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presumptions and argues for an alternative approach focusing more on large-
scale industrial and office developments ocutside of residentigl areas.

The first reason that this latter approach is important is that economic
development of distressed inner-city areas must ultimately involve meeting the
needs of medium-size and large-scale firms as well as those of small enter-
prises. Earlier in this chapter, we mentioned research by David Birch on
which advocates of enterpise zones have relied to argue that smali business is
the source of most new job opportunities in the nation. Subsequent work by
other investigators has determined that Birch's findiuge are not correct.
Researchers at the Brookings Institution, reamnalyzing the data utilized in
Birch's earlier studies, have concluded that in fact small businesses (in this
case, defined as employing 100 or fewer employees) generate only about forty
percent of all job openings in the economy, a proportion corresponding quite

22 Spall busi-

clogely to their proportion of all employment in the economy.
nesses are not some extraordinary, unique answer to problems of unemployment.
Rather, they are just part -- and a minority part at that -~ of a broad spec-
trum of firms of different sizes, all of which generate job opportunities,
There is little basis for putting all one's eggs in the small business basket,
ln terms of generating a new employment base for distressed inner city areas,
The modest number of jobs which small businesses generate is only one
reason to reach beyond them, however. For the jobs generated by small busi-
nesses often are of relatively poor quality compared to the jobs offered at
larger firms. They tend to offer lower wages, fewer fringe benefits, and
fewer opportunities for skill training and for occupational advancement . 23
Algo, small businesses experience a high bankruptcy rate, and consequently,

jobs in small businesses tend to be unstable and of short durartion. Earlier

in this chapter we cited figures describing a high rate of failure of small
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businesses in the Kenwood-Hyde Park area of Chicago in the wake of a major
federal urban renewal program. In fact, however, the failure rate in the
urban renewal area was no higher than the failure raiLe in adjacent, nonrenewed
areas, % For small businesses atruggling to survive in the innmer city, life
is often nasty, brutish, and shorrt; what critics of federal urban renewal
thought they had observed as business destruction by federal action was at
least in part only the public face of that harsh fact.

Some small businesses, of course, do gurvive and grow in distressed inner
city areas. But that fact provides by far the strongest rationale for being
concerned about the needs of medium-sized and larger firms as well as small
businesses. For if the inner city enviromment does not provide for the needs
of these larger firms, then when gmall firms begin to prosper and to grow —-
at precisely the moment when their job generation potential is at its maximum
-— then they will move out of the inner city area which served as their
incubator and seek room for expansion elsewhere. One of the most basic
principles of local area economic development is that it is easier to retain
an existing firm in an area than to find an in-migrant firm willing to replace
it. A sensible strategy for leocal area economic redevelopment must therefore
address the needs of firms as they grow; and that means addressing the needs
of firms of all sizes, small, medium, and large.

Related ta this notion of looking beyond small business alone for eco-
nomic revitalization is the notion of looking beyond locally oriented retail
or service establishments. Enterprises serving their local neighborhoods
account for almost seventy percent of all small businesses, largely because
startup costs are relatively low, they are labor intensive, and in many cases
require only modest levels of employee skills. Unfortunately, the prototypic

enterprise zone locale is, by definition, a distressed locale which will be
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deficient in locally available income to provide a market for new firms in the
area.

Thus, improving the economic activity of the distressed enterprise zone
areas first and foremost requires an increase in its "export base," so that
sales to outside the zone will bring in new wages and profits. Such export
activities are likely to be in the manufacturing sector or in the large-scale
business services sector, where the prerequisites of significant initial
investment requirements, large~area space requirements, and sophisticated
expertise typically preclude many minority, low-income entrepreneurs and
"garage" or "cottage industry" startups. When cast in the mold of neighbor-
hood enterprise and indigenous entrepreneurs, the 2ones are designed to serve
and foster precisely the kinds of enterprises which can neither survive in the
zonesg nor provide the needed economic opportunities to its residents,

As will be discussed more extensively later in this paper, the appro-
priate enviromment for attracting and fostering the larger-scale enterprises
needed to provide economic opportunlty is not residential neighborhoods them-—
gelves but rather industrial and office park settings. Such sites may be
developed fairly near to the home neighborhoods of the disadvantaged, however,
reducing the problem of the physical accessibility of jobs for this group. In
any case, major studies of employment among the residents of distressed inner—
city locales have determined that the physical proximity of jobs to the homes
of disadvantaged workers is not generally the most serious barrier to their
employment. If these workers can offer appropriate job skills and other
credentials to quality for jobs, then commuting a moderate distance to the job
site 18 generally not difficult to arrange.25 Disadvantaged workers do not
require jobs literally at their doorsteps, any more than the rest of the

working population does.
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HOW GOVERNMENT CAN AID INNER CITY BUSINESS DEVELOPMENT

There are two conclusions which can be drawn from the above discussion of
the Reagan administration's enterprise zone proposal. The firast is that, for
a variety of political and fiscal reasous, it is a pale version of the bold
concept of zones as islands of unfettered free enterprise; rather, the pro-
posed zones are merely fairly traditional islands of tax incentives. The
second is that the amount of new employment opportunities to be generated
within zones for disadvantaged members of society is likely to be modest at
best.

What then should government be doing to enhance inner-city business
development and consequent employment and tax opportunities? What alternative
approach is likely to be more successful? The answer is to be found by refer-
ence to the so—called conventional wisdom concerning urban development set
forth at the beginning of this chapter. In brief, that answer is that the
federal govermment —— and its state and local partmers —- should be engaged
in efforts to serve the needs of wmedium-size and large firms, particularly
“export base" types of business, as well as the small firms which are so
central to the enterprise zome approach. Teo do so effectively, we will now
argue, requires a panoply of simultaneous governmental actions, pairing tax
incentives with goverumental expenditures and active public planning, rather
than relying on tax incentives plus a reduction in the public role.

A considerable body of research has been gathered omn the subjecr of what
constraints businesses face in seeking to survive and to grow, what determines
where they choose to locate, and what forms of government assistance are most
valuable to them. The answers are quite different for small businesses --
where the critical question is survival -- and for medium-to-large firms,

where the more critical question usually is one of where to locate.
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For small businesses, the two key problems in firm survival are:z6

o lack of access to financing at affordable interest
rates; and

o lack of training and experience in running a
business.

For larger fimms, the key determinants of business location, particularly with

respect to potentially locating in distressed imner city areas, are:’
o The physical security of the plant site, including

absence of threats to personnel, plant and equipment,
and goods;

0 Adequate gpace to comstruct a modern single-story
plant and related storage and parking;

o Access to transportation modes, particularly
railroads and highways; and

o Facilities within the site, including water and
sewage hookups, local roads, and other
infrastructure.

What form would government action take to address these business
concerns? In the case of small business, loan subsidy, loan guarantee, and
technical assistance/management training programs would directly address the
problems that constrain their growth. Federal programs such as those admin-
igstered by the Small Business Administration and Minority Business Development
Agency have been involved in such activities for many years. In the case of
larger firms, what seems to be calied for i1s land assembly, invesatment in
infrastructure, and upgrading of inmer city facilities and services =-— the use
of public planning, the power of eminent domain, and public expenditures to
create secure, modern, large-scale, nonresidential in-city induatrial and
cffice parks which can compete by coffering the same sorts of security, space,
and facilities found in suburban lacations.?® And for inner—city residents
seeking employment, government—financed training to equip them with occupa-
tional skills in demand by private firms seems tc be the most direct and cost-

effective approach.29
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What might an enterprise zone program itseilf look like if it were
designed in light of these considerations? It would start by seeking for zone
designation an area which is largely suitable for industrial sites or large-
scale office development, not a residential area. The area would have to be
sufficient in size to provide adequate opportunities for firm growth in modern,
single-story plants, surrounded by adequate parking. It would have to be well
prepared in terms of vacant building sites (or buildings suitable for rehabil-
itation), access to transportation linkages, and infrastructure. It would
have to offer security from crime., Then, whean the "pot is sweetened" by
financial incentives through gpecial tax provisions, when special training
programs make inner city residents attractive candidates for new job oppor-
tunities, and when special capital funds and technical assistance are made
avallable to struggling businesses, some dramatic results might be achieved.

The reason that it is feasible to think of assembling large in-city
industrial or office acreage is, of course, that the inner cities of many
major metropolitan areas are losing populaticon at a rapid rate. Many vacant
properties are coming into the possession of city governments through abandon-
ment and default of taxes. Of course, the acquired properties are typically
scattered in among other properties still in private hands. In some cases the
process of large-scale land assembly therefore would require deliberate
selection of certain neighborhoods for preservation and others for recycling,
with the remaining occupants of redevelopment areas to be relocated over
time. In other cases, cities already possess large vacant areas, resulting
from past urban renewal projects; under the industrial park approach these
vacant areas change from liabilities to valuable assets because they involve

no additional displacement.30



25
SOME S5TATES PROVE MORE ENTERPRISING

Many of these federal assistance programs mentioned in the previous
section are not directly implemented by the federal government itself but
rather operate through grants to states and cities. The Reagan administra-
tion's enterprise zome proposal continues in this tradition by envisioning
a program in which federal designation as zounes is awarded to proposals put
forward by state and local govermments and then are operated nonfederally as
well.

As events have unfolded, the nonfederal role has proved even more central
to the zone idea, for while federal legislation has been stalled in Congress,
some twenty-one states have passed zone laws of their own. Many of these laws
were initially conceived of as preparing the state to compete for federal
zones., However, by the time the bills were passed, many had been transformed
inoto state programs intended to operate largely independently of federal
assistance; most state programs envision perhaps one or two of their zones
being designated as both a federal and a state zone, with consequently greater
benefits to offer, but most of their zones having to operate solely on incen-~
tives provided by the state and local levels of govermment.

Table 2 summarizes the major characteristics of zone programs in the
twenty-one states which had passed laws as of early 1984, The programs vary
a great deal among themselves, but some general patterns can be described.

The most basic of these i3 that, for reasons discussed earlier in this
chapter and in parallel with the experience of proposed federal legislation,
the programs are esaentially tax incentive efforts with little more than
symbolic nods in the direction of deregulation. Furthermore, the tax incen-

tives are primarily straightforward reductions of total tax designed to make
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the tax burdens within the zone competitive against tax rates offered
elsewhere; they are not designed around notions of increased work effort or
entrepreneurial initiative via lowering marginal tax ratea.

Then, it should be noted that states are typically supplementing these
tax incentives with a great deal of govermmental activity within the zones.
In some states, the rescurces available under existing public programs are
being targeted toward zones at the expense of other locales; in other states,
new public efforts are being initiated in addition to preexisting levels of
expenditure. But in either case, far from creating an enviromment of "no
government" and "unfettered free enterprise," state enterprise zones typically
are areas of concentrated public affort——in land use planning, infrastructure
investment, public service improvement (especially in arson and other c¢rime
control), business loan funds, business technical assistance, training of
disadvantaged workers, and similar efforcs.

Given what has been discussed earlier in this chapter about the ways in
which such government programs can meet the real constraints to survival and
growth which inner city firms may face, this goverument activism may in fact
end up being associated with some very impressive growth within these zones.
This is likely to be particularly true where area selection also conforms to
the principles discussed in this chapter rather than to neighborhood rhetoric
associated with the original enterprise zone theory. To see how this may be
s0, let us briefly examine two specific state-sponscored enterprise zones
already in operation, those in Louisville, Kentucky, and New London,
Connecticut.

The enterprise zome in Louisville covers a very large (2400 acre) strip
of land west of the city's downtown and stretching south from the QOhio River,

The majority of the nine Census tracts innvolved are industrial, some of the
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area curreantly vacant, some of it occupied by old industrial buildings suit-
able for rehabilitation, and some of it occupied by ongoing businesses
(including a new plant of the Brown and Williamson Tobacco Company)}. Easy
access to three railroad lines and two interstate highways complete the
picture of an area offering attractive locations for firms of a variety of
sizes, including very large ones, seeking to operate extensive manufacturing,
warehousing, shipping, or office operations. While 12,000 residents reside
within the zone, they do so largely in three concentrated pockets separate
from the industrial areas; and the zone is surrounded by extensive low—income
residential areas outside its boundaries. Thus, the focus is on development
of employment opportunities in traditional enterprises geographically accessi-
ble to residential areas, not on indigenous entrepreneurial opportunities in
the residential neighborhoods themselves.

Consistent with this emphasis, the city of Louiasville has spent or com-
witted more than $57 million in physical rehabilitation, land clearance and
assembly, and infrastructure development in the zone, focused primarily on
upgrading the industrial areas to meet the needs of firms. Working jointly
with the local finmancial community and with public participation to reduce
private financial risk, the city is developing a pool of $30 million in long-
term financing to be made available to firms located within the zone. And the
city is cffering financial incentives to zone firms in the form of virtual
elimination of a city business inventory tax and reduction of water and sewer
fees and connection charges. These local incentives are in additiom to state-
provided benefits which include stare tax-exemption for interest paid on
mortgages or loans to zone firms and exemptions from state sales taxes and

motor vehicle taxes.
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These forms of assistance dare well designed to address many of the
highegst—~priority comstraints on business survival and expansion identified
earlier in this chapter, including adequate physical space and access to
financing, as well as offering immediate reduction o% operating costs of
importance to ongoing industrial firms. The tax incentives focus on tax
liabilities not dependent on whether or not a firm enjoys a taxable profit.
Regulatory relief, reductions in taxation on long~term capital gains, or other
exotic incentives represent only relatively minor aspects of the program.
Furthermore, to be eligible for full zone benefits, a firm within the zone
need draw 25 percent of its employees come from a disadvantaged background
(defined as residing within the zone or having received public assistance for
more than one year or being unemployed for more than one year); given the high
unemployment rate in the Louisville area, such comstraints should not unduly
burden most firms or deter them from participation in the zone program.

To make available the $57 million for infrastructure development within
the zone, the city of Louisville will probably be forced to reduce or postpone
physical investment in other neighborhoods of the city. The same pattern of
diversion from other use is probabliy true for moat of the $30 million in
private financing targeted on the zone. And the city's stated strategy for
the zone is explicit in viewing the program as a means of retaining firms
currently located within Louisville who, in the absence of apecial efforts,
will move out of the c¢ity in search of expansion space, lower taxes, and lower
operating costs. Thus, the Louisville enterprise zome program is one which,
if successful, will largely relocate economic activity rather than create
additional activity. Given the distressed condition of inner-city Louisville,
and the unemployment and social and economic distress of its inner-city resi-

dents, this will be no mean feat in itself, however. Given that the city of
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Louisville has selected an appropriate site and a well-desigaed package of
assistance, that guccess is a real possibility.

With its city population of 300,000 and its 2400-acre zone, the experi-
ence in Louisville contrasts sharply in scale with the 29,000 population and
125-acre zonme in the city of New London. However, the smaller city shares
with the larger onme the same skill in shaping the enterprise zone approach to
match business realities. The heart of the New London site consiats of a
nineteen-acre parcel of vacant land which was formerly occupied by a public
housing project, plus a 200,000 square foot vacant brick former mill building
suitable for renovation. A small section of low- and moderate-income residen-
tial housing is aiso included (with 800 total residents} because the program's
legislation mandates it, but city officials see the program as primarily
commercial and industrial in character; and the city itaelf is so small that
employment opportunities anywhere in the city are readily accesgible to persons
throughout the area.

The nineteen acre industrial site has excellent development potential
even in the absence of special zone incentives. Infrastructure such as
streets and sewers are all in place, having been built earlier when the area
waas redeveloped as a housing project. The land is flat, vacant, and ready for
building. It abuts the U.S. Naval Underwater Systems Center and is located
imnediately across the Thames River from the General Dynamics Electric Boat
Company, both of which offer a ready market for the products of small elec-
tronic, computer, or machining firms. Rail lines, an interstate highway, and
river access are all present, and the commercial area of downtown New London
is within walking distance. Parcially fueled by extensive and rapidly expand-
ing military production in the area, the general economy is growing, and the

local unemployment rate is well below the national average. Small wonder then
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that soon after designation as a zone, the New London project had attracted a
number of proposals for buginess development in the site, led by a prime
developer interested in constructing seven small factory buildings for Navy-
related high technology companies, a retail outlet store seeking to locate in
the vacant mill building, and a large seafood market/restaurant complex. As
in Louigville, the enterprises involved are typically existing and growing
ones, not small startups from local entrepreneurs, and represent a relocation
of economic activity which would have otherwise existed elsewhere.

The state of Connecticut offers a substantial package of incentives to
further enhance the attractiveness of the site. An eighty percent reduction
in local property taxes for mew or renovated manufacturing facilities, a $1000
per job cash grant for each additional employment slot created within the
zone, and a sales tax exemption for spare parts for manufacturing equipment
are benefits particularly well designed to help businesses of gll sizes and
states of current profitability. Access to a special pool of small business
loan funds, technical assistance and counseling to small businessa, and free
training of workers are other benefits responding to priority businesses
needs. As in Louisville, deregulation, incentives for residential rehabilita-
tion, and other forms of assistance aot directly related to priority needs of
businesses play only a minor role in the program. At the same time, program
rules do not impose heavy operational costs or handicaps on firms as a condi-
tion of enjoying zone benefits. In Connecticut, to be eligible for full zone
benefits, a firm need only draw 30 percent of its work force from either zone

residents or those eligible for services under federal employment and training

assistance. And, of course, the firm must locate within a zone. But in the
cage of New London, at least, the zone is a clean, quiet section of a tranquil
small city, not a site gsurrounded by miles of smouldering, crime-ridden

ghetto. These burdens are not heavy.
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Neither the enterprise zome program in Kentucky nor that in Connecticut
13 without flawas. At other sites in the same states, less appropriate sites
may be selected, and the balance of benefits offered to costs imposed may be
far different. And in other states besides these twu, many more serious
problems of program design and administration can be obaerved,3l and a number
of states are planning to seek major revisions of their initial state legis-—
lation in the near future. Thus, the point in discussing these two examples
is not to suggest that they are typical of all state and local efforts now
being started. Rather, the point is that when, among the set of existing
state and local programs, we examine examples likely to "succeed," these
examples diasplay a consistent pattern., It is by following that pattern that

the promised potential in the enterprise zone approach can be realized.

TOWARD THE NEXT GENERATION OF

URBAN REVITALIZATION PROGRAMS

The irony of this promise, of course, is that these potentially success-
ful urban revitalization initiatives derive little more than their name from
the original enterprise zone theory. They focus on attracting in-migrant
firms, rather than indigenocus ones, and gerve firms of a variety of sizes,
rather than exclusively small ones. They utilize increased public expeadi-
tures as part of their package of attractions, rather than avoiding such out~
lays. They offer tax reductions primarily as a means of competition against
adjacent areas rather than as a means of reducing tax burdens alleged to
stifle work effort and investment. They embody little effort to reduce public

regulations or planning but instead utilize government power to collect and
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allocate land. Thus, whatever they may be called, they derive far more of
their spirit from the conventional approach to urban redevelopment than from
the enterprise zone dissent from that approach.32

In light of everything we know about urban growth, business decisions,
and the workings of the markets for labor and for land, this evolution is a
favorable development. 1In its pure form -— as originally conceived by
theorists and as rhetorically supported by the Reagan administration — the
enterprise zone approach envisioned a process and projected an cutcome
unlikely to come to pasa. It does not offer a viable alternative to the
traditional approach to urban revitalization.

Nevertheless, the nation's encounter with enterprise zones may leave some
useful heritage. Future public programs may be structured more in terma of
using public programs to encourage and assist private enterprise in the inner
city, rather than relying on public programs alome. They may be more aware of
the need to assist firms from a spectrum of sizes, not just large firms, and
existing and indigenous firms, not just in-migrants. They may become increas-
ingly sensitive to criteria of economic growth, in addition to their tradi-
tional concerns with equity. They may be more skillfully designed in terms of
responding to the most important constraints on firms' success in distressed
urban areas. In short, they may offer more sophisticated and effective combi-
nations of public and private efforts thanm could either past governmentally
centered programs or the dissenting "pure theory"” enterprise zones. 33

if such lessons are incorporated in the next generation of public
initiatives for urban revitalization, then the nation's experimentation with
enterprise zones may prove to have been worth the effort. But only if we
recognize that "successful" enterprise zones demonstrate more the potential of
traditional urban revitalization approaches than that of a radical returm to

unfettered free enterprise will we understand the meaning of this experience.
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