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Mr. Chairman and Members of the Committee:

I am pleased to have the opportunity to share with you my analysis of the American Community Renewal Act.
Since my experience and expertise lie in the area of urban policy, I will focus my comments on how the
proposed legislation will affect cities, especially the areas that would be targeted under this legislation.
Specifically, I want to make the case that:

The core of the proposal, which seeks to increase the level of economic activity in Renewal Communities,
is structured in ways that make it highly unlikely to meet its stated objectives;
Unless the bill makes provision for additional housing subsidy dollars, its housing component will do nothing
to increase the nation's total supply of affordable housing; to the extent that the bill yields any housing at
all, it is likely to have the effect of increasing the concentration of households in poverty; and
The provision of Family Development Accounts would have much greater impact if coupled with affirmative
outreach and education efforts to link poor households into the mainstream banking system, from which
many are currently isolated.

Tax Benefits for Business

Geographically targeted tax benefits have become a very popular economic development tool. In addition to
the federal tax benefits provided to firms in Empowerment Zones, more than 35 states have enacted their
own enterprise zone programs, all of which extend one or more types of tax relief to business establishments
in designated zones. The experience of state enterprise zones has been studied extensively by academic
researchers and other evaluators, including myself and the GAO.2

The results are not encouraging: they show that these tax relief programs generally induce little new
economic activity, and that even in zones where employment does increase, job gains for zone residents are
quite modest.3

The most comprehensive analysis of state programs, conducted by Erickson and Friedman,4 confirms the
findings of numerous less ambitious assessments. They report that, "there are relatively few successful zones
that stand in sharp contrast to a multitude in which little growth has occurred since designation" (p. 175).
Equally important are the findings from the GAO's analysis of Maryland's program 5 and Bishop and Kang's
analysis of the targeted job tax credit6 (which resembles the wage credit in this bill). Both interviewed
participating employers, who generally reported that the tax benefits had had no impact on their behavior.
They claimed the credit, often learning about it after the fact, but their investment and hiring decisions were
motivated by other factors.

What, then, accounts for the limited number of successful zones pointed to by Erickson and Friedman and
others? The weight of the available evidence indicates that "successful" zones have two characteristics:

Successful zones are good places to do business. Although the zones designated under state programs
include residential areas that are experiencing some level of distress (most commonly measured in terms
of high unemployment, high poverty rates, and low median income), they also include areas with genuine
development potential, including a labor pool with good basic skills.
Successful zones are actively managed by individuals with entrepreneurial skills—people who (a) reach out
to business owners in the zone to keep them informed about the benefits available to them and provide
them with tax forms and specific information about exactly how to take advantage of the benefits; (b)
market the zone and its advantages to firms outside the zone that seek new locations; and (c) represent
zone businesses in seeking improvements, such as new infrastructure, to the zone.

The proposed legislation misses the mark on both of these counts. First, it neither seeks to select zones that
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are already good business locations nor takes affirmative steps to help distressed communities become better
places to do business. I am a co-principal investigator of the evaluation of the Empowerment Zone and
Enterprise Community program. A review of the applications filed by localities seeking designation under that
program makes clear that these communities need substantial direct financial assistance to improve the local
business climate and improve the local labor force. The need for improved safety is a consistent theme
throughout the applications, and many localities cite the importance of helping firms gain access to affordable
capital, rehabilitating blighted properties, and improving local infrastructure. Most importantly, jurisdictions
that are serious about improving residents' access to jobs that pay family-supporting wages stress that major
investments in improving residents' job readiness and upgrading their job skills are critical. Funds for this
purpose, and for the related purposes of providing trainees with placement assistance and the
post-placement follow-up that good placement entities like America Works find is the key to long-term labor
force attachment, are absent here.

Second, the bill makes no provision for managing Renewal Communities—and good, entrepreneurial
management costs money. This would not be a problem for Renewal Communities that are also
Empowerment Zones, because they have Title XX funds (or local matching funds) to support the
management entities they already have in place. It would be a problem for newly-designated zones, and for
Renewal Communities that are also Enterprise Communities, since many will have no federal funding to
support their zone management entities after the current fiscal year.

Finally, stimulating investment in Renewal Community businesses would not necessarily do much to increase
employment among zone residents. Again the experience of state enterprise zones is instructive. Indiana is
generally thought to have one of the most effective state programs since it provides a number of tax
benefits; requires that the city, representatives of zone businesses and selected zone residents set policy for
the zone; and provides a funding mechanism to support zone management staff. Yet Rubin and Wilder7
reported that less than one-third of the total new zone jobs went to zone residents; Papke,8 analyzing
Indiana data for a different year, found that only 11 percent of new zone jobs went to zone residents.

In short, in the absence of provisions to improve the employability of the local labor force and link that labor
force to zone employers, the proposed legislation will do little to strengthen the economies of Renewal
Communities.

Affordable Housing

The need for more housing affordable to low-income households is well-documented, and CDCs and other
nonprofit housing organizations have a well-earned track record as important contributors to meeting this
need. However, the most important constraint facing CDCs and others working to increase the supply of
affordable housing is the scarcity of subsidy dollars, especially subsidies deep enough to make dwellings
affordable to very low-income families. Since the bill does nothing to relax this fundamental constraint, it will
not increase the supply of affordable housing.9

Cities could choose to use existing CDBG and HOME funding to subsidize the redevelopment of properties in
Renewal Communities now owned by HUD. The subsidies allocated to these developments would, of course,
leave other prospective assisted developments without support. This makes it likely that subsidies used in this
fashion would have the effect of increasing the concentration of low-income households in neighborhoods
selected precisely because they are already very poor.

If CDCs are to mount such projects successfully, they will need more time than the bill currently allows. Few
CDCs have cash reserves that can be used to acquire property quickly, and most find it financially prudent to
purchase properties only when they have identified likely sources of construction and long-term financing. For
their part, relatively few local jurisdictions have themselves developed the capacity to manage a property
disposition process in a way that facilitates purchase and redevelopment by CDCs. Given these facts, it is
clear that the six month time limit on CDC purchases is much too short. At least one year should be allowed,
and even then provision needs to be made for extensions, since this process could easily take up to two years
in a significant number of cases.

On balance, experience suggests that this basic approach to affordable housing production is ineffective. The
HOPE 3 program, which was enacted under the Bush administration and which I helped to evaluate for HUD,
had a similar structure. It sought to use partnerships between local governments and nonprofit housing
organizations to move publicly owned dwellings into the hands of low-income families. It accomplished little,
despite the fact that federal subsidies (to be matched locally) were made available: the average program
improved and sold fewer than 35 units over two years. HOPE 3 was terminated; its approach was flawed.
CDCs do not necessarily serve the neighborhoods in which federally-owned properties are located, and
properties currently in the HUD inventory are not necessarily attractive (or even viable) for redevelopment.
HOPE 3 was defunded.

Finally, I note that although the short bill summary describes the housing provisions as promoting home
ownership, nothing in the bill requires that CDCs (or other purchasers in those cases where nonprofit
purchasers are not found) use the properties for this purpose; in fact, the multifamily units are likely to be
more suitable, and much more readily marketable, for use as rental units.

Family Development Accounts

Family Development Accounts, more commonly known as Individual Development Accounts (IDAs), are a fine
mechanism to help low income households accumulate assets. However, best practices in the filed suggest
that the proposed legislation needs a pro-active mechanism to connect eligible households to the mainstream



banking system.

Poor households can take advantage of these types of accounts only if they have access to depository
institutions. The types of neighborhoods targeted by the legislation are widely acknowledged to be
under-served by mainstream financial services institutions. Branch banks, and even automatic teller machines
(ATMs), are in short supply, and the minimum deposit and fee requirements imposed on checking accounts by
many banks mean that many low income households have no ties to these institutions. They are obliged to
rely instead on more informal mechanisms such as store-front check cashing establishments. In addition, the
hand-to-mouth nature of life in poverty means that many poor households have not had the opportunity to
acquire the kinds of financial management skills that middle class families take for granted. Financial support
for community organizations to engage in outreach, to provide education in household budgeting and financial
management, and to help families negotiate their initial contacts with the banking system would help to
address this problem. This type of proactive support is a common accompaniment to IDA programs, and
provision for it should be added here. Additionally, there is no reason to limit access to these accounts to
households that receive the Earned Income Tax Credit (EITC) rather than making them available to all
low-income families.

Conclusion

In sum, participating localities can reasonably expect benefits from this legislation as currently written that
are modest, at best. Given this fact, the only cities that will find it advantageous to participate are those
whose pre-existing commitments as participants in Empowerment Zones or Enterprise Communities are
extensive enough to constitute "a course of action" as required by the bill and thereby make them
automatically eligible. The bill offers other city governments the "opportunity" to assume substantial
new—and completely unfunded—obligations, possibly coupled with foregone revenues from local taxes and/or
user charges, in exchange for very limited and uncertain benefits to the distressed community and its
economy. It's a poor bargain.
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9. Since the properties the bill makes eligible for transfer will require substantial rehabilitation to make them
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