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ABSTRACT

Title of the Thesls: THE EFFECTS OF ADVANCES IN DATA PROCESSING
AND COMMUNICATIONS ON THE PATTERN OF INFORMATION-HANDLING
BUSINESS ACTIVITY,

Name of the Author: HENRY 8. BRINKERS

SUBMITTED TO THE DEPARTMENT OF CITY AND REGIONAL PLANNING ON
MAY 25, 1959 IN PARTIAL FULFILMENT OF THE REQUIREMENTS FOR THE
DEGREE OF MASTER OF CITY PLANNING.

The major objectives of the study were:

1, to determine whether the use of electronic data process-

ing equipment and techniques by businesses would cause the

centralization of information handling work,

2. to measure the extent to which centralization of infar—

mation handling work may occur, and

3. to estimate the pattern and its consequences that may

result from the general use of automatic data processing

in eonjunction with the use of communications to transport

information to central units for processing.

The principal finding was that the use of automatic data process-
ing techniques will stimulate the centralization of information
handling work and that virtually every type of business will be
affected. The impaet is broad becsuse every type of business
performs some data processing (accounting, billing, etc.), &nd in
order to utllize effectively highly sutomatic techniques, a large
financial investment in equipment 1s necessary and which is fea-
sible only when large amounts of information are processed,.

Present trends and predictions of the future indlicate that
there will be a pooling of data processing work by firms for the
purpose of taking advantage of highly asutomatice techniques. The
use of low cost communications for transmitting information to
central data proceasing units makes this arrangement feasible
from an economic viewpoint.

Utilizing low cost communications to achleve centralized
automatic data processing will stimulate the dispersal of activ-
itles that provide information handling services to places where
thelr convenience to customers is maximized, Also, the locations
of central processing units will be dispersed about depending
upon where is the least cost location for communications service,

The planning implications of these developments &re in
termes of the increase in productivity and the redistribution of
clerical workers, These factors alter the location requirements
of firms and demonstrate the need for large area coordination
for plan implementation through the use of the rate structure
for communications services. .

Thesls Supervisor:. . : v s e s a e
§ JOHN T, HOWARD

Head, Bepartment of City and Regional Planning
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Section I
INTRODUCTION AKD OBJECTIVES

Scope of Study

This study 18 concerned with only & small segment of the
entire field of automation. The segment to be investigated
and discussed below 1s the automation of information handling
and processing. The study includes an investigation of commu-
nications insofar as they are used for the transportation of
information to be processed by automatic data processing
eguipment,

Thils study 1s concerned primarily with exploring this
narrow segment of the field of automation in 1its own terms,.

The study does not specifically nor primarily extend to evalu-
ate effects of the automationvof information handling and proc-
essing as they apply to a particular firm or a particular type
of industry. Rather it 1s concerned with investigating the
automation sector per se to acquire a comprehensive under-
standing of the forces that are impliclit in it that may act to
influence the pattern of information-handling-business activ.-
ity.

Since the availability and flow of up-to-.date and accurate
information is the life of all business and the function of

some, it is expected that the automation of information hand-



ling will affect business greatly and that the planner will
want to know how automation will affect those flrms or those
parts of firms that are engaged primarily in information hand-

ling.

Purpose of the Study

"Now! Now!" cried the Queen, '"Paster! Fast-
er!" And they went so fast that at last they seemed
to skim through the air, hardly touching the ground
with their feet, till suddenly, Jjust as Alice was
getting quite exhausted, they stopped, and she found
herself sitting on the ground, breathless and gilddy.

The Queen propped her up agalnst a tree, and
said kindly, "You may rest a little, now,"

Alice looked round her in great surprise, "Why,
I do believe we've been under this tree the whole
time! Everything's just as it was]!"

"Of course 1t is,"” sald the Queen. "What would
you have 1t?"

"Well,-in our country,” said Alice, still pant-
ing a little, "you'd generally get to somewhere else
-= if you ran very fast for a long time as we've been
doing."”

"A slow sort of country." said the Queen. "Now,

here, you see, it takes all the running you can do,

to keep in the same place. If you want to get some-

where else, you must run at least twice as fast as

that.,”

So today, 1t is necessary to produce at a very rapild pace
merely to keep up. In order to get ahead, 1t is necessary to
produce at an even faster rate,

The purpose of this study 1s to take time out from produ-

lL. Carroll, Througp the Looking-Glass, New York, Mac-
Mill&n, 1932, pp. 41"‘4’ L



cing merely to keep up and to get ahead by looking into the

future, to acquire an understanding and knowledge of the posse
ible effect of advances in data processing and communications
on the pattern of information handling business activity.

One might speculate about the value of prior knowledge in
influencing future events, For example, could knowledge of the
impact of the automoblle on cities back 1in the first decade of
this century have enabled citlies to avolid completely or at
least reduce the severity of the problems they face today?

It is clear that prior knowledge of &n event 1s quite a
distinct conslderation from causing or preventing an event from
happening. In order for prior knowledge to affect a future
event, 1t must stimulate action directed towards influencing
or gulding the forces that contribute to the occurrence of the
predicted event.

This study is concerned primarily with acquiring prior
knowledge of the effect of advances in communications and data
processing on the distribution of information handling business
activity. The study 1s based upon the assumption that under-
standing or knowledge 18 a prerequisite to intelligent and mean-

ingful action,

Timeliness of the Study

The timeliness and importance of this study lie in the
dramatic increase over the recent past in both clerical

employment and the application of electronic data processing
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equipmeﬁtg to clerical work3 and in the field of business con-

4

trol. According to E. L. Van Deusen,

. « . the volume of paper work has grown much faster than
either the U.S. economy or the hourly efficiency of those
who do the paper work, Clerical workers have therefore

suffered a relative loss of efficlency in terms of their
ability to help others produce wealth. In order to keep

2In this study, the terms "data processing equipment,"”
"data processing unit," and "computers" are used synonymously.
Computers have been variously defined as an electronic device
that 1s capable of performing mathematical and logical opera-
tions entirely within itself and which receives information in-
to the system and after operating on it delivers information
out. A computer must not be thought of as merely the arith-
metic unit with its logical capabilities, rather, a computer
is a series of machines which operate together for the purpose
of performing a particular task.

3Perhaps the most outstanding application of electronlc
data processing 1s to accounting, bookkeeping, billling, ete.
See: M, Pyke, Automation: Its Purpose and Future, London,
Hutchinson's S8c¢lentific and TecﬁngcaI PublIcations, 1986, and
R. W. Pairbanks, "Electronics in the Modern Office,” Harvard
Business Review, XXX (Sept.-Oct. 1952) 83-98. Manufacturers
o' data processing equipment issue pamphlets 1llustrating in
some detail specific applications. Almost no business 18 un-
affected by the impact of this equipment.

QLagging presently somewhat behlnd the application to cler-
ical work is the application of electronics to control, This
includes physical control over the actual equipment used in
production as well as the control of inventory, sales, pur-
chases, orders, labor, maintenance, depreciation, etc., For a
discussion of the application of production and administrative
control through electronics of an oll reflnery, see: G. G.
Gallagher and R. A. Robinson, "Trends in Procesas Automation,”
Instruments and Automation, 29 (February 1956) 294-298, and L.
RIdenour, ''The Role ol the Computer,” Scientific American, 186
(5eptember 1952) 116-130,.. For additional lnlormatlion see: A.
Glenn, "Push Button Controls," Barron's, 32 (March 31, 1952)
15-16; R, 8. Rice, "Technology Is Ready for the Factory of the
Future," Factory Management and Maintenance, 110-4 (April 1952)
85-109; 'Mhe Brain Eu%lderﬁ," ™me, 65 (March 28, 1355) 81-86;
G. 3. Brown and D. P, Campbell; "Control Systems,"” Sclentific
American, 187 (September 1952) 56-64; "Can Control Devices
¥olve Common Problems Facing Industry and Business?"” Automatic
Control, 2 (May 1955) 14-17; "Automatlon: Special Report,




up with all the paper, the clerical work force, in a
little over 15 years [1940-1955] has almost doubled 1in
size, There are now more clerical workers in the U,S,
than there are farmers, and there are two-thirds as many
clerical workers as factory workers, One dollar 1in every
eight being spent on U,S8, goods and services is now belng
paid to men and women who, in their 4daily work, produce
nothing mgre intrinsically useful than marks on a plece
of paper,

And according to John Diebold,
Although we have developed some extraordinary
machines for handling information, between 1920 and 13850
there was a fifty three percent increase in the number of
factory workers as against a one hundred gifty percent
increase in the number of office workers,
The rate at which more and more automatic data processing
techniques are being used by business is 1ndicated by the slg-
nificant increase in the sales of electronic data processing

equipment, 1In 1952, Buslness Week magazine noted that ", ., .

since 1939 sales of tabulating and accounting machinery have
tripled [and that] . . . they could well triple again in the
next ten to fifteen years."’ According to H. Solo,® in 1956,

the U,3. automatic data processing capacity was Just about

Business Week, (October 1, 1955) 75-102; "The Computer Age,”
Pusiness Week, (April 7, 1958) S52-68; M, G. Meldon, "What

Uomputers Can Do For You," Factory Management and Maintenance,
114 (February 1956) 98-10S,

SE. L. Van Deusen, "The Coming Victory Over Paper,"
Forture, 52 (October 1955) 130-132.

63. Diebold, Automation; The Advent of the Automatic
E@otory, Kew York, van Nostrand, 1952, p. 9l.

7Businesa Week, (August 2, 1952) 88-90.

B"Automation; News Behind the Noise," Fortune, 53 (April
1956) pp. 150-155,
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doubling itself every two years, The U,3. Department of Com-
merce9 notes that the sales of Electronic Computing and Asso-
clated Information Processing Equipment for 1955, 1956, and
1957 respectively were $46,984,000; $95,557,000; and $145,113,
000, Remington Randlo estimates the national sales for digl-
tal computers only for 1954, 1955, 1956, 1957, and 1958 respec-
tively at $10,000,000; $22,000,000; $70,000,000; $150,000,000;
and $250,000,000. According to the Stanford Research Insti-
tute,ll ", . . factory sales of data processing equipment
rose from zero in 1940 to $25,000,000 in 1953 and are expected
to reach $500,000,000 in 1960." And finally, W. Leontief12
notes that the sales of recording and control instruments have
risen and will rise far faster than U,S. expenditures for
plant and equipment.

The present applications of automatic data processing
techniques are to reduce labor costs. Most common are applle
cations to duties that are now being performed manually. At

that, there is a great deal of room for wilder application. In

1955 IBM estimated that only about five percent of offlce work

Spulletin Series M 35 R, 05 and 07.

10Rem1ngton Rand Univac, Division of Sperry Rand Corpora-
tion is referred to here and throughout the entire study as
Remington Rand,

llR. Bendiner, "The Age of the Thinking Robot, and What It
W1ll Mean To Us," The Reporter, 12-7 (April 7, 1955) 12-18,

12 umachines and Men," Scientific American, 187 (September
1952) 150-160,




was mechanlized and felt that at least 35 percent of office
work could be mechanized 1if not more, While this may repre-
sent a consliderable expansion in the use of automatic tech-
nigques, the most promising frontier is in the areas of work
that have never been done before because of the time and
expense involved., With the ald of electronlce data processing
equipment 1t would be economlcal to undertake some new work,
One example of this is the use of automatic data processing in
making market projections.13 In this regard, C. K. Rileger,
Vice President and General Sales Manager of G.E.'s major appli-
ance division 1s quoted as saying, ". . . the use of computers
in the area of sales analysis will prove to be one of the most
powerful competitive tools ever developed.”l4

The ultimate use of automatic data processing eguipment
is in the control of processes, both administrative and produc-
tion processes. In this regard Time magazine noted that ". ., .
businessmen envision the day when [data processing units] will
be used not only for paperwork problems, but to operate facto-

ries and to run productlon lines where a process can be re-

duced to repetitive preset systems, Swiftly and obedlently,

131n this area of business research and economics, much
work is being done on the preparation and use of models; see:
M. L. Hurnil, "Decision Making in the Age of Automation,"
Harvard Business Review, 33 %September«ﬁctober 1955) 49-58;
the Cowles Commission ror Research in Economics; and the
Reglonal Sclence Association,

14y 4. Higgins and J. S. Gilckauf, "Electronics Down to
Earth," Harvard Business Review, 32 (March-April 1954) 87-104.
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the big robot will start and stop production lines, supervise
all the machines, correct faulty workmanship, inspect the
finished product, package it, and ship it to the consumer."l5
Contributing to the tlmeliness of this study 1s the
Increased use of communications by business for the purpose of
transporting information to be used directly in data processing
equipment. Both the telephone and telegraph companies have
been leasing for some time communications lines and equipment
for the purpose of transmitting Iinformation to be recorded
directly upon punched cards and paper tape, Many firms today
are actually utilizing communications for this purpose.16
It is clear that there is a definite trend on the part of
business to take advantage of available developments in commu.

nications and data processing. It 1is clear also that the

extent to which these techniques are being used at present is

IS"The Brain Bullders," Time, 65 (March 28, 1955) 81-886.

1SSylvania Electric Products Company, Ford Motor Company,
General Electric, Western Electric, American and several air-
lines companlies, John Hancock Insurance Company, and United
States Steel are a few contemporary examples, For additional
information regarding the use of communications to provide
information for processing at a central data processing unit,
see: M. M. Koontz, "Supplementing Electronic Equipment With a
Modern Communications System,"” Computers and Automation, 6-4
(April 1957) 12-17; R, W. Baridon, '"The Communication of Data,”
A New Approach to Office Mechanization, New York, American Man-
agement Association, 1954, pp.os-62; L. C. Guest, "Administra-
tive Automation At Sylvania: A Case Study," Administrative
Automation Through IDP and EDP, Office Manageément Series, No,
T3Z, New York, American Management Association, 1956, pp. 28-
72; "Statement of Don G, Mitchell," Automation and Technolog-
ical Change, Hearings Before the SubCommlttee on Economic
EE&SZIIza%Kon of the Joint Committee on the Economlic Report,
84th Congress, lst Session, October 1955, Washington, GPO,
1955, pp. 169-186,
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but a small fraction of the extent to which they will ultimate-
1y be used., From the planner's viewpoint, it 1la desirable to
know now what effect these developments may have on the patt-
ern of information-handling-business activity. With this
knowledge he will be better prepared to make long range recom-

mendations for orderly land use and economic development,

Objectives of the Study

The study seeks to verify the hypothesis that extensive
use of automatic data processing equipment and automatic data

processing techniques by business will cause centralization of

17

information handling work that formerly was performed at sev-

eral remote locations. The basls for thig hypothesis lies in
the following:

1. The reported economies of scale that can be achieved
by utilizing large, fast equipment to process large
volumes of data vis & vis smaller equipment with lower
capacity.

2. The apparent necessity of processing large volumes of
data to make economical the use of special purpose equip-
ment and programs that are used to perform specific Jobs
most effectively.

l?Several writers have advanced thls view, PFor example,

see: C., C. Hurd, "The Pactory of the Future: Will Centralized
Control be Possible?” Keeping Pace With Automation, Special
Report, No. 7, New York, Amerlcan Management Assoclation, 1956,
p. 101, wherein it 18 noted that the success of business will
depend upon its ability to cope with the fluctuations of the
market. Hurd suggests that centralized control 1s the only
means by which business can respond qulckly and effectively to
fluctuations and that centralized control impllies a single
large data processor used to coordinate the various aspects of
business.




10.

-

3. The desirabillity and necesslity of establishing feed
back relationships for the purpose of integrating, optim-
izing, and controling the various aspects of business.
The specific objectives of the study are three-fold.
First, it seeks to determine whether the use of electronilce
data processing technigues by business will cause centrailza-
tion of information handling work. Second, 1t seeks to measure
the extent to which centralization may occur, And third, 1t
sceks 4o estimate the pattern and its consequences that may

result from the general use of automatic data processing in

conjunction with communications,

Methods and Procedures

To determine the centralization effect of the use of
automatic data processing equipment, a relationship is sought
between the unit cost of data processing and the volume of
data processed in a gilven amount of time. This relationship
18 used to measure the economic advantages of centralizatiocn
based uporn the assumption that users of the equlpment will try
to minimize the unit cost of data processing. The unit cost-
volume relationship is used to show that economically 1t 1is
advantageous to centralize, and it is expected that the user
will choose between locating the data processing center and
the information using-and-generating activities together or
establishing & channel of communlication between them so that
they act as a unit. It assumes that the savings 1in data proc-

essing costs achleved through centrallzation can be applied to
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the relocation of business activities or the establishing of
communications channels.

In determining the resources avallable for centralization,
changes 1in labor, material, transportation, and operating
inputs are evaluated, However, some data relating to changes
in labor, materials, and some operating inputs was not avail-
able. To welgh the importance of these inputs, it was assumed
that present trends could be extrapolated -- that the same rel-
ative change in these inputs resulting from the automation of
information handling would occur in the future. To determine
the unit cost-volume function, only the inputs for equipment
(& portion of the operating inputs) were used,

For interpreting the findings of the correlation of the
unit cost-volume function with the changes in transportation
inputs required for centralization, the above trend information
and the less tangible advantages and disadvantages of central-
1zing were used as a background, By this means, many factors
were brought together for the purpose of arriving at the con-

clusions to the above objectives,

Summary of Findings

The study shows that there are important advantages to
centralizing data processing work at the site of a gingle
large data processing unit., It 1s expected that central data
processing units will be established to serve several local

vusinesses. Each central unit could serve the data proceessing
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needs of over one hundred firms., Other central data proc-
essing units would be establlshed to serve a large firm oper-
ating on a national or regional basis, The land use signif.-
icance of centralization is that of relocating clerical jobs
from several locations to a single site.

One of the most important factors influencing the loca-
tion of a central date processing unit 1s the minimization of
the cost of the communications used to supply the unit with
information for processing. If a data processing unit was set
up to serve only the business in the Boston CBD, the least
cost loecation for communications might seem to be in the CBD
itself, However, because the present rate structure for commu-
nications channels provides lower rates per airline mile for
intercity communications than for intracity service, the leagt
cost loecation would be in Cambridge, in the Boston and Malne
railroad yards. If the zone method of charging 1is established,
wherein the same total fee 1s extracted for communications
gervice between any two points in the same zome, any slte
within the zone would be equally suitable for minimizing trans-
portation costs. The communications companies are proposing
that each state be made a single zone, In that case, theoret-
jcally, a data processing unit serving the Boston CBD would
find any site in the State of Massachusetts equally suitable
for minimizing communications costs., Clearly the rate struc-
ture will be an important means of controlling the pattern of

information handling and processing activities,
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Whatever method 1s used for determining communications
costs, the least cost location for data processing units serv-
ing firms or branches 1n a number of cities throughout the
United States probably would not be located in the heart of a
CBD. Rather, because of the relative proportion of built up
to undeveloped area, there is a high probability that the
least cost location would be outside of a built up area,
Hence, there does not seem to be any lmportant specific advan-
tage for the location of a data processing unit in & CBD unless
the rate structure or some other locational factor makes a
central location desirable, A data processing center could
afford a central location if it was suitable from other points
of view. Even at very expensive rents, the rent as & propor-
tion of the total cost of operation would be less than one or
two percent. On the cother hand, the cost of communications
could amount to conslderably more than rent and hence, is an
important locational factor,

The automation of informatlon handling and processing and
the use of communications to centralize this activity stimu-
late alsc an overall decentralization, While information
handling and processing work may be centralized at a single
data processing unit, 1t does not mean that the many unlts
required to serve a single metropolitan area would be located
in a single dlstrict. Rather there is high probability that
they will be scattered about -- their specific location deter-

mined by the location of their clients,
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There may be also a decentralization of the activities
that the unit serves, expeclally the data collecting and recor-
ding activities. With centralized data processing and the use
of communicatlons 1t will be possible to locate the activities
that collect the informatlon, such as bank tellers, at almost
any location that has a demand for them and yet maintain an
integrated operation.

The nature of the central automatilc data processing unit
is such as not to be much of & problem land use, The unit
wlll have relatively few workers for its value and production
and 1t will not require a great deal of floor space, Perhaps
the only problem willl be that of access and parking for its
employees and visitors,

A secondary but very important consideration related to
the main lssue of the study is the considerable increase in
clerical worker productivity resulting from the automation of
information handling tasks. This will mean a reduction in the
clerical labor force if the increase in productivity is not
accompanied by economic expansion or an increase of informatiocn
handling work.

Partially offsetting & reduction in the need for clerical
labvor, is the need for more skilled and highly tralned per-
sonnel for the operatlon of the automatic data processing
units. As a result of automation, the labor linkage of infor-
mation handling activities will change from many clerical

workers to {ewer more highly tralned personnel. This 1s an
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gspecially important factor for CBD's since, in Boston at
least, almost 40% of the employment 1s clerical labor and
since many firms locate in the CBD to tap the clerical labor
force that 1s there,

Thus, the impact of the automation of information hand-
1ing and processing will not create problem land uses, This
1s especially true, at least initially, of the central unit
itself, The major problems it may cause relate primarily to
those areas where information handling and processing are
clustered at present, i.e., in the CBD., The problems of par-
ticular interest are those of increased productlivity of cler-
ical workers and the changing locational requirements of infor-
mation handling and processing activities and activities

linked closely thereto,
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Section II
METHODOLOGY ANRD ASSUMPTIONS

Outline of Procedure

The evaluation of the effect of the concomitant use of
electronic data processing and communications in terms of the
extent to which centralization of information handling work
may occur, 1.e.,, the relocation of clerical Jobs, requires
dealing with factors that can be handled mathematically as well
as with factors that cannot reasonably be submitted to mathe-
m&tical analysis. The basic approach used was first to subject
aome considerations to mathematical analysis and then evaluate
the findings in the light of the other factorsz that could not
as such be considered directly in the mathematical analysls.

Because of the reluctance of businesses to disclose the
changes in thelr labor, material, and some operating inputs
resulting from the automation of information handling, this
data was not readily available, Because of the lack of this
data, the study had to be conducted in two parts., The first
part is a mathematical analysis of the factors for which data
wasg avallable. This portion of the analysis considers the cost
‘and capacity of automatic data processing equlpment and the
cost of communications facllities. The second part is & more

general analysis, a trend analysis of the factors for which
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only a little data could be secured. The factors in this por-
tion of the analysils are the changes in labor, material, and
operating inputs resulting from automation of information hand-
ling, and the less tanglble advantages and disadvantages of
automating this activity.

The first part of the analysls consists of deriving a
unlt cost-volume relationship for the whole field of automatie
data processing. This 1is achleved by analyzing several data
processing unlts differing widely in thelr sellling price and
in the volume cof data they can process in a given amount of
time, The relationship is intended to be representative of
the unit costs of data processing that would apply in the long
run as users optimize data processing procedures and minimize
costs,

Two methods are used to determine this relationship. Both
methods involve the correlation of the monthly lease price of
the data processing unit at which it can be rented from the
manufacturer with its capacity to process data, In the first
method, & specific problem was designed to utilize the three
baslc operations of a data processing unit, i.e., making an
arithmetlic addition, making a multiplication, and obtaining
information from storage or memory. By correlating the lease
price with the time required for each data processing unit to
complete the problem, the unit cost for processing a range of

volumes in & given amount of time was determined,.
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The second method makes use of the information published
on the rated capaclties of varlous data processing units to
determine how much data each unit could process in a single
month, By correlating the monthly lease price of the unit
with the number of additions the unit could theoretically per-
form in & single month based upoh the time necessary to perform
a single addition, the unit cost (the cost per addition) was
determined.

Once the unit cost-volume relationship was determined, it
wag correlated with the cost of communicatlions to determine
the extent to which communications could assist in centralizing
information processing activities, The correlation is based
upon the assumption that a portion of the savings that could
be achieved by 1ncreasing volume, 1.,e,, centralizing data proc-
essing work, could be applied to transporting information to
the central unit for the purpose of increasing volume., The
cost-distance relationship for communications was determined
based upon the current rate structure, By this means the
extent to which communic&tlons could be used to obtain econom-
ically information from remote places for processing at a cen-
tral data processing unit was determined.

The second part of the analysls, the trend analysis, con-
sists of examining some instances where automation of informa-
tion processing has occurred to determine in general how the
inputs for labor, materials, and operations changed subsegquent

to the installation of the automatic data processing eguipment.
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Since this information was not generally avallable, what infor-
mation was obtained regarding the changes was used to asecure a
broad rather than a detalled understanding of the effect of
automation on these inputs,

This information along with informetion regarding the less
tangible advantages and disadvantages of automating informa-
tion handling and processing was used to temper the findings
of the mathematical analysis which could not take these con-
siderations into account directly.

By this means, many of the aspects of the subject of
automation of information handling and processing were consid-
ered and the forces acting to centralize information handling

work at sites of large data processing units were determined.

Asaumptions

In undertaking the study, several assumptions were made
both with respect to the user of automatic data processing
techniques and with respect to data processing equipment for
the purpose of making cost comparisons, The basic assumption
of the study, which is tested and verified later, is that the
unit cost of processing data is lower when processed on high
capacity than it 1s on low capacity equipment assuming full
utilization of both machines. It is this phenomenon that
provides the basis for assuming that users will seek to mini-
mize data processing costs by using high capaclity equipment

and increase the volume of data processing performed.
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Implicit in this are the assumptions that, in the long
run, the uger will expand the capacity of the data processing
unit and will adapt as much information processing work to the
automatic equipment as is desirable or possible. By so doing,
the user ean reduce the unit cost.ls

It is assumed that a user who has automated almost all of
the work he performs locally and who desires to increase volume
will be faced with choosing among the following alternatives.

First, he may increase volume and apply the anticipated saving

to reduce the apparent distance between the data processing

laﬂnder the assumption that the primary motive of the user
is to reduce the unit cost of data processing, 1t 1s expected
that the user will increase the volume when the unit cost of
data processing can be reduced thereby. In considering only
the cost of the equipment, the initial costs of the installa-
tion, preparing and de-bugging of the programs (which are
often sizable) are not considered directly. The amortization
of this cost is a part of the operating expenses which influ-
ence the economics of inereasing capacity. From a long range
viewpoint, it is expected that users will increase their
capacity and achleve economies of scale., However, when the
increase in volume is small and does not raise the total
volume to exceed the capacity of the equipment, no expenditure
or only a small one 1s made for the installation of additional
equipment, There is a point where the capacity of the data
processing equipment would be exceeded by even & small increase
in volume, If the capacity of the equipment is to be increased
to handle this additional amount of data, the installatlon
costs of new equipment would have to be incurred. Since 1t is
impossible in many cases to increase the capacity of the equip-
ment Jjust enough to handle a small increase 1in volume, there
18 likely to be sufficient excess capacity in the new plant to
increase the unit cost rather than to reduce it. However, as
in the insurance industry, a firm experiencing growth, or
seeing the opportunities to utilize the excess capacity in the
future for other work now being performed manually, would
suffer the initial inerease in unit cost to secure savings in
the future, Most firms today who purchase computers do 80
with this in mind.
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unit and the Iinformation generating, using, or analyzing activ-
ities by physically relocating activities so that they are
close together. Second, he may increase the volume at the cen-
tral unit by setting up a communications system that may be
used to transport information to the central unit for processing
from remote places and if necessary, back again after proc-
essing. In this study, the use of communications is explored
mogt thoroughly though the alternative of relocating activities
is considered toc be important in connection with activities
that are closely linked to the data processing unit,

In regard to construecting a unit cost-volume relationship
for the entire field of automatliec data processing, several
very broad assumptions had to be made. The basic assumption
in this regard 1s that 1t is possible to construct such a
relationship. While experts in the data processing field will
admit that in general there 1s cost-volume relationship for
the whole field of automatic data processing,l’ they say that
it 1s very difficult to make completely valid comparisons be-
twWween the unit costs of processing data on a group of different
data processing unite., They say, and 1t is true, that each
data processing unit 1is so unique that it 18 difficult to find

commori aspects among any two without trying to find & basis

19399, J. W. Forrester, "Computer Applications to Manage-
ment Problems,"” Strengthening Management for the New Tech-
nclogy, Genceral Management Serles, No. L/B, New JOUK, Ameri-
can %{ganagement Association, 1955, p. 24.
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for comparison for many more than two.zo However, many of the

differences among data processing units vary consistently with

the size of the unit, This is particularly true of the flex-

onhe following differences in computer set-ups make diffi-

cult unit cost comparisons between them: (1) Methods and costs
of programming computers to do work differ. The basic differ-
ence 1s whether it 1s internally programmed through the memory
or whether it is programmed externally by a wiring board; (2)
The technique of programming, the number of program steps for
a certain problem, etc., differ from computer to computer; (3)
The beat method of introducing the information into the compu-
ter differs for a number of computers according to the results
desired and the type of problem; {4) The speed at which infor-
mation can be introduced into the computer and the method of
handling the information before the calculation is made differs;
(5) The elapsed time for the calculator to gain access to infor-
mation varies greatly according to the physical make-up of the
computer; (6) The routing of the information inside the computer
differs; (7) The basic forte of the computers differ, some are
most sulted to handling large amounts of data while others are
best sulted to handling small amounts of data while performing
large numbers of calculations; (8) The number, function, and
extent of the components that are set-up with the arithmetic
unit differ widely; (9) The extent to which the computer uses
memory also differs. Internally programmed computers utilize
memory for every step of the program while externally pro-
grammed computers need use memory less often; (10) The inter-
nal number system used by computers varies and the whole logic
that the computer uses differs from computer to computer; (11)
It is practically impossible to set up, bases upon a specific
task, a2 balanced arrangement for several computers so that
each component, i.e,, input, output, and arithmetic unit, 1is
producing at its rated capacity. Each computer has ite par-
ticular forte, Thus, when comparing them some components are
producing at their rated capacity while others are either not
producing at all or below their maximum capacity and the cost
of these are included in the unit cost of processing because
it 1s difficult to determine the cost of the excess capacity.

However, many of these differences work in favor of mak-
ing an economic analysis as expressed in equasion [15]. Gen-
erally speaking, a large more flexible computer has greater
excess capaclity than does a smaller computer for any given
problem. Hence, the parameters of equasion [15] derived by
the methods discussed below would tend to be conservative
statements of the economies of scale since the unit costs of
the large computers are overstated.
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ibility features and the amount of excess capacity remaining
cn large units when compared with smaller units on the basis
used in method one and two.

While constructing a unit cost-volume relationship via
the methods outlined above, every effort has been exerted to
make sure that the cost of equipment used in the asnalysis did
not include those portions of the data processing unit that
were not called into use to perform the work and that the com-
putation of the time necessary to do the work was based upon
programs that would utilize the equipment at about the same
level of efficlency. However, it is possible that this was
not achleved exactly 1in every case because of difficultles in
apportioning costs of some elements of the larger units.
Hence, it was assumed that any error would cause the unit cost
of processing on large equipment to be overstated.

In method two, the basic assumption was that the speed
with which the data processing unit could perform a2 single
addition 1is a fairly good indicatoer of how much work a unit
could do. In a certain sense this is a2 reasonable agsumption,
but the larger equipment has more flexibility than would be
indicated by merely examining the add speed. Since the cost
of this buillt in flexibility is inecluded in the cost of making
an addition but which 1s not actually being used, the computed
cost of performing\an additicn would be overstated. Hence, the

derived unit cost-volume functicon will be conservatlive.
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The Baslc Pramework

Utilizing an automatic data processing unit will require
making some inputs for labor [b'], material [h'], transporta-
tion {t'], and operations [e'], The total cost of data proc-
essing [C4] would be the sum of the total inputs. This may
be expressed mathematlcally as

Cé = Db' + ht! + £ + e {1
If the volume of data processing 1s expressed in terms of the
number of operations [V] performed by the data processing unit,
the unit cost of data processing [Cp] is equal to the total
cost of processing dlvlided by the number of coperations per-

formed, viz.,

!
Cp = Hht + ht + ¢t + g!? [2]
v v

Cp =

or
C,b, b +h+t+e (57
where [b], [hl, [t], and [e] respectively are the labor,
material, transportation, and operating inputs per operation
performed by the unit. Operations may be defined as digits
input as in method one, arithmetic additlons as in method two,
or insurance policles, transactions, etc. Changes in inputs
would result in a change in the unit cost of data processing.
Changes could result from any of several factors, i.e.,
changes in the price of labor, reduction of material costs due

to reorganization of the paper work, changes in procedures,

achieving economies of scale, etc. This study is interested
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primarily in the changes of 1nputs as a result of increasing
volume at a single data processing unit and achieving economies
of scale; that is, the change in the unlt cost of data proec-
essing [Acp] as the volume of data processing [V] increases a
small amount [AV] to a new total volume [V+AV]. |

Any change in the unit cost [Acp} would be the differ-
ence between the unit cost of performing [V] volume of opera-
tlons minus the unit cost of performing [V+AV] volumes of
operations which could be expressed as

4Cp = Cp(v) - Cp(v+av), [4]
This could be written more simply as the sum of the net
changes 1n labor, material, transportation, and operating

inputs, that 1s,

AC, = Ab + Ah + At + Ae {s]
where

Ab = bryy - Diyeay)

AR = R(y) - B(ysav)

A = Tey) = Yvrav)

Ae = e(y) = (v+av)
If the unit cost of data processing will decrease as &

ot

result of lncreasing volume, then some percentage k],
expressed as a decimal, of the anticlpated saving can be used
to increase volume., That is, some proportlion of the antici-
pated saving can be applied to relocating work to the site of
the data processing unit (or viece versa) or applied to securing

communications facilities for transporting information to the
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central unit for processing.

The additional resources avallable for transportation
[At]) representing an increase in transportation inputs would be

At = k- AC,. (6]
When the value of [k] 1s unequal to unity, elther more of less
than the amount saved is being applied to transportation. If
the difference between the amount saved and the amount applied
to transportation is designated as [Aul, then

AC, = At + Au [n

-

P
where the value of [Au] 1s either positive or negative depend-

ing upon whether more or lessg than the saving 1s used. When
[Au] is positive, there is a net reduction in processing costs
which could be applied to lowering the cost to customers, in-
creasing profit, ete. When [Au] i1s negative and the value of
[k] is greater than unity, it represents substitutions of non-
data-processing inputs,

The total number of dollars available for purchasing com-
munications facilities [C{], illustrated graphically in Figure
I, would be the resources available per unit processed times
the number of units [V+AV]) which may be written as

c{ = at[v+av]. (8l

Consider now the unit cost of data processing as a func-
tion of volume. While the exact function is derived subse-
quently, the general relationship can be stated as "unit cost
as a function of volume"” and can be written as

Cp = £(V). [9]
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Using the relationship set up in equation [4] and the equality
established in equation [9], the change in unit cost of proc-
essing resulting from any increase in volume [AV] would be

ac, = £(v) - £(v+av). [10]
For very small values of [AV], a fundamental relationship in
tha Calculus, the derivative of a functibn, may be used to

simplify equation [10]. The derivative of equation [98] 1is

F(v) = _£(v+av) - £(V) . (11]
AV :
By multiplying equation [10] by ~§§~, its value would not be

changed because this would be tantamount to multiplying it by
unity. By doing this, equation [10] may be rewritten as

A, = -F(V)-av . ‘ - (12]
Functions describing the additional resources available for
transportation as volume increases may be derived by substitut-
ing in equation [&], [Acp} as defined in equations [10] and

[12]. The results of these substitutions are

At = k[r(Vv) - £(v+av)) [13a]

At = ~ksAV-F(V) ' {13v]
which when substituted in equation [8] ylelds

Ce = ke [VeAV]-[£(V) - f(V+av)] {14a]

C¢ = -k-AV-F(V):[v+av]. {14b]

Thus, once [f(V)] 1s derived, equations [14a] and [14d] may be
used to determine the centralization forces in the automation of
information handling and they may be correlated with a2 function

expressing the cost of communications to determine the extent
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to which communications may be used economically to centralize

data processing.

Derivation of a Unit Cost-Volume Function

As has been stated above, the unit cost of data proc-
essing is a function of volume and the magnitude of labor,
material, transportation, and operating inputs. Any unit cost-
volume function should take into account all of these inputs,
For this study, however, data pertaining to the inputs other
than the cost of data processing equipment were not availabdble
and could not be used in the derivation of the unit cost-
volume function. The costs of transporting data over communi-
cations channels was avallable, These data were not used 1in
the derivation of the function, rather, they were correlated
with the function after it was derived to determine the extent
to which communications may be uied to centralize information
handling work,

A unit cost-volume function was derived by correlating
only the cost of several data processing units with the amount
of processing they could perform in a single work month. By
this means it was possible to construct a function that de-
serived the unit cost of processing with respect to inputs for
equipment and the volume of information processed,

After attempting to fit various mathematical functions to
the data, the funetion that fitted the data best was selected.
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The general form of the equation used 1is

Cp = £(V) = % [15]
wherein [Q] is a positive constant controlling the unit cost
at any particular volume and [r] is a positive exponent that
esteblishes the rate of change of the unit cost with respect
to volunme,

It should be noted that the slope of equation [15]) 1s
always negative, Any mathematlical function of this type with
& negative alope for all positive values of [V] will show that
the unit cost of data processing can be reduced by increasing

volume ad infinitum; 1t shows that the unit cost will become

very small as [V] becomes very large. Obviously, such a func-
tion could not be used to determine unit costs for extremely
large values of [V]. However, the function can be used to
evaluate unit cost within the range of values of [V] for
which 1t was computed. It is expected that the function may
be used also to evaluate unit costs for volumes somewhat
larger than those used to construet it. This 1s assumed be-
cause the speed of computers can be increased without in-
curring undue additional expense until the speed of light be-
comes the limiting factor. It is estimated crudely that units
could be produced capable of performing up to one thousand
trillion operations per month -- based upon 21.7 seven hour
days per month, The maximum number of operations per month

that could be performed by the fastest computer analyzed in
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method one, the IBM 7090, would be in the neighborhood of
about five hundred billlion, While the derived unit cost-
volume function might reasonably be used to describe costs on
hlgh capacity units yet to be developed, it 12 expected that 
ultimately there will be & reduetion in the unit cost of proc-
essing on all equlipment as new developments are achileved. It
is expected, however, that economies of scale, deseribed by

the value of [r], will be available also; 1t will be the value
of [Q] that will be reduced.

The first of two methods used to determine the values of
the parametera [(Q) and [r] utilized the technique of assigning
a particular problem to several data processing units and esti-
mating the time required by each unit to complete the problem.
This information was used to determine the amount of proc-
essing each unit eould perform in a month having 21.7 seven
hour days. The problem selected was to determine the sum of
the squares of 15,000,000 random numbers no one of which was
larger than the number nine.

In order to estimate the time necessary for each data
processing unlt to complete the problem, it was necessary for
a program for each unit to be prepared. The programs were
prepared by speclalists employed by Remington Rand and IBM to
whom the writer is greatly indebted. On the basis of the pre-
pared programs, the time necessary for each unit to complete
the problem was eatimated by summing up the time required to

perform each portion of the program.
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The time required to complete the entire problem was ex-
trapolated to determine the number of digits each unit could
process in a single month. The total number of digits was
divided into the monthly lease price to determine the proc-
essing cost per diglt input. A regression line was fitted to
the unit cost-volume data by the method of least squares to
determine the parameters [Q) and [r]. The data processing
units compared by this method are stock models offered for
sale or rent by elther Remington Rand or IBM. A list of the
data processing units with the results of the analysis may be
found in Appendix I,

The second method used to determine the values of the
parameters in equation [15) is less sophisticated than the
first. In the second method, the amounﬁ of processing that
each data processing unit could perform in & single month was
determined by using the speed with which they could perform a
single addition. If, for example, a unit could perform 1,000
additions per second, it was assumed that 1t could perform
5,467,400,000 additions per month., By dividing the monthly
leagse price by the number of additions each data processing
unit could perform per month, the unit cost per addition was
determined, The add speeds and the monthly lease prices of
the equipment analyzed were obtained from, M. H. Welk, A Second

Survey of Domestic Electronic Digital Computing Systems,

Office of Technical Services Report, U.S. Department of Com-

merce, 1957.
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The parameters [Q] and [r] were determined by fitting a
regression line to the unlit cost and volume data by the method
of least squares, A list of the data processing units com-

pared by this method is included in Appendix II.

Cost of Communications

According to the Tariff Regulations of the Federal Com-
munications Commission and the Massachusetts Department of
Public Utilities, the cost of communications [C{] 1s & func-
tion of the distance [D] in miles between the two points be-
tween which communication is provided. This is true generally
of all types of service from a telephone call in & pay station
to a private line installation. The generalized function de-
seribing the cost of the communication service may be written
as

C{ =aD + g [16]
where [a] 18 the charge per mile and [g] 1s the fixed monthly
charge regardless of the distance involved. The value of [g])
is determined by the type of service and the type and cost of
the terminal equipment that is used.

On private line facilities and public communications
services, the unit cost of transporting information would be
equal to the monthly cost divided by the number of digits sent.
The least cost would be when the number of diglts sent is
equal to the capacity of the facllity since the cost of the

facility is the same whether 1t 1s used or not, This basic
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difference between communications coats and the cost of other
forms of transportatlon is an important factor in stimulating
increased utilization of communications once they are installed

and centralizing of information processing.

Synthesis
By correlating the mathematical relationships derived

earlier pertaining to the cost of communications and the cost
of information processing, it 1s possible to determine the
extent to which communications will help to centralize infor-
mation handling work. Equations [l4a] and [14b] define the re-
sources that can be madé avallable for communications in terms
of the volume of data processed. Equation [18] defines the
amount of communications}service that can be purchased with
any given amount of resources. By equating each of the equa-
tions that define in terms of volume the resources avallable
for purchasing communications with equation [16] and solving
for distance over which communications can be obtained for a
range of volumes of data processed, it is possible to evaluate
the extent to which communications will assist the centralliza-
tion of information handling. The result of equating equa-
tion [14a) and [16] 1is

D= kLL?+AV1'[f(V)§f r(v+av)] - g ~ {17a]

and of equating equations [14b] and [16] 1s
D= -F(V)-k-AV-[V+AV] - g . [17p]
a




Section III
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concentrate on important problems. Automatic techniques have
enabled many firms to offer better service to customers which
has many advantages that cannot per se be measured in dollars.
This has been particularly true in the insurance and wholesale
drug business where the quallty of service is very important.

To date the most impressive expansion in the use of auto-
matic techniques has been in the automation of manual tasks.
This has been desirable both from the viewpcint of lowering
labor costs and from the viewpoint of performing this work
more rapldly and more accurately. Already automatic data proc-
essing has taken over & significant portion of the accounting,
bookkeeping, payroll, and billing work in virtually every type
of business.

In places where electronic data processing equipment has
been installed, a noticeable amount of centralization of in-
formation handling work has begun to take place, For example,
in the Boston City Hall & Remington Rand Univac was installed
in the Auditing Department about a year ago. Since that time
there has been an increased use of the Univac to perform some
work that formerly was performed in other departments., Accord-
ing to the personnel who operate the Univac, new arrangements
are continually being made for the performing of more work on
the Univac that is presently being handled in other city de-
partments. Instances of centrallizing information handlling
work at a large data processing unit subsequent to 1ts install-

ation are common.
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The advent of automatic data processing has enabled users
to perform more information handling work than previously and
has permitted the undertaking of work that heretofore was un-
feasible economically. Many of these new applications have
been devised for the purpose of achieving & higher degree of
business control,

In the fileld of business control, automatic data proc-
essing technliques are being used to produce the following types
of information for management: man-hour output, profitability
of decisions, direct and overhead costs, budget analysis, best
production levels, best labor force composition, cost-variance
analysis, schedule compliance, equipment downtime, maintenance
costs, trouble spots, contract projeect costs, absenteelsm
trends, employee satisfaction trends, area wage comparisons,
acecldent analysis, and economic forecaats.21 Automatic data
processing technigues are being utilized to produce the follow-
ing types of information for plant operation: production
planning and scheduling, maintenance achedules and costs,
inventory balances and requirements, involcing and billing,
manufacturing shop orders and instructions, stock selection
tickets, employee work schedules, payrolls, shipping manifests
and routes, cost records, accounting and related cash hand-

ling.22

21M. G. Meldon, "What Computers Can Do For You," Factor
Management and Maintenance, 114 (February 1956) 98-105,

221p14.
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It has become apparent that in order to achlieve busineas

control through automatic data processing, 2 certain amount of
centralization of information handling work 1s necessary, An
examination of the list of items in the above paragraph will
indicate that to produce this information correiations must be
made between information generated by several separate divis-
ions of & business. Centralization of information handling
has been an effectlive and efflicient means of organizing to
produce‘this information and to achleve a high level of control.
Another factor inherent in automatic data processing that
stimulates the centralization of information handling work is
the relatively high cost of a highly automatic data processing
unit., In order to secure & high level of automation, a signif-
icant amount of money must be invested, and in order to make
the use of the system economical, large volumes of data must
be processed, The centrallization of information handling work
has been an effective method per se in making avalilable to the

data processing unit large volumes of data,

Future Role of Automatic Data Processing

It is expected that more and more clerical work that is
presently being performed manually will become automated.
This statement is based upon an estimate made in 1955 by IBM
that only five percent of clerical work was automated and that
at least thirty-five percent of clerical work could ultimately

be automated. As very high capacity automatic data processing
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units are developed, it is expeéted that much of the automated
clerical work will be centralized so that high capacity equip-
ment may be used and economles of scale may be secured.

By centralizing information handling work at the site of
an automatic data processing unit, more exaet control over
many aspects of business can be achleved almost as a by-product
thereof. The ultimate in control through automatic data proc-
egsing c¢an be achieved by integrating separate information
handling tasks and establishing feedback relationships between
them, It 1s expected that eventually automatic feedback rela-
tionships will be established between the control of the pro-
duction equipment used in the manufacturing process and all
aspects of management control through automatie data proc-
easing.

To a certain extent this has occurred already. In the
petroleum industry especially, automatic data processing tech-
niques are being used for controlling production based upon
statistical forecasts of economic conditions, As techniques
for achieving completely integrated business control are devel-
cped and perfected, 1t 1is expected that automatic information
handling will become a vital part of business operations, As
this occurs, it 1s likely that the automatic data processing
center will become intimately linked funetionally and perhaps
spacially with the decision making role of management,

To achieve comprehensive and integrated control, central-

ization of information handling must occur to a certain extent.
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Effective centralization may be achleved in either of two ways.
First, the entire information processing unit could be com-
pletely centralized in a single location, Second, information
processing could be decentralized spacially though each part
would have to be intimately connected via communications so
that they could function as a unit and the desired feedback
relationships could be achleved. Within rather broad limits,
as will be shown later, it is most economical from the view-
point of minimlizing inputs per unit for equipment to establish
a single data processing center., In elther case, communica-
tions play an important role in transporting information to
the data processing unit or units and the minimization of com-
munications coasts will exert an influence on the ultimate dis-

tribution of units.

The Role of Communications

In this study, not all types of communications channels
or circuits are considered as usable on a large scale for
transmitting information to be used directly in automatie data
processing equipment. Wireless communications have not been
considered because, at least from the contemporary viewpoint,
there seems to be & definite upper limit to the extent to
which they can be used. Apparently there are only so many
wireless communications channels that can be made avallable
because of the finite range of broadcasting bands. Even if a

system of zoning was adopted so that the same channels could
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be utilized without interference in a few different partes of
the country, the entire number of wireless communications
channels that could be avallable would not be great,

Wire communications seem to have the greatest capacity for
expansion in terms of the number of channels avallable for use.
Since 1t 18 expected that the number of communications channels
that will be used ultimately will be very large, only communl-
cations over wires have been considered in determining the role
of communications in the centralization of information handling
work. The role of communications is primarily a function of
three considerations. First, what types of communications
service 18 or wlll become available? Second, what 1s the cost
of these services? And third, what is the capacity of the com-
munications facilities in terms of the volume of information
they can handle?

With minor varistions the telephone and the telegraph
companies offer about the same {ypes of services for trans-
porting information which 13 to be used directly in data proc-
essing equipment. They offer both common carrier services and

private line faeilities.zS

233@&: M. M. Koontz, "Supplementing Electronic Equipment
With a Modern Communications System," Computers and Automation,
6-4 (April 1957) 12-17; R. W. Baridon,” "The Communication of
Data," A New Approach to Office Mechanlzation, New York, Amer-
ican naﬁﬁgﬁﬁeng Assoclation, 1954, pp. 53-82; L. C. Guest,
"Administrative Automation At Sylvania: A Case Study,” Adminis-
trative Automation Through IDP and EDP, Office Managemen
Berles, No. 144, New Yaré, American Manasgement Association,
1956, pp. 28-72; "Statement of Don G. Mitchell," Automation
and Technological Change, Hearings Before the Subcommittee on
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Three types of common carrier service are nffered, The
first of these 18 the Teletypewriter Service which allows any
subscriber to send information to the offiee of any other sub-
seriber by entering the message into the channel either man-
ually with a teletypewriter or automatically with a tape
reader from & prepunched paper tape on which the message is
recorded, The message may be received automatically either,
or both, as a written message typed out on paper or as & coded
message punched into paper tape,

The second common carrier service, commercial telegraph,
18 offered only by Western Union., Commercial telegraph service
may be used not only for sending messages that are to be
received as & telegram but it may be used for sending messages
that are to be delivered as a strip of punched paper tape. A
message recorded on paper tape can be introduced into automatic
data processing units for processing.

The third common carrier service, offered only by the
telephone companies, permits the use of any telephone for
transmitting data that 1s to be processed automatically. This
is achieved by installing a Dataphone along with the telephone,
The Dataphone may be used to transmit information already re-
corded upon paper tape and to receive messages by recording
them on paper tape. The cost of transmitting information by

this means would be the same as the cost for making a telephone

Econémic Stabilization of the Joint Committee on the Economie
Report, 84th Congress, lst Session, October 1955, wWashington,
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call.

Private line facilities over either telegraph or telephone
channels may be secured and utilized either the same way as the
common carrier service would be used or they may be specilally
deslgned and installed with special switching equipment to
sult the particular needs of the user,

At present it is not generally possible to introduce data
from communications channels directly into data processing
equipment without'first recording the information on paper
tape or punched cards., However, there are a few instances
where this has been achieved. The data processing centers set
up to track and control missiles, satellites, etc. as well as
the data processing centers set up to handle automatically the
making of airline reservations are two examples where informa-
tion is introduced dire¢tly into the processing unit without
first recording it on punched cards or paper tape, Since this
technique eliminates paperwork and punching equipment, it is
expected that it will be used more in the future,.

The avallability of such a wide range of communications
service will contribute to the feasibility of centralizing
information processing work. Since relatively economical com-
munications service is available for transmitting almost any
volume of information, small or large, communications will not
inhibit the small business from taking advantage of large
scale data processing on a service bureau basis, A business

with low volumes of information to transmit could use either
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commercial telegraph or the Dataphone. Firms with large vol-
umes of information to transmit could economically use private
lines,

The cost of telegraph facilities to the user 1is the same
regardless of whether it is obtained from the telegraph or the
telephone company. The monthly charges levied for the use of
private, 60 words per minute, Teletypewriter communications
channels are as follows: $0.50 per quarter mile between points
in the same building; $5.00 to $6.00 flat monthly charge, de-
pending upon the particular city, between points in the same
exchange, with multipoint connections at fifty percent of the
base rate; $0.75 per quarter mile between any two points in
the same city; $1.20 if used less than twelve hours per day,
$1.50 1f used more than twelve hours per day, between any two
points in different cities within the same state; and $1.25
to $0.21 per mile, depending upon the time of day and the
number of hours per day the facilities are used between any
two points located in different states. To these rates, the
following discounts apply for distances over 250 mlles:

251 to 500 miles, 10% discount
501 to 1000 miles, 20% discourni

1001 to 1500 miles, 30% discount

Over 1500 miles, 40% discount,

For faeilities operating at 75 words per minute, add 10%; for
facilities operating at 100 words per minute, add 25%. All

distances used in computing the cost of communicatlons are

airline miles.
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The cost of private telephone lines, whose capacity is
about seventeen times that of a teletype communieations c¢channel,
is the same as teletype channeles for points within the same
telephone exchange, Between any points in different exchanges
the charge is $3.00 per airline mile measured to the nearest
quarter mile with the same distance discounts applying.z4

The rate structure is so arranged that the more the facil-
ities are used, the lower 18 the unit cost of transmission,
and the greater the distance between the two points, the lower
is the cost of the faeility per mile., Both of these consider-
ations are such as to stimulate the applications of new uses
of communications so that the facilities may be used more and
the unit cost reduced. Since all distances used in computing
the monthly charge are airline distances, the layout of the
present communications lines does not enter direetly into the
cost to the user, Hence, the old established pattern will have
little influence on the location of points between which commu-
nications are desired. This 1is a significant departure from
the influence that transportation facilities in general have
had on the location of business activity. However, when
special installations must be made to establish communications
between points, some of the cost of the installation must be

borne by the client. Usually, if communications are desired

24A11 of the information eited pertaining to the costs of
communications was obtained from the tariff regulations of the
Federal Communications Commission and the Massachusetts Depart-
ment of Publie Utilities,.
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between any inhablted places, there 18 no problem of addition-
al expense for installing lines. There is a nominal fee
charged initially for each new installation which is comparable
to the fee charged for the installation of a new telephone.

The rate structure is a powerful tool for influencing the
distribution of information handling activities when communi-
catlons are used. The per airline mile basis by which charges
for communications are computed has the effect of reducing the
importance of existing patterns and making many sites suitable
for the location of a central data processing unit. However,
it has been proposed that communications charges be computed
on the basis of zonee in which the cost of communlications
would be the same regardless of the distance between the two
points, Eventually, it has been suggested, entire metropolitan
areas may become single zones and ultimately, entire states,

If this happens, the distance between the two points in the
same zone will have no effect upon the coast of the communica-
tions. Thus, a central data processing unit serving the Boston
CBD could be located anywhere in the metropolitan area or per-
haps in the State of Massachusetps. Clearly, the rate struc-
ture can be an important influence on the overall concentra-
tion or dispersal of information handiing work and other types
of activities utilizing communications or linked closely to
information handling work. Inasmuch as the rate structure 1l1s
controlled by the State and Pederal governments, 1ts use for

plan implementation becomes a question of large area coordina-
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tion, metropolitan and-or state planning.

The third factor to be considered in determining the role
of communications 1is the capacity of the available faeilities.
In terms of characters per minute that may be transmitted, the
teletype channels can handle up to 600 while the telephone
channel used with the Dataphone has a capacity of up to 10,000
characters per minute. Measured at full capacity, the tele-
phone channel can be used to transmit information at about 25%
the unit cost of transmission over a teletype channel. Of
course, the use of the high capacity private telephone channel
requires the availability of large volumes of data to be
transmitted., However, the unit cost of transmission over a
telephone channel would be equal to that of a teletype channel
if only four times the volume was transmitted. This would
leave room for expansion in use of over four hundred percent.

It is interesting to note that the larger data processing
units are capable of accepting for processing over 200,000
digits per minute. Thus 1if all the information processed by
the unit was imported over a 10,000 characters per minute com-
munications channel, at least twenty such channels would be
required. It 1s expected that in the future, very high capa-
city communications channels will be made available so that
information may be transported at speeds equal to the rate at

which it c¢can be accepted by data processing equipment, It is

expected that the unit cost of transmission over very high capa-

city lines will be very low and that this will make feasible
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the centralizetion of information handling work over larger

geographical areas,

Analysis of the Centrallization PForce

The method used for analyzing the centralizing force 1is
that of deriving a unit cost-volume function for the entire
field of automatic data processing and then analyzing the
function in terms of other factors that could not be consider-
ed in deriving the unit cost function. The unit cost function
was derived by correlating statistically the unit cost of data
processing on & number of different units with the volume of
data that could be processed by each unit in a work month con-
taining 21.7 days of seven hours each. The parameters that
were derived using this data are [Q) and [r] in equation [15].

The most significant parameter, [r], which governs the
rate of change of unit cost with respect to volume was found
to be about 0.7 by both methods. By method one, where & stan-
dard problem was aasigned to a number of data processing units,
the value of the function was calculated to be

Cp = 4366 . {18}
—&r

-

By method two, where the capacity of the data processing units
was measured by the speed with which the units could perform a
single additlon, the value of the functlon was computed to be

Cp = 3564.6 . [19]
v.
A list of the data processing units studled and the basic data
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used to make these caleculations may be found in Appendix I
and II for method one and two respectively. Graphs 1llus-
trating the data and the regression lines may be found in
Figures II and III.

It should be noted at the outset that there are limits to
which these function& may be used., First, the functions are
intended to give'a general view of the unit costs of process-
ing a&s higher capacity equipment 1s used, i.e,, as information
handling work 1s centralized, Hence, the functions are unusa-
ble by business to predict what thelr unit costs would be as
they 1ncrease thelr volume, They would be unusable because
several important costs have not been considered in thelr der-
ivation which will influence the actual total and unit cost of
processing, and because the bases used in methods one and two
for comparing units would be different from the basis used by
a business in making a simllar analysis, Second, there 1s the
problem of using the functions to describe unit costs as the
volume becomes very large. A function that could be used for
this purpose would have to have a damper buillt into it which
would refleet the diseconomies of bullding & larger, faster
data processing unit., These functions do not have such a
damper and one could not be built into them at this time be-
cause 1t 18 not known when diseconomies will begin to occur,
It 18 expected though that this point 1s not very close at hand
&1 that data processing units of many times higher capacity

than contrmporary units willl be developed. However, nelther
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of these limits of use affect adversely the intended use of
the functions in thils study.

In regard to the functlons derived, it should be noted
that the difference in the values of the parameter [Q) does
not represent a discrepancy in the findings. Rather, the
difference arises because of the differing bases of compari-
sons used in method one and two. In method one the compari-
son was based upon the number of digits input. 1In the second
method, the basis for comparison was the number of computer
operations, i.e,, the number of additions, Thus, it would be
expected that the value of [Q) computed by method one would be
somewhat higher than by method two since there would be in-
volved a number of computer operations per digit input to com-
plete the problem. On the average, timewise, 1t took about
twelve computer operations to perform the calculation per
digit input. This can be seen by the relationship between the
values of [Q] as computed by each method.

As can be seen by examining equations [18] and [19], the
rate of change of cost with respect to volume as established
by the value of the parameter [r] 1s about the same in each
case, However, because of the overstatement of the unit coste
of processing on large equipment noted earlier, it is expected
that the actual value of [r] is somewhat higher than computed.
An underestimation of the value of [r] means that the function
understates the economles of scale,

It can be seen from Figure I that from a purely economic
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viewpoint fewer inputs are made for equipment per unit proc-
essed when the processing 1s performed on & single unit than
when the work 18 performed on any combination of two or more
units, As a practical example of this, Xoontz cemp&raa/thé
unit costs of processing on an IBM 650 with those of an IBM
705 -- which 18 forty times as fast and potentially able to
perform forty times as much work as the 650 -~ and notes that
", . . the cost per calculation on a loaded 705 would be less
than ten percent of that on a loaded 650 in terms of rental
alone."25
It can be seen from Figure II that it is possible to use
two data processing units instead of a single unit and still
process data at about the same unit cost, However, Koontz
suggests seven points why spacial centralization 1s presently
advantageous for efficient utilization of personnel and
efficlient operations, viz:
1, Personnel acquainted with the interaction of computer
and commercial systems are too scarce and too expensive
to “spread thin.,"
2. A large memory 1s not yet adequately adaptable to de-
centralization, which would remove it from the computing
unit and the master file systems, A large magnetic memory
is needed for papervork elimination, rather than simpli-
fication, and elimination occurs when master flles are
integrated. Presently applied communications are not
adequate, either in terms of faeilities or personnel, to
assure high-speed integration of decentralized memory
components with the presently developed heart of the
system, 1.e., cards, tapes, and programs,

3. Integration of related master data simultaneously

2%goontz, op. cit., p. 16.
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reduces 1nput error ratios and reduces the need for du-
plicating data from external sources,

4. The reduction of external input gained by centralized
integration would reduce the load on the communications
system, rendering it more effective for a give:n outlay.

5. Centralization of data improves computer payoff and

bullds necessary knowledge of technlques in the organiza-

tion.

6. Larger capacity units handle greatly more complex

logistical and research problems, which provide greater

payoffs than straight commercial aspplications, to supplant
today's generally unsophisticated analysis,

7. Complaints already have been heard that all of the

fastest computers available cannot handle computer demand,

either in terms of volume (this is,gn a national basis)
or in terms of problem complexity.

The economics of utilizing personnel, equipment and other
resources may not be the only reason for centralizing informa-
tion handling work. To a significant extent, achieving in-
tegrated and automatic businesgs control requires centraliza-
tion of data processing. Thils 18 because of the need to draw
upon information generated by all aspects of business in crder
to make decislons about what the business should do next and
in order to relate historical anglysis and decision making to
forecasting techniques, The very nature of a control mechan-
ism that is to act swiftly and effectively 1s that of a single
functioning unit either completely centralized or partially
dispursed.

It 18 expected that the desire to achieve a high level of

control will be satisfied by centralization of information

261bid. pp. 15-16.
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handling. It is expected also that even more resources may be
made available for centralization than could be saved by auto-
mation per se 1in order to achleve & high level of automatic
control. These resources would be those that were lost
formerly through inefficiencies, i.e,, spollage, delays, in-
efficient operation, etc,

It is possible that additional resocurces could be applied
to centralization, These would be the resources made avall-
able by automation. It is particularly common for users of
electronie data processing equipment to experience rather
sweeping changes in labor, material, and operating inputs. It
is difficult to secure a complete understanding of the exaet
changes becauge often firms experiencing them are not quite
aware of exactly what has changed and how much, and the firms
that do know will not release this information,.

Some examples of changes in inputs must suffice f?r the

exact information, Tim327

A———.

magazine noted that an IBM 702,
which 1s & relatively low capacity unit, was utilized to do a
specific task. It completed in twelve hours what normally took
1800 man-hours to complete by hand methods. And in another in-
stance, the 702 performed the work of 320 accountants in two
hours. J. A. Higgins and J. S, Gilckauf, "Electronies Down To
Earth,"aa noted that by utilizing electronic equipment,

275 (March 28, 1955) 81.
28harvard Business Review, 32 (March-April 1954) 99.
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". . . dollar savings have been achieved through the elimina.
tion of clerical labor by performing sequential operations
automatically, by handling most exceptions to regular proce-
dures automatically, and by making inroads into clerical work
areas never before mechanized," Deseribing the findings of
their studlies they noted, ", . . our studies, which covered
potential applications in a number of different industries,
have in every case revealed clerical savings of very substan-
tial proportions.,"” However, reductions in material and ope-
rating inputs do not always follow the installation of elec-
tronic data processing equipment, Many users have been able
to reduce conslderably operating expenses by eliminating the
need for many smaller pleces of equipment and furniture. Some
users found they could perform the same amount of work in less
floor space than formerly by eliminating desks, files, etec.
Thus, in summary, the forces operating to centralize 1in-
formation handling are the
1, Attempts to minimize inputs per unit processed for
data processing equipment by utilizing high capacity
equipment

2. Attempts to achieve a high degree of business control
by integrating information handling

3. Attempts to maximize the efficiency of utilization of
resources and achleve effleient operation utilizing auto--
matie methods,
The resources required for centralizing information handling
can be made avallable through the substitutions of inputs for

equipment, inputs being lost through inefficiencies, and inputs
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released through automation of informetion handling work.

Demonstration and Analysls

A demonstration of how centralization of information
handling activities may occur using the material developed
above will enable the reader to understand more fully the Iim-
pact of the use of automatic data processing with communica-
tions on the pattern of information-handling-business. For
this demonstration, assume that there are one thousand units
of production disbursed throughout the United States each of
which is performing manualiy data processing involving five
million diglts per month., It 1s assumed also that each pro-
duction unit is unable to move from its present location be-
cause of requirements that can be satisfiled only at that loca-
tion. While the assumed units of production are hypothetlcal,
they might correspond to a group of banking instltutions,
wholesale or retail businesses, ticket offices, etc.

Assume that the long run unit cost-volume function for
automatic data processing equipment 1s about the same as that
computed by method one, 1i.e.,

Cp = 43686 [20]
v'
and that the unit equipment cost varies with volume about the
same as shown by the regression line 1n Figure II.

Assume that two of the production units in the Boston area

each pool their five million digits and set up an automatic
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data processing unit for processing ten million digits per
month. If the manual proeeas%ng of five million digits 1is per-
formed by clerks earning $1,57 per hour and the clerks are cap-
able of processing one digit per two seconds at a desk calcula-
tor, the labor input per million digits would be $872 and
twenty two clerks would be required. The labor inputs for
manual processing would be about the same as equipment inputs
for processing automatically ten million digits per month; see
Figure II. It 1s expected that reductions in other inputs for
operations -~ 1.e., rent, utilities, equipment, furniture,
employee benefits, ete., -- will be suffielent to amortize the
initial costs of establishing the data processing unit, It is
estimated that the savings in rent in a single year would

cover the installation and initial programming costas, This 1s
based upon the assumption that each clerk occupiles forty square
feet of gross floor space renting at $3.00 per square foot per
year, and that seventy five percent of the floor space used by
clerical workers could be eliminated.

The data processing equipment inputs per milllon digits,
which are a high percentage of the total input for processing,
can be reduced in accordance with equation [20] by increasing
volume; see Figure II. By increasing volume from ten to fif-
teen million digits per month, the input per million digits
for equipment may be reduced by $215; see Figure IV. This can
be computed by substituting equation [20] in equation [10].

This does not represent a reduction in the total cost of



€0.

processing. Rather, 1t means merely that the inputs for
equipment per million digits processed may be reduced by $215,
In order to achleve this reduction, a portion [k] of the reduc-
tion of equipment inputs in each of the fifteen milllion-digit-
units could be invested in communicatlions facillities for
transporting information to the data processing unit from one
of the other units of produection. Thus, in terms of equation
(5], cited on page 25, assuming for the present that other
inputs have not changed, some portion of the change in inputs
per unit for equipment [Aei] may be substituted for transpor-
tation, 1.e.,

k*Aey = At . (21]

The cost of the communications facilities today for
transporting five million digits per month would include the
monthly charge for terminal equipment and the monthly lease
price of & single teletype communicatlions channel. The
terminal equipment required to import the data would be an
Automatic Transmitter and a Reperforator which together rent
for $60.00 per month. Using present day rates for a 100 words
per minute communications channel, the monthly charges would
be:

1.50 per mile when the distance is between 3 and 50 miles;
0.90 per mile when the distance is between S0 and 250 miles;
0.81 per mile when the dlstance is between 250 and 500 miles;
0.72 per mile when the distance is between 500 and 1000 mlles;
0.63 per mile when the distance is between 1000 and 1509 miles;
30.54 per mile when the distance is over 1500 miles. 9

293ee; Supra, p. 44,
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By substituting these data into equation [17a8] and
solving for distance in terms of volume, the graph in PFigure V
may be constructed. Figure V indicates in terms of distance
the amount of communications service that may be purchased
with an amount equal to the reduction in inputs for equipment
secured by increasing volume by five million digits.

As can be seen from Pigure V, if all of the reduction in
equipment inputs per unit processed resulting from an 1ncreasé
in volume from five to fifteen million units was applled to
communications, service could be provided to a point located
5880 airline miles from the data processing center in Boston.
If, however, a total of $1500 a month was invested in communi-
cations, communications service could be provided between
Boston and almost any other point in the United States. The
unit cost of transporting five million digits based upon the
total volume of fifteen million digits would be $100 per
million digits., Thus, 1f $100 of the $215 reduction in data
processing equipment inputs per million digits was invested
in communications, the net reduction in inputs for equipment
would be $115, This saving along with reductions in other
inputs due to automating the processing of five million digits
would make 1t desirable to centralize this activity at a single
data processing unit,

This line of reasoning could be applied each time the
volume 1s to be increased. Flgure V shows the amount of com-

munications service that could be secured at any volume by
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substltuting the reduction in data processing equipment inputs
for transportation. By substituting data processing inputs
each time volume is to be increased, it would be possible to
secure communications to increase volume up to about two and
one half billion digits per month. This would represent the
relocation of this activity from 500 of the 1000 unite of pro-
duction and would affect 11,000 clerical workers, After volume
is increased to two &nd one half billlion digits per month, re-
ductions possible through increasing volume fall off to the
point where they are insufficient to purchase communications
between points located three miles or more away, 1.e.,, they do
not amount to at least $64.50 ($60 for terminal equipment plus
3 miles at $1.50 per mile).

Thus, the economies of acale that may be achieved by using
high capacity automatic data processing equipment make feasible
and desirable from an economic viewpoint the centralization of
information processing. By centralizing the work of five hun-
dred units of production amounting to two and one half billlion
digite per month, the inputs for equipment could be reduced
from $872 to $19 per million digits (see Pigure 1II) and the
communications costs would amount to $34 per million digits.
The net reduction would be $872 - ($19 + $34) = $819,

It may be possible to centralize the processing being
performed at the remaining five hundred units of production
by investing reductions of other inputs in communications.

For example, the labor inputs for processing manually one
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million digits is $872. If seventy five percent of this could
be saved through automation, up to $654 per million diglits could
be made avallable for communications. This would be more than
twice as much as is neceasary for transporting five million
digits per month rro; San Prancisco to Boston. Thus, if reduc-
tions in other inputs are applied to communications, the proc-
essing belng performed at the remaining units of production
could be centralized at the data processing unit in Boston,

However, at this point 1t becomes a questlion of minim-
izing communications costs. Depending upon the distances in-
volved, 1t might be more economical to set up another data
processing unit and let each unit serve a particular portion
of the country. The actual economics of this depend upon the
total volume and the geographical distribution of the units of
production generating the information for processing.

According to Figure II, the reduction in equipment inputs
per million digits processed would be from $19 to $12 if the
volume is increased from two and one half to five billion
digits per month, In view of the low amount that can be saved,
there 18 a strong probabllity that more could be gained through
minimizing transportation costs (which are essentially a func--
tion of distance) by establishing two data processing units.
Thus, it would seem that unless other advantages such as those
of business control ensue from complete centralization, the
actual amount of centralization that 1s economical would be a

function of the costs of communications.
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Nevertheless, the centralization of the work of five
hundred units of production affecting directly 11,000 cleriecal

workers is consideradble any may have important planning impli-

cations,

Limi;g to Centralization

g;The 1imits to centralization are important to planners
becéuae they establish one of the boundaries to the area of
consideration: the pattern of information-handling-business
activities, Planners want to know how far ceniralization is
possible and what forces will act to set limits to the cen-
tralization of information handling work,

Other than the avallability of high capacity equipment,
there are three concepts of a 1limit to centralization that
should be discussed. The first of these 1z the cost of commu-
nications, the second 1s the cost of programming, and the third
is the policies of the companies using automatic data process-
ing.

The cost of communicatione relative to the cost of equip-
ment when volume is small 1s also very low because the amount
of information that is imported is not great. As the volume
of information processed at a central data processing unit
inereases, the number of communications lines and the distance
over which information is imported increases greatly because
it is difficult to assemble at a data processing unit all of

the information generating activities, For example, about
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five hundred teletype communications channels would be re-
quired to import for processing at a centrsl data processing
unit 2,500,000,000 digits per month as was suggested in the
demonstration above. The cost of the communications service
shown in Figure V would be about sixty percent greater than
the cost of the equipment used for processing.

There is some point, depending upon the geographical dis-
tribution of the information generating activities, in the
centralization of information handling work where the cost of
communications becomes so large that the total cost of data
processing including communications cost could be reduced by
setting up more than one data processing center. This would
involve a minimizing of communications costs since the cost of
data processing equlipment per unit processed can be reduced by
centralization. Exactly where this point 1s depends upon the
type and amount of communications service provided and the lo-
cation and distribution of the places to which communications
are provided., If the information generating activities are
located close to the processing unit, the cost of communica-
tions would not be as much as if they were further away. Like-
wise, if they were scattered about more or less at random, it
would cost more to provide communications serviece than i1f they
were concentrated since in the latter case high capacity com-
munication facilities could be used at a very low unit trans-
mission cost,

Another way of establishing a limit to centralization
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based upon the cost of communications is by examining the pro-
portion [k] of the reduction in equipment inputs per unit proc-
essed resulting from an increase in volume that would have to
be invested in communications in order to make available per
month $16.00 per million digits or $80.00 per five million dig-
1ts. Elghty dollars would be the minimum resource necessary to
acquire terminal equipment and a telegraph channel over a short
distance. Pigure VI 13 a graphical presentation of the #alue
of [k] plotted against volume for selected values of transpor-
tation inputs per million digits [Ct]. Equation [1l4a) was
uged to conatruct the graph and [f£(V)] as noted in equation
{20] was substituted therein.

Figure VI shows that a minimum of $80.00 can be made avail-
able through inecreasing volume by flve million digilts up to a
point where the total volume equals 1,600,000,000 digits per
month without having to substitute inputs other than data proc-
essing equipment inputs. It may be that users will not tend
to increase volume beyond this point especially when the total
volume processed is 1imported since after this point transpor-
tation inputs rapidly become the major portion of the total
cost of processing. However, if a large amount of information
to be processed 18 generated locally, the total cost of commu-
nications may not become excessive until volume has increased
far beyord this point. Also, 1t may be that users will always
be willing to apply $25, $50, or even more per million digits

in order to maintain economies and advantages of integrated
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data processing for achleving control,

The second limit to centralization is that of the cost
and complexity of programming. The procedures of programming
and testing programs preliminary to actually using them is
gometimes very costly. The cost varies with the complexity of
the programs. The feaslibility of using automatic data proc-
essing techniques 1z based upon belng able to amortize these
coats over a large number of units processed,

The cost of programming 1s usually a determinent of
whether the work will be performed automatically or not. It
is in regard to programming very high c¢apacity computers to
perform several data processing tasks simultaneously that the
cost of programming becomes important as a limit to central-
ization., This type of programming is 1in addition to the pro-
gramming of the actual work, This programming is for the
purpose of coordinating and keeping separate the elements of
the various different tasks., This cost of programming for co-
ordinating several tasks may become very large when many prob-
lemg are being performed simultaneously. If a computer was
able to perform one hundred different problems simultaneously,
the cost of programming for coordination eould be amortized 1if
the individual programs remained the same for some times. How-
ever, 1f each one of the different programs was changed once
every hundred days, statistically, it might be that the program
for coordination might have to be changed dailly. If this

happens, the cost of programming, the cost of checking the



70.

programs as well as the costs of 1dle time for very expensive
equipment would have to be incurred, 1In other words, the cost
may be sufficiently high to make this type of operation un-
Teasible,

Besides the possibility of performing tasks sequentially
rather than simultaneously, there is some suggestion that the
complexity of programming will be greatly simpliflied and the
expense reduced in the future, This combined with the possi-
billity that frequent program changes on high capacity, fast
equipment might be as economical as infrequent changes on
lower capacity, slower equipment leaves to the future the
answer to the limiting effect of programming on centralization,

However, programming does not seem to be a problem when
large amounts of the same type of work are performed at a cen-
tral location as would be the case with banking work. 3ince
only a small number of related tasks need to be programmed,
which normally would not be changed often, the programming
problem would not be as significant as it would be when many
different problems are being performed. This may be true also
of a central data processing unit serving a single large firm.

Ultimately, programming costs will set the limit to cen-
tralization as well as the limlt to the use of automatic data
processing. On the surface, it seems that there 1s little
that the computer cannot do as well or better than & human
being. Norbert Wiener's chess playing machine, while elemen-

tary in concept, does approach having the facllities of the



71.

human mind, ©Not only that, but estimates of the future chess
playing machines indicate that a machine could be buillt that
would be difficult for even an expert to beat,

The programming problems involved in such a8 machine are
many. The programming, if 1t could be done at all, would in-
volve programming for every possible alternative that the
equipment would have to choose among. In addition, the pro-
gram would be of such extensive length that a human being
could do the work faster in some instances. Also, certain
portions of the machine, sometimes large portions, would not
be called into use for long periods, As more flexibility and
capacity 1is built into the computer, the program becomes more
complex and expensive, the need for memory increases, and the
average utilization of each section of memory decreases.
Hence, there 1s some point where it 1s cheaper to use & man
than to use a machine,

The third concept of the limit to centralization would be
the policies of business on how they apportion responsibilities
and duties. The contrast between the policlies of the John Han-
cock and the Prudential Insurance companies indicates that
there are limits to the degree of centralization of data proc-
easing based upon company poliecy. The Hancock company has
centralized a significant portion of their data processing at
their home office in Boston, On the other hand the Prudential
company has followed the policy of setting up regional offices

that handle substantially the same operations as does the cen~
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tral office of the Hancock company.

It may be that because the Prudential company 1s several
times larger than the Hancock company in terms of volume, a
completely centralized operation could not be set up using the
relatively low capacity equipment avallable today and that
there wag relatively little to gain in centralizing a group of
equipment that could function as effectively and economically
on a regional basis. However, there is strong reason td be-
lieve that the Prudentilal office set up regional data process-
ing units in their regional offices rather than in the home
office because it 1s theilr policy to distribute responsibili-
ties and duties regionally. In other words, it i1s their way
of handling the insurance business regardless of whether they
were using automatic data processing or not,

The policles of the Sylvania Electric Products Company
exemplify a limitation to centralization of data processing
even though they were about the first firm to centralize some
of their information handling work; Sylvania has attempted to
decentralize control., The manager of any of the fifty or so
plants and installations, in effect has a separate business,
and he runs it subject only to the broad framework of general
policles and controls which must be retained by top management
in order to assure coordinated action. Sylvania finds that by
giving the manager of the local plant the responsibility for
the success of the plant and the necessary authority to do the

job, he acquires a sense of pride as if he personally owned
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every square inch of the plant and that pride 1s strikingly
evident in everything he daes.so

Another significant problem encountered in centralizing
information handling work is the problem of standardization
and cooperation, This is especially a problem when data proc-
essing is performed on & service bureau basis, Without a
rather high degree of standardization, centralization may not
be as economic as any other alternative, The problem of stand-
ardization 1is very difficult to solve when there is a pooling
of work by several firms to permit the use of high capacity
equipment, A solution is further complicated by the inherent
reluctance of business to divulge anything of the inner work-
ings of the business. The present problem underlying these
difficulties 18 that businesses are not fully aware of the ad-
vantageous manner in which they may utilize present develop-
ments in automatic data processing and communications,

In summary, 1t seems that the cost of communications will
be a very important factor in establishing the limit to which
information handling work may be centralized, To determine
at what level communications will 1imit centraligation requires
further investigations into the distribution of information

generating activities on the land and the use of very high

30gee: "Statement by Don G. Mitchell,"” Automation and Tech-
nological Change, Hearings Before the SubcOmmittee on Economic
§EaS%IIzaEIon ol the Joint Committee on the Economic Report,
84th Congress, lst Session, October 1955, Washington, GPO,
p. 184,
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capacity communications facilities. The influence of pro-
gramming on the limlit to centralization cannot be determined
at this time since 1t 18 not known what developments in pro-
gramming and processing techniques which will affect the cost
and complexity of programming will be achieved in the future,
The entire question of the influence of business policy and
its effect on centralization of information handling work
alsc requires a great deal of further research since business
policy c¢ould completely negate arrangements that would be
feasible uﬁing developments in data processing and communica-

tions,
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Section IV
IMPLICATIONS AND CONCLUSIONS

Trends and Future Levels of Development

The concomitant use of automatic data processing and com-
munications 18 expanding greatly in this country and ultimate-
ly throughout the world. There does not seem to be anything
in view, except serious economic dépression or saturation of
the market, that will reduce the acceleration with which auto-
matic information handling is belng utilized,

Because of the relatively low level at which c¢lerical
work is presently mechanigzed, a rapid expansion of the present
uses of automatic data processing is to be expected as more
and more businesses automate routine clerical work, The econ-~
omy and speed of automatic data processing will stimulate new
applications to achieve more sensitive and accurate business
control which heretofore could not economically be undertaken.

Expansion to include new applications will represent con-
tinuous long run substitutions of resources, which are being
loat or wasted in present operations, for the purpose of achlev-
ing high level business control through the integration of
informetion handling work presently being performed separately.
Ultimate expansion will include a very high level of control

through automatic data processing by establishing feedback
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relationships between all aspects of management and production,
i.e., between sales forecast and the manufacturing process,
Through centralization of information handling and processing
work, integrated and comprehensive control through automatic
data processing may be secured at its lowest cost,

8ince the very life of business depends upon the avail-
ability and flow of up-to-date and accurate infarmdtion,
businesases will become increasingly dependent upon the data
processing center and orlented thereto. The consequence of
this linkage eventually may be the relocation of management to
tha"aatavﬁraceaaing center or vice versa,

Communications service will meke it feasible for both the
large and the small user of automatic data processing to take
advantage of large scale operations at low cost through cen-
tralizing information handling work., Low cost communications
services are avallable today for the transportation of low
volumes of information, 1.e., using the teletype or the Data-
phone. Low coet transmission of large volumes of information
over single channels will be achieved also as éevelopmentalin
transmission and switching are made avalilable. Thus, the use
of inexpensive commﬁhica%ians service for both small and large
volumes of information will make feasible economically the cen-
tralization of information handling work, Most important is
that the impact of the automation of information handling work
extends from very large corporations down to small firms in.

¢luding perhaps the single proprietor,
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Predicted developments in high capacity and low unit cost
data processing equipment along with easier programming tech-
niques and on-line facilities will make feasible and desirable
the centralization of information handling work in or&ar to
secure the economies of scale and the most effective use of
automation. The main problem is organizing to capitalize on
centralized automatic data processing. However, eventually
this will be overcome by devising sultable techniques and
arrangements for standardization and the participation of sev-
eral individual firms. It is expected also that the opportun-
ity to secure competitive advantage by achieving higher degrees
of business control through centralized data processing will

reduce the reluctance of businesses to utilize these techniques,

Centralization of Information Handling Work

The forces tending to centralize information handling
work at the sites of large data processing units are:

1. Greater productivity of capital inveatment in high
capacity data processing equipment than in low capacity
equipment.

2. EBffective utilization of automatic data processing
techniques requires a large investment in equipment which
is warranted only when there are large volumes of data to
be processed,

3. A high level of business control through automatic
deta processing is most effectively and inexpensively
achieved through centralization of information handling
work.,

The case for centralization of information handling work 1is

fairly well established. The question is what effect will
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this have on the general pattern of information-handling-
business activity?

It is estimated that a single central data proceasing
unit ecould handle the data proceseing needs of at least sever-
al hundred firmes, and under certain conditions, many more than
that., Technically, a central data processing unit could be
set up to perform as many as one thousand trillion operations
per month. This number would be sufficient to aer?e a million
busineasesbeaeh generatlng 8 billion calculations per month.
Prom the viewpoint)of volume, such & central unit could serve
all the buaineéaes in the Boston Metropolitan Area and per-
haps more., However, because of the range of different work
that would be generated by all the businesses in any metropol-
itan area, 1t does not appear that centralization will occur to
the extent that there would be only one unit. On the contrary,
it seems that there would be several unita, perhaps several
hundred, in a single area or region. Nevertheleas, central-
1zation of this amount of work 1s significant,

while the centralization forces tend to agglomerate some
information handling work at single data processing units, the
units that are actually set up would not tend to centralize in
a single district of the city. There is no reason to believe
that there would be an overall centralization of this activity.
Instead this activity 1s made more mobile as a result of auto-
mation (reduction in iinkeges to large numbers of clerical

workers) and because of low cost communications (reduction in
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importance of exiating patterns of land use, access, and com.
municationa on the location of this ac¢tivity). The location
at which a unit would be established depends upon the location
of thé clients that 1t serves &nd where the air line-communi-
cation line distance between the unit and all of the clients
is at a minimum.

The land planning significance of the centralizing forces
lies in the 1mplieationa‘tnat information handling work, and
ultimately some related activities like information-analyzing
and decision making activities, will be gathered together from
a number of remote locations. This relocation of 1nfnrmatioﬁ,
handling activity has significance from the viewpoint of both
the old and the new location of this aetivity., In terms of
the new location, the land planner wants to know where this
activity 1is likely to want to locate and how much of it will
be located on one site. In terms of the old location the land
planner wants to know what this means in terms of the reduc-
tions in business activity, employment, and the changed loca-
tional requirements of the remaining activities, In short,
the land planner wants to know what may be the consequent

distribution of business activity,

Bistribution of Inrormationyﬁandlingfsuainaas Activitg

In considering what may be the consequent distribution or
pattern of information-handling-business activity, three

factors must be discussed: first, the operation of the cen-
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tralizing force; second, the mobllity provided by the use of
communications; and third, the linkages establlished and
changed because of automation,

The result of the operation of the centralization forces
as outlined above is the relocation of some information hand-
1ing work from several remote places where it is now performed
to the asite of a central data processing unit, This force
will touch upon almost every firm 1n every type of business
although its greatest impact will be upon those businesses
that are heavy on the information handling work, namely, fi-
nance, insurance, wholesale trade, some services, and the'cen-
tral business offices of national organizations and firms,
Most notable 1is the effect that this force is likely to have
upon the CBD where clerical Jjobs are concentrated., The ul-
timate effect of the automation of information handling work
and the use of communications to transport information may be
an overall decentralization of this activity since the use of
communications provides greater mobility and one locational
objective will be the minimization of communications costs,

The use of lbw cost communications for transporting infor-
mation to be processed by electronic equipment at a central
data processing unit reduces the importance of existing

patterns on the location of the central uUnit and gives the

unit greater locational mobility. Conversely, communications
will permit the providing of information handling services at

almost &ny place where they are desired and yet take advantage
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of highly automatic data processing techniques, Por example,
consider the effect that a high degree of automation and cen-
tralization of records and data processing may have on banking.
If all of the paper work of a financial transaction wes auto-
mated so that the bank teller had only to record the transac-
tion on a device at her desk and all the other functions were
handled by a central data processing unit, it would not be
entirely necessary to cluster tellers at the master record file
in a single banking room or office, Instead, by using low cost
communications, they could be disbursed to any number of points
where the convenience to their customers and company profit
could be maximized. Dispersal of the information gathering
activities can be achieved only by centralizing records and
data processing and by utilizing communications to link the
many remote points to the central unilt,

Communications allow not only the decentrallization of
information gathering activities to serve the needs of business
and people which for other reasons are being decentralized,
but also stimulate the centralization of information process-
ing at large data processing units. While there is a strong
force operating to centralize information handling at large
processing unite, it is expected that these units will have
high mobility. The central units have high mobility since one
of the major loecational objectives is the minimizing of commu-
nicationa costs., In achleving this objective, the existing
patterns will not be too important in influencing thelr loca-



82,

tion and the amount that communications costs would increasze
as a result of locating a significant distance away from the
least cost location would not be too great,

Another factor that will contribute to the mobility of
information handling activities in general 1s the change in
the labor linkage caused by automation. In every instance
where automatic data processing equipment has taken over
information handling work, there has been a general up grading
of positions. The general trend has been & reduction in semi-
skilled clerical workers and a small increase in highly trained
specialists to handle the automatic processing of information,
This type of change in the labor requirements of business may
make 1t more feasible for businesses to satisfy their labor
requirements and take advantage of the amenities in less
deﬁaely populated are&as outside of the CBD.

It i8 expected that a change in the labor requirements and
the mobility made possible through the use of communications
will stimulate the decentralization of information gathering
activities and ultimately the decentralization of data process-
ing units,

The Sylvania Company 1s an excellent example of the mobil-
ity of a data processing unit. To determine where they should
locate their data procescing center, Sylvania used traditional
location theory to determine the locatlion at which the communi-
cations cost would be at a minimum. However, the final site

gselected wus some forty milee away from the jezat cost location,
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The site selected 1s a2t the periphery rather than at the cen-
ter of the Syracuse metropolitan area to satisfy the need for
accessablility and service from Western Union and Remington
Rand.

When the central data processing unit serves an entire
region or the nation as a whole, as it does in the case of
sylvania, the possibility of the least cost location being
outside of & bullt up area is great. When a single central
unit serves 8 national organization, the least cost location
would be to the west of the densely populated East coast.

The least cost location will continue to move westward &8s pop-
ulation and business activity inecrease on the Pacific Coast,

A natlionally oriented firm might find it more economical
from the viewpoint of minimizing its communications costs to
establish data processing centers on a regional basis rather
than on & national basis, For example, it would seem logical
for such a firm to set up a8 data processing unit to handle the
entire Pacific Coast rather than transmit all information for
processing across the large low density region between the
Sierra Nevada and the Miseisslippl River, Integrated control
could be achieved by transmitting only selected inrormabiah
that would be necessary for making top level decisions. The
relative economics of this depend upon the total volume of
information that is to be praceaéed in any particular region
and the balance between the cost of processing that amount and

the cost of transporting it.
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The Sylvania Company at present has most of its plants and
branches located in the east with only a small percentage of
their productlion loeated in the Paciflc Region., Hence, with
only & small need to process datea in the Pacific Region, 1t is
more economical to transport the information to the east than
it would be to set up a data processing center there,

It does seem that a service bureau would not serve more
than one metropolitan area because firms using 1t would minim-
ize transportation costs. In a perfectly symmetrical metro-
politan area, the least cost location might be in the CBD or
at least near to it. Because of the high productivity of the
use and the small portion of the total cost that rent would
be, a central data processing unit might well be able to a&fford
& cholce central location if for other reasons it was dmair;
able to locate there.

Communications costs are at least twenty percent higher
in the CRD. If communications coate are significant, as they
probably will be for high capacity units, their minimization
is essential., The least cost location for a service bureau
serving the Boston CBD would be in Cambridge because of the
present rate structure, A service bureau aérving the entire
metropolitan area perhaps would be located in Brookline, Cam-
bridge, or Watertown, A bureau serving the Boston~-Providence
area might be in Medfield.

Under the present rate structure, the cost of communica-

tions is & function of the alr line distance between the two
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points for which the service is provided. There is a high
probablility that in the future the zone method for determining
communications costs will be used wherein the cost of ecﬂa&«:
nications is the same between any two points located in tﬁe
s&me zone, According to the communications companies, 1t
would be advantageous to them to make the entire Boston Metro-
politan Area and ultimately the entire State of Hnssaﬁhuéetts
a single zone in which the cost of communications would be the
same. If this happens, any point in the zone would be equally
auitab;e from the point of view of minimizing eommunicatiang 
ccats and greater dgeentralisationrcan be expected. | |
“Thus, 1t is clear that the most effective existing tOoi*k
that may ¢ used to influence the pattern of 1nf0rmat10n,nana-
1ling work would be the rate structure for communications
charges. Since the rate structure is controlled by the State
and Federal governments, the effective use of this tool re.-
quires not merely regional thinking and regional planning, but

mobilization for comprehensive regional coordination.

The Effect Upon the City

The effect upon the city arises out of the three ramifica-
t ons of the use of automatic data processing and communica-
tions, i.e., the operation of the centralization force, the
increase in mobility of information handling activities, and
the altering of the labor requirements and linkages of

businesses performing information handling activities.
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The overall decentralization of information handling work
ag discussed above will have 1its greatest impact on those
areas where this activity is concentrated; i.e., in the CBD.
It is expected that due to the establishing of central data
processing units at points where communications costs are at a
minimum, the CBD may suffer a reduction in clerical employment
as well as 8 loss of those Jobs that would be e¢reated by auto:
mation. This would occur as existing businesses take advan- .
tage of central data processing.

In addition, the CBD may suffer the loss of employment
due to increased productivity of workers adhievad through
automation. Also, there 1s the high possibility that gome of
the businesses that are located in the CBD to capture the
clerical labor market there would find that automation has so
changed their labor requirements that they may be satisfied
as well or better in cutlying locations, Some businesses may
find also that they can operate better if there was more face
to face interaction between some of their activities and the
deta processing unit, This is to be expected of the decision
" making role of management, This requirement may result in the
relocation of these activities closer to the data processing
center or vice versa if the center is controlled or owned by
the partiaﬁlar business, Nevertheless, the impact of automatic
data processing is likely to cause a change in the pattern of
information-handling-business activities,

Off-setting these declines in employment are the various
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opportunities open to the businesses remaining in the CBD to
undertake more data processing work than previously for the
purpose of achieving higher degrees of business control,
However, it 18 not known exactly what this additlonal work
will require in terms of labor force, An additional factor
that cannot be determined fully that may off-set declines in
employment due to automation of information nandling work 18 «
posaible expansion of business activity. Nevertheless, it
seema reasonable to conclude that the CBD will suffer at least
a small net loss in clerical employment,

As an example of what this ¢ould mean, consider the Boston
CBD in which 210,000 persons were employed in 195?.51 Of this
number, 38%52 to 4B%§§ were clerical workers.S* Under the
realistiec assumption that ultimately fifty percent of the
clerical Jobs could be eliminated through automation and twenty

five percent of the persons laid off would be given Iobs cre-

31Boaton City Planning Board.

sawhis is based upon & survey conducted by the U.3. Depart-
ment of Labor, see: Bureau of Labor Statistics, Office Workers;
S8alaries, Hours of Work, and Supplementary BenefTts, Bulletin
0, s washington, s

.

33 pccording to the estimates of the Boston Clty Planning
Board. .

34Aceerd1ng to the definitions in the Bureau of Labor 3ta-
tisties Burvey, the following Jjobs were included: billing and
bookkeeping machine operators, hand bookkeepers, calculation
machine operators, file, general, order, payroll and typlst
clerks, keypunch operators, office boyas, secretaries, stenog-
raphers, switchboard operators, transeribing machine operators,
and typists. The source does not state that administrators or
management personnel were included in the tally.
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ated by automation, the net reduction in labor force would be
from nine to twelve percent of the total CBD labor force or
from twenty to twenty-five thousand persons, In addition,
some of the jobs created by automation may be removed to a cen-
tral data proceasing unit outside of the CBD. Since many of
the other CBD activities, like professional offices, shopping,
restaurants, entertainment establishments, ete., are dependent
upon CBD workers for their business, the initial reduction of
CBD employment may set off another round of decreases in em-
ployment in these activities. Ultimately, the new equilibrium
point might be at a point where the total CBD employment 1is
25% or more lower than originally. The tertiary round of
effects might include a decongestion of the highways leading
downtown 8o that a higher percentage of CBD workers would be
able to drive to work. This would involve & percentage reduc-
tion in transit pasaensera\greater than the reduction in CBD
employment, Included also would be a further altering of the
function of the CBD in terme of information handling work as a
high level node at which broker type activities are located.
These gcbivitiaa would be the input and outlet for services
that were performed at data processing centers outside of the
CBD.

The running down of the primary, secondary, and tertiary
effects that may ultimately occur would be an item for further

resesrch,
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Effects on Non-Inrormation Handling Activities

When a eentral data processing unit has been set up for a
firm or corporation, in many instances the increases in the
opportunities for coordination and control have made more feas-
ible a greater decentralization of production units. Thé Syl-
vania company has professed this many times, Hence, to the ex-
tent that preductien~man;gement linkages have impeded decentral-
ization of production, the use of automatic data processing
and communications can maintain this linkage when there is ex-
tensive physical separation. Thus, if the locational require-
ments of production -- market, resources, labor, transportation,
taxes, building costs, worker environment, production tech-
nigques, ete, -- are conducive to decentralization, it is now
feasible to decentralize greatly and yet maintain exact con-
trol. There is some question as to whether better control
could be maintained if the data processing unit and the pro-
duction unit were located in the same metropolitan areg or the
same c¢ilty vis a vis separated by many hundreds of miles. The
difference would be the cost of communications which would have
to be welghed against the advantages of decentralization. The
cost of cemmunicaticns,\howevar far away the unit 1s located,
is likely to be only a small fraction of total costs. (A pri-
vate telegraph channel from the Pacific Coast to the Atlantic
Coast would rent for about $1,000 per month whieh would be
less than the total communications costs of even a medium

small firm,)
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Thus, the use of communications and automatic data proc-
essing may enable further dispersion and decentralization of
units of production. The cnailenge to planners is that of de-
vising teehniques for dealing with rapid decentraligzation in
terms of open space, community patterns, Journey to work, homo-

genius verses hetrogenius areas, etc,

Land Use Characteristies of Central Data Processing Units

The most significant change in the character of land use
of information handling activities is that of a signiricant’
inerease in productivity per square foot of floor space. This
has been a consistent trend in almost all forms of automation,
This has been consistently true in information processing due
to reductions in both work space and space for the storage of
information. Ih the future, it is expected to be even more
true becaﬁ#e of the introduction of transistors and other small
electronie components which will make smaller the data process-
ing equipment,

A conservatively high estimate of the floor space re-
quired for a large, fast computer of the future along with com-
munications equipment may be ten times the floor space required
by the largest cont®mporary computers, 1i.e., 20.000 to 40,000
square feet, This would be equal to a one story building meas-
uring from 140 to 200 feet square; about the size of a large
super market. If most or all of the data preparation takes

place at remote locations, the amount of floor space could be
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considerably reduced, perhaps even as much as 50 to 75 percent
since the need for additional equipment would be reduced. The
data processing unlit certainly would generate less traffic
than would a auper market. At conservative standards for floor
space per person, the employment at even & large unit probabiy
would not exceed a few hundred with the average unit employing
less than one hundred. Low employment eould be expected
eépecially if the data was prepared elsewhere and only gfcéegg-
ing was performed at the unit, o

:J’,51one, the unit 1s not a problem land use, in fact,_it/ 
approaches somewhat the 1deal described in R. C. Wood's, |
Suburbia, as a plaée‘of employment for PHD's where &nnually.g
the product is picked up in & station wagon. Generally speak-
ing, the problems that it might generate are trivial, i.e.,
access and parking for a few dozen employees and some visitors,
Thus, central data processing units as such will not present
many problems to planhers.

There 1s the possibility of intimate linkages developing

between other land uses and ﬁhé data processing unit, The
most obvious linkage is between management and the unit, The
location of the management funetion and its aneillary actliv-
ities plus any other activities that may develop linkaeges with
the unit, could seriously alter the land use characteristics of
the area around the data processing unit. Further research
should be undertaken to determine the possible linkages that

may develop 80 that these requirements may be satisfied in én
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orderly way.

Evaluation of the Study and Recommendations for Future Research

The study as outlined above gives a very general pilcture
of how and why the concomitant use of automatic data process-
ing techniques and communications may alter the pattern of in-
formation-handling-business activities, and the limits to
which centralization of information handliing work may oecur,
No doubt, the reader might have expected to find more specific
information relating to the limits of centralization of infor-
mation handiing activity and particularly how automation would
affect specific classifications of businesses as might be de-
fined by an SIC number,

Due to the unavallability of key data, this approach
could not be undertaken even though the practising planner
might have found more direct use of that type of study. It 1s
expected that future research designed to provide this infor-
mation c¢an be more easily undertaken by using material included
here as a point of departure,

Specific advantageous future research, which could have
been an alternative approach in this study, might proceed in

two directions, PFirst, on a broad and comprehensive level,
research may be directed towards determining more precisely

the most effective pattern of central data processing units
in terms of size of service area, alternative arrangements of

communications faeillities for minimizing costs, and the cost
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of data processing as a function of volume, Hopefully, this
research would lead to a contribution to the body of informa-
tion that could enable planners to determine what would or
should be the future form of metropolitan cities,

Second, on the level of the firm or a three digit SIC
numbeg, future research could be directed towards determinlng
what would be the impact of automation on the pattern of that
activity. The research could begin with some of the more im-
portant activities from an economlc viewpoint that are pri-
marily performing information handling work, i.e., banking,
insurance, etc., and utilize the traditional economlc theories
of production and marginal products, etc. This technique
would allow a more thorough evaluation and analysis of the
changes in labor, material, and many of the operaﬁ;ng inputs
as they are affected by automation which could not be achieved
in this study. By this means a serles of cases could be com-
piled which would lead to a better understanding of the prob-
able impact of these developments,

It is clear that automation in general, and information
processing as it may be used to master-mind the utilization of
other forms of automatlion in particular, will have an effect
upon the pattern of business activities and that undertaking
exploratory resgsearch at this time may pave the way to reducing

the severity of future land use problems,
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APPENDIX I

Data Proceasing Units Compared in Method I by Means of Estimat-
ing the Time Required for Each Unit to Perform t?e Sum of the
Squares of Pifteen Million Single Digit Numbers,

Data Months Total Equipment Millions
Processing Required Equipment Costs Per  of Digits
Unite To Farmz Costs For Million That Could 5
The Sum Pormings Digits 4 Be ?rocessgd
The Sum Processed in a Month
cp Vv
IBM 709¢ 000877 $78.8 $5.25 | 17100
IBM 709 ,0037 203 15.50 4050
IBH 704 L0111 385 25.65 1360
Univac 1105 .058 1450 96.67 289
Univac 1103A L0915 1830 122,00 164
Calculaiions; basic data: *(log V) = 15,6021
s(log ¢p) = 7,4013
C, = _ 4366 5[ (10gV)2) = 51,4805

i

.6914
v

[ (1og V) (log cp)] 21,2014

lEstlmateg are based upon computer programs prepared by
Remington Rand Univac and International Business Machines, Corp.

2a month was considered to have 21.7 days of seven hours
each, 1.e,, 181,89 hours,

3This information was derived by multiplying the monthly
lease price of the data processing unit by the number of
months required to form the sum of fifteen million diglts.

4This information was obtained by dividing the total equip-
ment cost for forming the sum by fifteen.

Sehis information was obtained by dividing fifteen by the
months required to form the sum of fifteen million digits.
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Data Processing Units Compared in Method II.

95.

Data Add Time Monthly Millions Equipment
Procefaing in Nicrg- Leasge of Addi- Costs Per
Units geconds Price tions That Milllion -

Could Be 3 Additions~

Performed

in a Month*

v Cp

Alwac IIIE, 4096 Mem, 500 $1,775 1,250, $1.42
Alwac IIIE, 8192 Mem, 500 2,080 1,250, 1.64
Burroughs E 101 50,000 1,000 12,5 80.00
Datamatic 1000 58 21,500 10,800. 2,00
Datatron 169 3,900 5,670, 1.06
Diana 186 11,250 3,340, 3.37
Elecom 120 330 3,500 1,890, 1.85
Elecom 125, 125 FP 330 4,185 1,890. 2.21
IBM CPC 760 2,200 820. 2.68
IBM €50 Ramac Tapes 700 3,700 - 890. 4.16
IBM 701 36 10,500 17,300, .61
IBM 702 23 11,000 27,100, 41
IBM 704 12 20,000 51,800. 59
IBM 705 17 17,500 36,600, .48
IBM 709 24 20,000 26,000. .77
NCR CRC 102 A 7,400 2,400 84. 28.860
NCR 102 D 4,000 2,400 155. 15,50
Ordifiac 1,685 1,365 . 37G. 3.70
Readix 850 2,725 735, 3.7
Univac I 282 15,390 2,290, 5.85
Univac II 120 18,540 5,180, 3.58
Univac 60 325,000 700 1.9 3€68.00
Univae 120 325,000 1,100 1.9 580.00

lgource for all data was Martin H. Welk, A Second Survey of

Domestie Electronic Digital Computing Systems, ce o eeli-

nical Services Report, U.S5., Department ol Commerce, 1957,

2

A microsecond is a millionth of a second.

microseconds in 151.9 hours by the add time,

4

each, 1.e., 151.9 hours,

5This information was derived by dividing the number of
A month was considered to have 21.7 days of seven hours

5This information was derived by dividing the monthly lease

price by the number of additions performed in 151.9 hours.
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(APPENDIX II, cont.) ) “
Calculations; basic data: s(log V) = 70.33769%0
(1log Cp) = 13.764979
C. = 364,57 s[{10g V)21 = 250.333067
p el -
v+ 64199 ] ,
2[(1og V)(log Cu)] = 19,478811
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