving more realistic assumptions,
such as those in the context of this paper.

19This method was used in the base study for Madison,
Wisconsin. See John W. Alexander, '"An Economic Base Study
of Madison, Wisconsin," Wisconsin Commerce Papers (Madison:
Bureau of Business Research and Service, The University of
Wisconsin, 1953), 98 pages.
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size of the area becomes larger, this method becomes more
costly in terms of time and funds. In large areas, it is
necessary to rely on sampling devices. The use of question-

naires and interviews, therefore, has important drawbacks.

The Significant Enterprise Approach

A simplified technique for base identification can be
used when the activities of most significance to the economy
are concentrated in a small number of firms. Operations of
these firms are then studied to find the influence they
exercise on the base. '"Significance' could mean relation
of the firm's size to other firms in the area, the proportion
of the area labor force employed by the enterprise. and the
relation of its payroll to total community incomea20 Using
this technique, the researcher could give more attention to
detail and accuracy in the study of the sample firms.

Care must be taken when using this technique that a
perspective of the complete economy is obtained. Ignoring
many small enterprises that, if added together, might exer-
cise significant influence on total population and employment

could cause the researcher to lose sight of the total economy.

The Location Quotient Technique

In the national economy, each major type of activity--

2OAndrews, "Special Problems of Base Identification,"
Land Economics, XXX (August, 1954) 265-266.
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agriculture, manufacturing, retail trade, and so on--employs
essentially enough individuals to serve the population of
the country.21 Location quotient522 compare local employment
to national employment, on the supposition that the local
economy requires the same proportion of its labor force in
each activity as does the national economy. Industries
employing a greater percentage of the local labor force than
is employed nationally are assumed to export. For example,
if 35 per cent of the local labor force were employed in
manufacturing whereas 27 per cent of the national labor force
were so employed, then 8 per cent of the local employment
would be assumed to be basic. Thus, the method identifies
export industries and roughly measures basic employment in
those industries.

The following formula can be used to determine the number
of basic employees in each industry group of employed

persons:

21This statement has reference to a virtually self-

sufficient country such as the United States.
22The location quotient technique is attributed to Homer
Hoyt. Techniques using essentially the same methods as the
location quotients technique are termed ''macrocosmic'" by
Andrews in '"General Problems of Identification,'" Land Economics,
XXX (May, 1954) 166; the "index of surplus workers," by John
M. Mattila and Wilbur R. Thompson in "The Measurement of the
Economic Base of the Metropolitan Area,'" Land Economics, XXXI
(August, 1955) 215-228; and '"localization coefficients™ by
C. L. Leven, in '"Measuring the Economic Base,' Papers and
Proceedings of the Regional Science Association, I1 (1956)
250-258.
23J0hn M. Matilla and Wilbur R. Thompson call this the
"Index of Surplus Workers'" formula in '"The Measurement of the
Economic Base of the Metropolital Area,'" Land Economics, XXXI
(August, 1955) 215-228.
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(2.1) a
B= 8y - _tg. Where
Et 1 B = the number of basic employees
e. = local employment in the

industry group

e, = total local employment
Et = total national employment
Ei = national employment in the

industry group

If certain qualifications are made, such a method can be
useful in identification and measurement of basic employment
where data or resources prohibit more direct measures. Local
divergencies from the national norm must be considered because
of the following possibilities:

1. A given area may consume none of the productioﬁ of
a local industry, as Andrews points out in his example of a
maching tool industry in a small city,24

2. Industries in a given area may employ numbers below
the national average, but may contain enterprises which are
solely or in part engaged in exporting.25

3. Local tastes and preferences may cause significant
differences to occur between local consumption habits and

national ones,26

24Andrews, "General Problems of Identification,'" Land
Economics, XXX (May, 1954) 166.

25Ibid.

261bid., p. 167.
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Applying the Base Ratios

Given information on total employment and population in
the community, and the number employed in the basic sector,
it is possible to find the ratios of:

Basic to Service Employment

Basic to Total Employment

Basic Employment to Total Population

Total Employment to Total Population

It is well recognized that different cities have different
base ratios°27 Large numbers of unmarried women employed in
the base area, such as in Washington, D.C.; the existence of
another city close by; and qualitative aspects of the area's
population, such as a young, highly-skilled work force, will
cause differences in the ratios between cities. Representing
"typical'" or average conditions28 are the ratios given below:

Basic to Service Employment 1

Basic to Total Employment 1

Basic Employment to Total Population 1

Total Employment to Total Population 1

The above ratios indicate that out of a total population
of, for example, 60,000, typically 10,000 would be employed
by the community's basic activities, and 20,000 would be

employed in service activities. A total employment of 30,000

would support 60,000 people.

27Andrews, "The Concept of Base Ratios,' Land Economics,
XXXI (February, 1955) 47-53.

28

Ibid., p. 48.
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In using the ratios to estimate changes in the economy,29

it is assumed that when employment in the basic sector under-
goes a change, sympathetic changes occur in service employment
and total population«30 According to the above ratios, if
basic employment were increased by 100, an additional 200
workers would be required in the service sector, and total
population would increase by 600,

Two possible economic conditions warrant consideration
in the use of the ratios in forecasting. These conditions
are unemployment and less than capacity operation in the
service sector, the existence of which will inhibit sympa-
thetic changes in total employment and population which result
from a given change in basic employment.

For example, increases in the demand for services initi-
ated by an increase in basic employment may be accommodated
by existing service employment31 if service enterprises are
operating at less than their capacity. An increase in basic
employment could, in this instance, impel no increase in

service employment.

29It should be noted that the base study does not

necessarily include a forecast, nor are the base ratios
necessary in forecasting. See Charles M. Tiebout, The
Community Economic Base Study, Supplementary Paper No. 16,
(New York:  The Committee for Economic Development, December,
1962); p. 7%.

30These changes, though automatic, do not occur instan-
taneously. See Andrews, '"The Concept of Base Ratios,"™ Land
Economics, XXXI (February, 1955) 50.

31 2 ; ; ; ;
Or by a rise in prices if there are barriers to
increases in scale.
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Also, increases in total employment may initiate no
change in population if the increased number of jobs are

filled by unemployed members of the existing labor force.

Adjusting for Ratio Changes

Base ratios are not, of course, instruments for predict-
ing the time and nature of events that will affect the local
economy. Nor, as Hoyt points out, has such an instrument
been perfectedq32 The base study analyzes the economy at
one point in time and gives ratios that can serve as tools
for predicting possible changes in the local economy, given
a change in its base.

When using base ratios to forecast employment and popu-
lation, it is necessary to adjust for any changes that may
have occurred since the ratios were computed. Outside influ-
ences such as recessions, shifts in industrial location
patterns, and war; and internal influences, such as a change

from a labor intensive to a capital intensive plant, can

cause changes in the community's base ratios.

Appraising the Economy

The utility of the base study lies in the extent to
which the base data can be used in appraising the economy's

present and potential performance. Implicit throughout the

32Homer Hoyt, ""The Utility of the Economic Base Method

in Calculating Urban Growth,' Land Economics, XXXVII,
(February, 1961) 58.
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foregoing discussion of the base study process is the impor-
tance of income creation, although, because of the practical
and conceptual difficulties in measuring income, this dis-
cussion, along with base analysis in general concentrates
its attention on employment.

While base analysis concentrates on employment, an
appfeciation not only of employment but also the flow of
income is important in appraising the economy. Obviously,
service employment is dependent upon the local expenditure
of income from both basic and service employment. However,
it is through the initial expenditure of income from basic
employment that service employment is created. Therefore,
the treatment of the flow of income in the appraisal process
becomes more explicit.

The following simplified model provides a framework for
anélyzing the flow of income within an urban area.

Basic enterprises produce goods and services to be
exchanged outside the community for income. Net income33
flowing into the community from outside is distributed
initially as follows:

1. to local establishments furnishing product inputs.

2. to employees of basic enterprises in the form of
wages and salaries, and

3. to the owners of basic enterprises in the form of
profit.

33Net income here refers to total receipts minus pay-

ments to individuals, businesges, and institutions outside
the community for produce inputs--raw and semi-finished
materials, and services.
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Income paid by basic enterprises to local establishments
for resources is directly linked to the basic enterprises.,
Employment in a linked activity needed to serve an exporting
enterprise is basic employment,34 the income from which is
dispersed in the same manner as other basic employment income.

Employees’ income from wages and salaries and owners'
profits are used for savings and expenditures. The allocation
of income between saving and spending depends upon the saving
and-spending habits of the area's inhabitants. For purposes
of éimplification, that portion of income that is saved 1is
omitted from the discussion.

Expenditures of basic income by these individuals have

the following flow:

A. outside the community for goods and services; that
is, for imports,

B. locally to individuals, businesses and institutions
for goods and services produced inside the area.

The income spent locally accrues to the community's
service establishments for goods and services produced in-
side the area. From there it is respent locally for goods
and services, or it flows outside the community to pay for
imports.

Indicated by the above model is the necessary dependency
of the community upon other areas for goods and services.
Interdependency among individuals within the community is

also illustrated. A study within this type of framework can

34See the discussion of "linked'" activities, page 15.
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give clues as to how effectively service enterprises are
operating. Local market possibilities may be indicated.,35

For example, imports by residents of gobds and services
that are or could be furnished inside the area may be revealed.
In a freely competitive economic atmosphere, if there is a
competitive advantage, it should be taken. I1f firms inside
are not competitive with firms outside the area, then import-
ing will occur. Should the local firms be operating at less
than optimum capacity, then local resources are not being used
to their potential. Real income is maximized when resources
are used most efficiently.

Base analysis may pinpoint local problem areas. For
instance, heavy reliance on a basic industry that is subject
to governmental or industrial policy changes may be shown.
Demand for military aircraft replaced by demand for missiles,
for example, caused employment and population changes and

36 Sandia

need for economic adjustment in Wichita, Kansas.
Base installation, because of its experimental function, was
appraised as being a reasonably reliable source of income in

the Albuquerque, New Mexico, base study. Kirkland Field, on

the other hand, was viewed as being a less reliable source of

35Statements implying market potentialities, made in
base literature, are no doubt the cause for the accusation
that the base concept has a mercantilistic bias. Discussion
of this criticism appears on pages 9 and 10.

36Homer Hovt, '""The Utility of the Economic Base Method
in Calculating Urban Growth," Land Economics, XXXVII
(February, 1961) 55. )
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income because of its military preparedness function.37

In a local economy, a current employment boom in an
industry, such as residential construction, may be the result
of a backlog of demand that may be satisfied in the near
future. Preparations can be made for a decline in such em-
ployment if the possibility of a decline is pinpointed.

In this chapter, the economic base study process, con=
sisting of delimiting the base area, identifying and measur-
ing basic activities, applying the base ratios, and
appraising the economy, was discussed. In the chapter which

follows, the analysis is applied to the Stillwater economy.

37Bureau of Business Research, University of New Mexico,
and Research Department, Federal Reserve Bank of Kansas City,
Missouri, The Economy of Albuquerque, New Mexico, 1949, p. 45.




CHAPTER III
THE STILLWATER ECONOMY
Base Area

Stillwater, the Payne County seat, is situated in north-
central Oklahoma, 68 miles north-east of Oklahoma City and 76
miles west of Tulsa.1

The incorporated area of Stillwater constitutes the base
area for this study. Much of the information considered
vital for the present study is provided for incorporated
areas in census publications. 1In most instances census data
is the only information available.2 It is felt that the
incorporated area fulfills the requirements for base areas

presented in Chapter II as well as the other existing area

designations,3 or as some arbitrary delimitation that would

lThe Business Extension Service, Oklahoma State
University, The Economic Factors of Stillwater and Payne
County, a report prepared for the Oklahoma Department of
Commerce and Industry (Stillwater, 1962), p. 12.

2Since frequent use is made of published volumes of the
Census of the Population, 1960 (U.S. Department of Commerce,
Bureau of the Census [Washington: U.S. Government Printing
Officé] ), later references in this thesis will be footnoted
simply 1960 Census, with the appropriate volume title.

3 ;

Payne County, Stillwater Township, and the Primary
Planning Area were considered as possible base area
designations.

27
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perhaps be more realistic for the study but impractical
because of inaccessability of data. Goods and services
produced for and consumed by individuals, businesses, and
institutions whose normal location is outside the boundaries
cf the incorporated area are considered exports.

It should be noted that ccllege students are counted as
residents of the community in which they are residing while

attending college in the 1960 Census of the Population. Also,

the area constituting what is called "Vets Village," since
deannexed, was a part of the incorporated area in 1960.
Therefore, the residents of Vets Village, married students
and their families, are also included as Stillwater residents
in the census count. For purposes of this study, however,
the term "residents'" refers to those individuals whose normal
residence is Stillwater--the total census population count
minus those who are listed in the Census as being college
students. The term '"residents'" in this study, therefore,
excludes students but does not exclude the families of married
students. Further discussion of this subject appears on

pages 50 and 51.

Basic Activities

Identification and Measurement

Information on what and how much firms produce and sell
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outside the Stillwater area, thus bringing employment4 and
income to the community, is not available except by asking
the individual business operators. Such a survey, because
of the resources required for gathering the data, is con-
sidered beyond the scope of this study.

That this thesis lacks a complete survey, or a survey
of sample firms, is not felt to be a severe disadvantage.
Short-cut approaches, though possessing drawbacks as alterna-
tives to surveying to identify and measure basic activities,
seem appropriate for use here for three notable reasons.

First, base studies were conceived as tools that could
be used in appraising and in predicting changes in urban
economies without incurring the time and cost involved in
complete economic surveys.

Second, firms are somewhat reluctant to reveal informa-
tion on the exact nature and destination of their sales.
Moreover, the quality of the information, once obtained, is
questionable. Retailers seldom have complete records on the
usual residence of their customers, making it necessary for
them to estimate the percentage of their sales to individuals

outside the area. In Stillwater the estimate is made more

4The number of persons per firm needed to serve the
export market can be computed by converting the percentage
of export sales to firm employment, as explained on page 16,

5Andrews, "Historical Development of the Base Concept,"
Land Economics, XXIX (February, 1953) 161-167, and Andrews,
TComments Re Criticisms of the Economic Base Theory,"
Journal of the American Institute of Planners, XXIV (1958),
P. 30 T
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difficult because of the added problem of differentiating
student customers, whose purchases are exports, from cus-
tomers who are normally local residents. Information
obtained through surveying would, then, be estimated.

Third, as will be shown, the Stillwater economy is a
specialized, rather simply constructed one, making simplified
techniques, which would be inadequate for complex, highly
diversified urban centers, sufficient tools for this study.
Considering the resocurces needed to gather the survey data,
the survey is believed to be of comparatively less practical
value than estimates made indirectly through available
techniques.

Location quotients, discussed in Chapter II, are used
to identify basic activities in the Stillwater area. This

technique measures and identifies basic activities through

employment, which is the unit of measure in which the large
amount of available data are stated. An insufficient amount
of information was accessible to warrant the primary use of
either payrolls or income in this study.

The task in studying Stillwater's économic base, then,
is in identifying activities that serve the non-local market,
and determining the employment created by those activities.
Results of the identification and measurement process are

given in the discussion below.

Identification by Location Quotients

Table I, below, compares the employment pattern of the
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Stillwater area with that of the nation. For each industry
group of employed persons, the table shows the percentage of
Stillwater's employment in the industry group as compared to
the nation's employment in that industry group. The percent-
age of local employment in excess of the national percentage
in each industry group is assumed to be basic employment.

Such a comparison of local to national employment assumes
that the community's consumption of the products of each of
the industry groups is the same as the national average.

Also assumed is that productivity of resources,mainly labor,
is the same as the national average. Under these assumptions,
the city would require, in the absence of economic special-
ization, the same percentage of its labor force to produce

the products of each industry group as does the nation.

Table 2 shows numbers of workers, rather than percent-
ages, above or below the number that otherwise would be
required locally, based on the same assumptions aboveq6
Tables 1 and 2 indicate which industry groups contailn
basic employment, and the proportion of the local labor force
that is basically employed in those industry groups,7 This

information is summarized in Table 3.

6An explanation of the technique used to determine the
information given in Tables 1 and 2 on basic employment is
presented on pages 17 to 19.

7The census industry groups referred to in Tables 1 and
2 as "Other Retail Trade' and "Other Personal Services,'" are
hereinafter referred to as "Retail Trade' and '"Personal
Services," respectively. To allocate surplus workers to the
"Industry Not Reported" group, the total number of surplus
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PERCENTAGE DISTRIBUTION OF EMPLOYED PERSONS
BY INDUSTRY GROUP, CITY OF STILLWATER,

AND THE UNITED STATES,

1960

Percentage Percentage Percentage
of Total of Total of Basic
Industry Group Employed Emploged Employpient
Stillwater? U.S. Stillwater
, (Col.1-Co0l.2)
(L (2) (3)
Agriculture........... 3.5 6.6 -3.1
Forestry and Fisheries .1 sk -
MUIndnEgasine s & o o osstsge s o » .9 1.0 - .1
Construction.......... 5.4 5.9 - .5
Manufacturing ........ 4.3 27 292 .8
Railroad and Railway
Express Service..... .2 1.5 - 1.8
Trucking Service and
Warehousing. ........ .8 1.4 - .6
Other Transportation.. .4 1.4 -1.0
Communications........ 1.2 1.3 - 1
Utilities and Sanitary
Services.......v004. 1.3 1.4 - .1
Wholesale Trade . ...... 1.7 3.4 -1.7
Food and Dairy °
Products Stores..... 2.1 2.6 - .5
Eating and Drinking
Places. . « s voweoms v v 2.7 2.8 - .1
Other Retail Trade.... 10.8 9.4 + 1.4
Finance, Insurance,
and Real Estate..... 2.9 4.2 -1.3
Business Services..... : .4 1.2 - .8
Repair Services....... 1.0 1.3 - .3
Private Households. ... 2.2 3.0 - .8
Other Personal Ser.... 5.3 3.0 +92.3
Entertainment and
Rec. Services....... .9 .8 + .1
Hospitals............. 7 2.6 -1.9
Educational Services
Government.......... 37.0 3.9 +33.1
Private. ............ 1.2 1.3 S
Welfare, Religious
and Non-Profit
Membership Org. .... 2.1 1.3 + .8
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TABLE 1--Continued
Percentage Percentage Percentage
of Total of Total of Basic
Industry Group Employed Emploged Employment
Stillwater? U.S. Stillwater
(Col.1-Col.2)
(1) (2) (3)
Other Professional
and Related Ser..... 2.2 2.5 - .3
Public Administra-
tl0Ncocoooooaoososoa 5.4 5.0 + .4
Industry Not
Reported..vcceovconsn 3.3 4.0 - .7
Totalsewasi ¢ sass| 100.0 100.0 -

ACalculated from 1960 Census, Vol. 38C, General Social
and Economic Characteristics, p.

190.

See formula, page 19.

b1960 Census, Vol. 38, General Social and Economic
Characteristics (U.S. Summary), p. 221.




ACTUAL, NEEDED, AND BASIC EMPLOYMENT

TABLE 2

BY INDUSTRY GROUP
STILLWATER, 1960

34

Actual Employment Basic
Industry Group Employment? Needed Employment®
(1) (2) (3)

Agriculture........... 295 553 - 258
Forestry and Fisheries 8 12 - 4
Mining..........co00n.. 72 85 - 13
Constructicn.......... 459 496 - 37
Manufacturing......... 362 2,277 -1,915
Railroads and Railway

Express Service..... 13 122 - 109
Trucking Service and

Warehousing......... 66 118 - 52
Other Transportation. 36 115 - 79
Communications........ 102 107 - 5
Utilities and Sani-

tary Services....... 113 117 - 4
Wholesale Trade....... 143 288 - 145
Food and Dairy Prod-

ucts Stores......... 175 220 - 45
Eating and Drinking

PlaceS.....c.oceeeen 229 234 - 5
Other Retail Trade.... 906 791 + 115
Finance, Insurance,

and Real Estate..... 247 350 - 103
Business Services..... 37 99 - 62
Repair Services....... 84 110 - 26
Private Households.... 186 249 - 63
Other Personal Ser.... 449 252 + 197
Entertainment and Rec.

Services............ 73 65 + 8
Educational Services

Government.......... 3,113 330 +2,783

Private............. 99 111 - 12
Welfare, Religious and

Non-Profit Member-

ship Organizations.. 177 111 + 66




TABLE 2--Continued
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Actual Employment Basic
Industry Group Employment? NeededP Employment®
(D) (2) (3)
Hospitals:sssismunissea 59 219 - 160
Other Professional

and Related Ser...... 184 214 - 30
Public Administration.. 455 416 + 39
Industry Not Reported. 274 1704 + 1049

aSource: Table 1.

bCalculated by applying the location quotient formula,

given on page 19,

“Col. 2 minus Col. Y.

dFor method of allocation, see page 31.

TABLE 3

BASIC EMPLOYMENT, BY INDUSTRY GROUP

STILLWATER, 1960

Industry Grou Basic Basic
" 4 # Percentage? Number?
Retall Trade. i «a e cmmens & ¢ o orevesas 5 v o 1.4 115
Personal Services..............uu.-. 2.3 197
Entertainment and Recreation
Services: i vansssvenmnds e raena s e .1 8
Educational Services, Government..... 33.1 2,783
Welfare, Religious, and Non-Profit
Membership Organizations........... .8 66
Public Administration................ .4 39
Industry Not Reported Allocation..... o 104
Total Number of Basic Employees - 3,312
4Source: Table 1. bsource: Table 2.
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Each of these industry groups is discussed below to
narrow the identification from basic industry groups to
specific activities within the industry groups. The compor
nent enterprises in the industry groups are those used and

defined in the census publications and the Standard Industrial

Classification Manual.8

Retail Trade

The category referred to here includes establishments
engaged in retailing building materials, hardware, general
merchandise, farm equipment, apparel and accessories; and
gasoline service stations, drug stores, jewelry stores, and
florists.

Since sales to students are defined in the present
study as exports, the community would logically require
employment in the enterprises patronized by students to
serve this non-local market. Enterprises in this group that
would appear to be student-serving include gasoline service
stations, which may also serve tourists, referred to below;
apparel and accessory stores; drug stores; and florists.

Also, to the extent that the city is a trade center for

workers indicates in Table 2, Col. 3, isidivided by the
total employed, Col. 1, to find the proportion of surplus
employment to total employment. It is assumed that the same
proportion, 38%, of the "Industry Not Reported'" group is
basic.

81960 Census, Vol. 38C, General Social and Economic
Characteristics, p.xxii; and Standard Industrial Classifi-
cation Manual, Executive Office of the President, 1957.
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residents of the surrounding area, the retail establishments
are serving a non-local market, or, in other words, are

exporting.

Personal Services

Employment in hotels, lodging places, dressmaking, shoe
repairing, laundering, cleaning, and dyeing, is included in
this industry group. One would expect local employment to
be above the national average in this category, because:

1. Some students at Oklahoma State University reside
in private lodging places rather than in University housing,
creating employment in this type of establishment.

2., Certain activities of the University bring tourists
into the area, causing a need for hotels and motels. Examples
of such University activities are short-courses in adult
education, conventions, conferences, and athletic events on
the campus. Tourists may contribute also to employment and

income in retail trade establishments.

Entertainment and Recreation Services

Student use of recreation facilities no doubt contributes
to the greater than average percentage of employment in this
industry group, which includes radio broadcasting, theaters,

motion pictures, bowling alleys, and billiard parlors.

Educational Services, Government

Stillwater's basic activity in this industry group9

9Included under "Educational Services, Government'" is
government employment in establishments furnishing formal
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is Oklahoma State University, which is a '"significant'" basic
enterprise.10
A further consideration of the University as a basic
activity is that Stillwater residents attend Oklahoma State
University, meaning that the University is not a pure
exporter.11 This consideration can be said to be "built in"
to the measuring technique used in this thesis. Of the
employment in the industry group "educational services,
government,'" 330 are allocated (Table 2) to the category of
service employment. If teachers in elementary and secondary
schools are considered service employees, and the 191 so
employed12 are deducted from the service employment alloca-
tion, then 139 can be allocated by inference to service
employment by Oklahoma State University. To the extent
that the area pays taxes to support the institution, its
residents are, of course, paying for a service establish-

ment.

academic or technical courses, correspondence schools,
commercial and trade schools, and libraries. Employment in
educational institutions run by private individuals or
groups is included under "educational Services, Private."

10rhe University's obvious dominance is shown by the
fact that the student body constitutes over one-third of
the total census population; and of the 8,416 individuals
employed in the base area, 3,811 of the non-agricultural
workers are employed by government (1960 Census, Vol. 38C,
General Social and Economic Characteristics, pages 184 and
187.

11A discussion of "mixed'" activities is given on page
14.

121960 Census, Vol. 38C, General Social and Economic
Characteristics, p. 187.
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Welfare, Religious and Non-Profit Membership Organizations

Of particular significance for the Stillwater base study
is that this industry group includes social and fraternal
organizations.13 Ten sororities and twenty fraternities,14
each maintaining group housing and employing cooks, no doubt
account for a large portion of the 66 basic employees
identified in this category.

In addition to employment by these fraternal groups,
there are individuals engaged by several church groups

specifically to minister to the student population.15 These

individuals constitute basic employment.

Public Administration

Indicated by the indirect measurements is that there are
39 basic employees in the industry category ''public administra-
tion. Since Stillwater is the seat of county government, there
are county government employees residing within the City.
According to the "Employee's Salary and Wage Record, 1960,"
in the County Clerk's Office, there were 89 persons paid
every quarter of 1960.

To determine that proportion of the 89 who can properly

be allocated to the basic employment sector, the services

13Along with business associations, professional

membership organizations, labor unions, civic associations,
and political, religious, and charitable organizations.

141960 Student-Faculty Directory, Oklahoma State
University (Stillwater, 1960).

151pid.,
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rendered by county employees are assumed to be urban service
up to the share which the urban population holds to the
county.,l6

Since the base area constitutes 54 per cent of the county
population,17 then 54 per cent of the county employees
constitute service employment, with the remaining 46 per cent
basic. This method yields a total of 41 basic employees, just
2 over the number obtained by the more indirect method used
in Table 2.

Yet, here it is demonstrated that methods of calculating
basic employment may be inexact. For example, the entire
group of county employees could conceivably reside in
Stillwater, a possibility set aside by each of the indirect
measuring techniques used. Nevertheless, that the county
government contributes to the employment of the base area is

proven.

Appraising the Economy

For purposes of analysis, the economy is divided into
the basic, or exporting, sector, and the service sector.
It should be noted that other sector divisions could be

made. The fact that government plays a dominant role in the

16Andrews, '""Special Problems of Base Measurement,'
Land Economics, XXX (July, 1954) 265.

17The population of Stillwater as given in the 1960
Census is 23,965 and the population of Payne County is
44,23T. Vol. 38C, General Social and Economic Characteristics
of the Population, pp. 181 and 209.
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Stillwater economy is apparent from the listing of basic
industry groups. Governmentally provided educational
services and public administration together employ 2,822,
or 85 per cent, of the 3,312 identified as basic employees.
Retail trade, personal services. welf&re, religious and non-
profit membership organizations; and entertainment and
recreation services; together employ the remainder, or 15
per cent, of the persons producing for the export market.
Since this latter group consists of private. as oppdsed to
government, enterprises, the sector divisions could be
"government" and "private."” It is felt that the sectors
"basic" and "service' lend themselves to more meaningful
analysis

An appraisal of the enterprises in the basic sector is
below, followed by a discussion of the community's service

sector
The Basic Sector

Oklahoma State Universiﬁy

Oklahoma State University can safely be looked upon as
a permanent source of employment in the Stillwater area.
The institution was established in 1891 after the early
citizens of the city voted a $10,000 bond issue to aid in
the construction of Oklahoma Agricultural and Mechanical
College, later re-named Oklahoma State University of Agri-

culture and Applied Science Since that time the growth of
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the city has been closely correlated with the growth of the
University.18

It is anticipated that the area can expect not only the
continuance of present employment benefits, but expanded
employment opportunities as a result of the University.
Because of the increased number of college-age individuals,
enrollment in institutions of higher education is predicted
to increase substantially in future years. Oklahoma State
University is expected to share in the increased enrollment.

With increased enrollment, additional faculty and staff
members will be required, meaning that the number of basic

employees provided the community by Oklahoma State University

will increase.

County Government Employment

There appears to be no evidence to indicate that
Stillwater will lose its status, obtained in 1889,'° as the
county seat. Therefore, this portion of the basic employ-

ment can be regarded as dependable and permanent.

Retail Trade

Growth of employment in retail trade establishments will

no doubt be heavily dependent upon the increase in University

student enrollment and the resultant growth in employment

18Metropolitan Compregensive-Plan Report, City of
Stillwateér, (The Business Extension Service, Oklahoma State
University, 1961), p. 9.

Y1pid., p. 2.




43

and population. As population increases, purchases of goods
from retail outles will expand, even if no change occurs in
the proportion of local income that is spent locally for
retail goods. Conceivably, with improved highways and
shortened travel time to Oklahoma City and Tulsa, the tend-
ency to import could increase. Local retailers should be
aware of this possibility if they are to enjoy the economic

benefit of University and community growth.

Personal Services Employment

The discussion above of retail trade potential in the
economy applies also to the potential in hotels, motels,
rooming houses, dressmaking, shoe repairing, laundering,
cleaning, dyeing, and other such establishments in the

personal services category.

Entertainment and Recreation Services Employment

As population grows, there will be increased needs for
entertainment and recreational facilities within the com-
munity. Some of these needs may be served by the municipal
government through improvement in public facilities. Plans
have been made, for example, to improve and expand the

facilities in Boomer Lake Parko20

Welfare, Religious and Non-Profit Membership Organizations

From the analysis in this study, it cannot be said with

certainty that basic employment in this category will increase,

0 "
Boomer Lake Park Plan, (Business Extension Service,
Oklahoma State University, 1962), 37 pages.
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although there are implications that service employment,

sympathetic to growth in other basic activities, may increase.

The Service Sector

Industry groups containing basic employment have been
discussed above. Estimates of employment needed in each
industry group to serve local needs were made by an indirect
measuring technique. The number found to be required to
serve local needs was deducted from total employment in each
industry group to find any employment in excess of local
needs. Excess employment was considered basic employment.
Specific basic activities were segregated and analyzed.

Each of the industry groups, including those in which
basic elements were identified, contains some service employ-
ment. By deducting the number of basic employees from total
employment in each industry group, the community's service
employment is found. Service employment in each industry
group is presented in Table 4.

According to the findings of this study, each of the
industry groups in Table 4, except those containing basic
employment, employs fewer than the number needed to supply
local needs. This indicates that the community imports the
products produced by these industry groups from other areas.

It may be that economic efficiency would be increased
and the economy improved if employment were increased in some
of the industry groups to be adequate to serve more or all of

local needs. However, in most of the activities that are
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SERVICE EMPLOYMENT BY INDUSTRY GROUP

STILLWATER, 19602
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Deficiency
Industry Group Service of

Eniployment Employment®
(1) (2)
AEPIcuIEaFE o & « v vauain ¥ % 6EEEG 5 § VoGS 295 258
Forestry and Fisheries.............. 8 4
Mining - ....... o mmmnce ® w w seelrone W W e seme 72 13
ConsStraetion . « s weman o v ¢ s s ¥ & e 459 37
ManuFactuPing s v o v o o v s s o ¢ 0 ey 362 1,915
Railroad and Railway Express Ser. ... 13 109
Trucking Service and Warehousing.... 66 52
Other Transportation.. .............. 36 79
CommMUNICAtIONS .« v v v vt vt e o e et e e no 102 5
Utailities and Sanitary Services..... 113 4
Wholesale Trade........cooouvuues S 143 145
Food and Dairy Products Stores...... 175 45
Eating and-Drinking Places.......... 229 5
Other Retail Trade.......... e e 791 S

Finance, Insurance and Real

Estate ... oo oi0eis P e SURRSUESG % R B SRETRTTE 247 103
Business Services............... e 37 62
Repair Services...........c.ov .. 84 26
Private Households................ - 186 63
Other Personal Services.......... 259 ——
Entertainment and Recreation

BEPVICES. o & ¢ wavenine & & & satem & ¥ § ¥ 0w 65 i
Educational Services .

Government ... . ... ..o vr e nniacaeoas 330 -

Private. .. ..... ittt nnons 99 12
Welfare, Religious and Non-!

Profit Membershlp OPE e « x « St 111 -
HOoSPRITALS iv v ¢ v wvtaiina 5 v o cavinios ¥ & §60sssiets 59 160
Other Professional and Related

BOPVICERE . L inisisariiehe ds § beeed s 184 30
Public Administration............... 416 -
Industry Not Reported Allocation.... 170 =

Total Service Employment 5,104 —_—

aSource: Table 2.

bNumber employed in each industry group less basic

employees in the industry group.

CNumber needed less number employed.
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shown to be deficient in local employment, such deficiencies
would be expected.

Stillwater, like all urban economies, is not economically
self-sufficient. Self-sufficiency within an urban area is
not a realistic, or for that matter, a desirable economic
goal, as was pointed out in Chapter I. Stillwater has dif-
ferent resource endowments and location advantages than do
other urban areas; the city should specialize in the activi-
ties which it performs most efficiently, and import goods and
services in which it has less economic advantage from other
areas.

For several of the categories where importing is indi-
cated, however, it would be anticipated that the local employ-
ment would be adequate or more than adequate for serving
local needs. Specifically included in this group are communi-
cations, utilities and sanitary services, eating and drinking
places, and hospitals. 1In communications and in utilities
and sanitary services, the deficits shown in employment are
so small that an attempt to explain the deficits is not
feasible. The deficiencies of employment in eating and

drinking places and in hospitals are discussed below.

Eating and Drinking Places

Because of the large resident student body, it would
be expected that basic employment would be revealed in this
category. The analysis indicates, however, that the percent-
age employed locally in this industry group is slightly

under the national average.
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The fact that the ﬁniversity provides food services to
students as well as the public through its Auxiliary
Enterprises negates the expectation of basic employment in
eating and drinking places. Although students patronize
private eating and drinking establishments, thereby consti-
tuting export trade, the use of the University food services
by non-student residents may be sufficient to offset extra

employment that would be required in private establishments.

Egggitals

A question exists here on the extent to which the base
area is shown to be deficient in employment in hospitals, a
deficiency which would abpear attributable partially to the
furnishing of hospital services to students and faculty by

the University. The Census, however, states that those

employed by hospitals are included in that industry group,
regardless of whether those individuals are paid from private
or public fundsn21 It appears that the lack of basic
employees in this category may be due to students using
hospital facilities at the place of their usual residence
when the services needed are of a non-emergency or discre-

tionary nature.
The Appraisal, Summarized

The Stillwater economy is a specialized, simply con-

structed one, with a significant growth potential in

211960 Census, Vol. 38C, General Social and Economic
Characteristics, p. xxxiii.
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employment and population.

A substantial portion of the area's basic employment is
dependent upon government. Oklahoma State University, the
most significant of the basic enterprises, is supported by
federal and state government funds. Basic employment in
public administration is supported by the county government.
Each of these sources of employment and income is regarded
as dependable and permanent.

As enrollment at Oklahoma State University increases,
more faculty and staff will be required:. basic employment will
increase. Additional faculty and staff brought into the area
add to the area's aggregate demand--for example, for houses,
for goods sold through retail outlets, and for professional
services. Retail trade, personal services, and entertain-
ment and recreation serﬁices, each employing individuals to
serve students, will experience growth as the resident
population increases, and as the student body increases.

Since basic employment is predicted to increase, in
other words, service employment and total population will
increase. Increases in the urban population have, of course,
other important economic ramifications--increases in the
need for governmentally provided services, such as police
and fire protection, sanitation services, and schools.

Given the base ratios, predictions of the quantitative
changes in total employment and population can be made. A
discussion of the base ratios for the Stillwater economy

follows.
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The Base Ratios

Stillwater's employment has been allocated in the pre-
ceding analysis to the two categories ''basic'" and ''service."
Given this information, one can find the base ratios, through
which predictions of changes in the area's economy can be
made .

In computing the base ratios, the question of whether
to include the resident student body as part of the popula-
tion presents itself. Of the 23,965 residents listed in the
Census, 8,237 are shown to be enrolled in college,22 meaning
that, according to the base concept of '"outsiders," 15,728
is the resident population.

Employment at Oklahoma State University is created
primarily to serve students from outside the area. Students
are considered non-resident in the determination of basic
and service employment. For example, sales to students are
labeled as exports, and any employment student customers
create in retail establishments is labeled basic employment.
It has been demonstrated, in short, that much of the area's
basic employment is created by students from outside the
Stillwater area.

To count students as part of the population in the
ratios is to say that jobs in the basic sector support not

only those normally residing in the area, but also the 8,237

221960 Census, Vol. 38C, General Social and Economic

Characteristics, p. 184.




50

students. Many students work part-time, both for the
University and for private establishments, while attending
Oklahoma State University. It is felt, however, that most
of the expenditures made by students in the area are
financed not from the income they earn in the area, but by
funds originating outside of Stillwater. To say that area
employment supports the student body is unrealistic.

A further aspect of the student-total population dis-
cussion is that of married students who reside with their
families in the base area. The families of students living
in Stillwater are included in the total census population
figure. Some student families reside in "Vets Village,"
which, as explained earlier, was included in the incorporated
area of Stillwater for the census count. Also, members of
student families who are employed in the area are included
in the industry groups of employed persons in Tables 1 and 2.

If students, but not families of students, are excluded
from the total population, then the supposition is that mem-
bers of their families are normal residents. To the extent
that families of students are supported by income from out-
side the area, then including them as a part of the resident
population, which is supported by local employment, is
unrealistic. To the extent that families of students are
employed, however, it is desirable to include them in the
resident population.

The assumption is made that the effect of students'

families upon the local economy more closely resembles that
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of a resident than that of an outsider. That is, it is
assumed that they are more likely to be employed, and that
their consumption patterns are different from the average
student. 1In computing the ratios, students are, therefore,
excluded, but families of students are included, in the resi-
dent population.
The base data for Stillwater then become:

Basic Employment 3,312

Service Employment 3,104

Total Employment 8,416

Total Population 15,728

Base ratios for the Stillwater economy are:

3
L}

Basic to Service Employment 131
Basic to Total Employment 1:2
Basic Employment to Total Population 1:4
Total Employment to Total Population 1

°
a

O ~1u W

:li

In the Stillwater base area, there are fewer service
employees and less total population for each basic employee
than in a "typical" community,23 Excluding students from the
total population in computing the ratios may contribute to
the divergence from the average ratios of employment to

population,24

The literature on the economic base pointed out that

23The base ratios for a '"typical'" community, given on
page 20, are: basic to service employment, 1:2; basic to
total employment, 1:3; basic employment to total population,
1:6;, and total employment to total population, 1:2. If the
Stillwater base ratios were rounded, of course, the differ-
ences between this city and the '"typical" city would be less.

24If students were counted as residents, however, the
ratios would be substantially greater than the "average."
The ratio to basic employment to total population would be
1:7.2; total employment to total population would be 1:2.8.
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different urban areas have different base fatios,25 That a
study area has different base ratios than the '"typical" city
is not of great concern if the ratios are believed to be
reasonably accurate. Stillwater's base ratios may differ
from those of the average city because it is more specialized

than the average urban economy.

Applying the Base Ratios

The ratio of basic to service employment indicates that
for an increase of one job in the basic sector, an additional
1.5 jobs will be created in the service sector. On the basis
of a change of one job in the basic sector, therefore, total
employment will change by 2.5. Further, the ratio of basic
employment to total population indicates that a change of
one basic employee initiates a change in total population of
&

In the practical application of the ratios, considera-
tion must be given to the assumption of full capacity in the
service enterprises. If some excess capacity in service
activities should exist, no change in service employment
need result from a small increment in basic employment.
Should the change resulting from a small increase in basic
employment be measured in income rather than employment, how-
ever, a sympathetic change, though perhaps small, should be
detected. Use of employment as the single unit of measure

limits the use of the ratios.

253¢e page 20.
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Given a substantial increase in basic employment,
sympathetic changes will occur in service employment and
total population. '"Substantial" here infers an increment in
basic employment large enough to create needs for additional
service employment. In other words, if the University, on
the basis of a predicted future increase in the number of
students, hires, say, 100 faculty and staff members, one
could expect an increase in total employment of 250, and in

total population of 470,26

Limitations of the Study

Those limitations possessed by base analysis are, of
course, inherent in the present study. Other limitations
occur because of data inadequacies.

The indirect measure used to identify and measure basic
employment is an alternative to direct measurement through
surveying. Inherent in the technique are certain limitations.
Assumptions are made, for example, that the area's consump-
tion follows the national norm. Direct questioning of indi-
viduals and firms regarding their employment, income, and
expenditures might reveal important divergencies from this
norm. Also, the assumption is made that unless local employ-
ment in an industry is adequate to serve local needs, then no
exporting by that industry exists. For a given industry,

this may be a realistic assumption. For a specific

26Excluding college students.
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enterprise within the industry, the assumption may cause the
exporting activities and the income and employment creation
of the enterprise to be overlooked. As an example, over 50
per cent of a local printing firm's sales are to individuals,
businesses and institutions outside Stillwater, while the
firm spends 70 per cent of its cost dollars locallyvz7 This
enterprise is included under the industry group of manufac-
turing, in which the base area is shown to be deficient in
employment needed to serve local needsn28

This study loses some perspective because of the single
measuring unit used. Other units of measure would have been
useful supplements to employment. Earnings from factors of
production other than labor are not analyzed. The severity
of this limitation is not measurable since the extent of
earnings from capital and rentals is not known. Because
rental property is a greater percentage of the total local
housing than in most State urban areas}29 this is a limita-
tion worthy of mention.

Student and other part-time employment was not calcu-
lated. That students are hired by the University and by

private establishments is an important consideration, since

the aggregate of such employment deducts from employment

27The source of this information is from a personal

interview with Dennis Reynolds, of Frontier Printers, August
29, 1962,

28See Table 2, page 34

291960 Census, Vol. 38, Census of Housing, pp. 12 and 33.
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opportunities of permanent residents in the area..30 To the

extent that the income derived from such employment is spent
locally, this consideration is of less import.

A survey showing student purchases from private retail
establishments would have benefitted the analysis. The
impact on retail trade by student purchases was not measured
except through employment that such trade would cause to

occur in local enterprises.

'BOOf course, many students who are employed part-time by
Oklahoma State University or by local enterprises might be
unable to attend college were it not for their ability to
provide a portion of their income while residing in the area.



CHAPTER 1V

SUMMARY AND CONCLUSIONS

Summary

In this thesis the economic base theory and its approach
to the analysis of urban economies are described. The chapter
on the base theory can serve as a guide for individuals in-
volved in making urban economic base studies. The section
on the Stillwater base area provides an example of the
theory's application, as well as providing information on
the local economy. Contained in the bibliography are refer-
ence materials available on the economic base approach.

The theory states that the economy of a community and
its growth are dependent upon the community's ability to
earn income from outside the area. 1In the application of the
theory as an approach to economic analysis, the economic
activities of a community are divided into basic--those
activities which serve the non-local market, and service--
those activities which serve the individuals and firms in-
side the base area. Basic and service activities may be
identified and measured by surveys of the firms within the
area, or by indirect techniques. The urban economy is
appraised in terms of the basic and service activities and

their growth potential.

56
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In the application of the base approach to the base
area of Stillwater, an indirect identification and measure-
ment process was used. Stillwater's basic and service
activities were identified and the enterprises found to be
earning income by serving a non-local market were appraised.

The base ratios for Stillwater show that for each basic
employee, there are 1.5 service employees and a total popula-
tion of 4.7. In other words, the ratios indicate that for a
change of 100 basic employees, total employment will change
by 250, and tctal population will change by 470. These
ratios are based on the present economic relationships with-
in the community.

Because of the permanent nature of the basic enterprises,
particularly Oklahoma State University, the area's sources
of income and employment are reliable. Since it is expected
that the student population of Oklahoma State University will
increase substantially in future years, the area can antici-
pate growth in basic and service employment and total
population. The growth that is possible in the service
enterprises will depend, in part, upon the ability of the

service enterprises to serve an enlarged local market.

Conclusions

The economic base theory provides a useful approach to
understanding the economy of an urban area. Economic base
analysis shows the dependence of a community upon other

areas, and how a community earns its living.
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The base ratios obtained in a base study can be used in
predicting changes in employment and population. As predic-
tive tools, the ratios are not wholly reliable, however,
because of the dynamic aspect of urban areas. Unpredictable
influences outside and inside the urban area can cause the
ratios to change. Further, the ratios should not be used
as single predictive tools since they are based at the most
on good estimates. Much better data are needed at the local
level upon which to base economic decisions.

It is felt by this writer, however, that the ratios can
be of usefulness to urban economists and public officials as
supplements to trend projections in forecasting utility
needs, land use requirements, residential housing demands,
and requirements for public services and facilities.

One of the important limitations of economic base
analysis is that it does not embrace dynamic aspects of an
economy. Although base ratios can be used to predict
changes in the economy, the ratios are based on present
economic relationships, which are subject to change. Thé
base approach, further, does not give sufficient tools for
analyzing the flow of income within an urban area. It is
believed that such limitations are inherent in other types
of economic analysis, however, and that in light of its
simplicity, the base approach provides an important contri-
buticn to urban economics.

The greater the depth and scope that can be obtained

in base studies, the greater, of course, will be their
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reliability and usefulness. When indirect measures of
economic activities are used, the findings must be qualified
to offset unrealistic assumptions. However, indirect meas-
urements reveal information that is otherwise unavailable,
particularly in cases where direct measurements are not
feasible.

In the case of the Stillwater base study, it is veri-
fied that Oklahoma State University provides economic support
for the urban area. While this was obvious before the study,
the study shows the extent of the area's dependence upon the
University, and provides data for estimating the effect of
University growth upon the local economy. Suggested by the
study are areas where local demands are not being served
locally. For example, the base area is shown to have a
deficiency of employment in repair services and in eating
and drinking places, when it would be expected that basic
employment would exist.

It is believed that the application of the base concept
to the Stillwater area has given insight into the local
economy, and that the information given is useful to one who
is interested in the area's potential. The test of the
accuracy of the ratios, of course, will come in the future.
If increments of University employment, for example, cause
the sympathetic growth in total employment and population
indicated by the ratios, then the base ratios will have
withstood the test.

The past and future role of the urban economic base
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theory is perhaps best described in the following statement:

The economic base principle is a fundamental truth
that cannot be denied. As a result of critical examina-
tion and years of analysis it has been refined but it
has not been overthrown.

There is no real dilemma confronting economic base
analysis. The choice is between using all relevant
statistics, now or in the future available, to
calculate the value of imports and exports of urban
cecmmunities, or to construct hypothetical models or
equations for which the statistical data needed to
provide answers to present day problems are lacking.
The answer is simple. When the super-refined methods
of analysis provide definite figures on basic and
non-basic employment in specific urban areas, then the
improved model will supplant the original mechanism.
Such improved methods would not refute the fundamental
principle of the economic base: they only measure
basic and non-basic_activities with a slightly greater
degree of accuracy.

13H0mer Hoyt, "Homer Hoyt and the Dilemma of Urban

Economic Base Analysis: A Rejcinder," Land Economics,
XXXVIII (February, 1962) 70.
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