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HdRKET CONSTRAINTS AND ENTERPRISE ZONES 

. The a im o f  t h e  b i l l  i s  t o  encourage economic g r o w t h  i n  depressed 
a r e a s  by i n c r e a s i n g  t h e  r e w a r d s  f o r  employment, i n v e s t m e n t  and p r o d u c t i o n  
(Kemp , 1980: 6). 

The F e d e r a l  Zone program i s  u n i q u e ,  w o r k i n g  as i t  would t h r o u g h  
s p e c i a l  b u s i n e s s  i n c e n t i v e s  r a t h e r  t h a n  d i r e c t ,  u p f r o n t  f e d e r a l  
a s s i s t a n c e  ( B o l l i n g e r ,  1983:3). 

I t  i s  a  m a r k e t - o r i e n t e d  approach,  keyed t o  e n t r e p r e n e u r i a l  
a c t i v i t y ,  p r i v a t e  s e c t o r  j o b  c r e a t i o n  and community p u b l i c / p r i v a t e  
p a r t n e r s h i p s .  I n  c o n t r a s t  t o  p a s t  F e d e r a l  e f f o r t s ,  i t  seeks t o  g e t  
government o u t  o f  t h e  way -- t o  r e d u c e  gove rnmen ta l  bu rdens  on t h e  f r e e  
e n t e r p r i s e  sys tem a t  t h e  l o c a l ,  S t a t e  and F e d e r a l  l e v e l s  ( P i e r c e ,  
1983: 2 ) .  

I n t r o d u c t i o n  ------------ 

The f e d e r a l  government i s  c u r r e n t l y  p r o m o t i n g  a  u n i f i e d  n a t i o n a l  p o l i c y  under  

t h e  name o f  Economic E n t e r p r i s e  Zones wh ich  i s  t o  be t h e  f o u n d a t i o n  o f  i n d u s t r i a l  - 

r e c o n s t r u c t i o n  o f  c e n t r a l  c i t i e s  s u f f e r i n g  f r o m  h i g h  unemployment and c a p i t a l  

f l i g h t .  By p r o v i d i n g  economic and p o l i t i c a l  i n c e n t i v e s ,  t h e  f e d e r a l  government hopes 

i t  can  encourage t h e - p r i v a t e  s e c t o r  t o  a c t  i n  response  t o  s p e c i f i c  s o c i a l  needs. 

C r i t i c s  a rgue  t h a t  e n t e r p r i s e  zones a r e  a  q u e s t i o n a b l e  approach t o  u r b a n  development: 

l a r g e  c o r p o r a t i o n s  a r e  o n l y  m a r g i n a l l y  a f f e c t e d  by  s t a t e  t a x  i n c e n t i v e s  ( H e i r  and 

G e l z e r ,  1982) ;  p r i v a t e  i n i t i a t i v e s  i n  I t a l y  compared t o  s i m i l a r  e n t e r p r i s e  zone 

programs i n  Eng land  demons t ra te  t h a t  l e g i s l a t e d  e f f o r t s  t o  a f f e c t  changes i n  marke t  

o p e r a t i o n s  a r e  n o t  s u c c e s s f u l  (Halone,  1982) ;  E n t e r p r i s e  Zone l e g i s l a t i o n  i s  n o t  t h e  

remedy f o r  u rban  s t a g n a t i o n ,  b u t  r a t h e r  a  boon t o  p r i v a t e  i n v e s t o r s  who w i l l  b e n e f i t  

f r o m  w i n d f a l l  t a x  advantages and s u b s i d i z e d  p r o d u c t i o n  c o s t s  (Wal ton ,  1982). 

P r o p o n e n t s  o f  E n t e r p r i s e  Zones ( H a l l ,  1977, 1982; B u t l e r ,  19806, 1981; B o l l i n g e r ,  



1983) suggest  t h a t  t h i s  p rog ram u s h e r s  i n  a  new approach t o  c o n f r o n t i n g  u r b a n  

prob lems.  Bu t  d e f i n i n g  s o c i a l  p r o b l e m s  w i t h i n  a  market  s o l v i n g  f ramework c o n s t r a i n s  

t h e  r a n g e  o f  outcomes by  r e q u i r i n g  t h a t  t h e s e  outcomes a r e  c o n s i s t e n t  w i t h  t h e  

m a r k e t ' s  o p e r a t i o n .  

The quo tes  a t  t h e  b e g i n n i n g  o f  t h e  paper  r e f l e c t  t h e  g e n e r a l  b e l i e f  among 

l e g i s l a t i v e  and a d m i n i s t r a t i v e  o f f i c i a l s  p r o m o t i n g  t h e  e n t e r p r i s e  zone concep t  t h a t  

u r b a n  redeve lopment  must come abou t  b y ' a f f e c t i n g  changes i n  t h e  market .  I n d u s t r i a l  

d e c l i n e  i s  t r a c e d  t o  f a i l u r e s  i n  " n o r m a l u  marke t  o p e r a t i o n s  due t o  d i s t o r t i o n s  o f  

marke t  p r i c e s :  Urban l a n d  c o s t s  a r e  e x c e s s i v e l y  h i g h ,  g i v e n  t h e  l o w  l e v e l  o f  demand, 

because l o c a l  r e a l  e s t a t e  t a x e s  a r e  i n c r e a s i n g  t o  pay f o r  s e r v i c e s  i n  commun i t i es  

f a c i n g  r i s i n g  s o c i a l  e x p e n d i t u r e s  and a  d e c r e a s i n g  revenue  base; S o c i a l  w e l f a r e  

l e g i s l a t i o n  and minimum wage l a w s  have r a i s e d  t h e  t h r e s h o l d  wage be low  which  worke rs  

do n o t  need t o  l o o k  f o r  employment ( o r  l e g a l l y  may n o t  be p a i d )  r e s u l t i n g  i n  b o t h  

h i g h  unemployment and an i n a b l i l t y  t o  a t t r a c t  l a b o r  i n t e n s i v e  i n d u s t r i e s ;  F e d e r a l  

h e a l t h  and s a f e t y  r e g u l a t i o n s  imposed a d d i t i o n a l  c o s t s  o f  p r o d u c t i o n ;  Labor  u n i o n s  

keep wages " a r t i f i c a l l y n  h i g h  even though  t h e r e  i s  an excess  s u p p l y  o f  l a b o r .  

To b r i n g  t h e s e  c o s t s  i n  l i n e  w i t h  " m a r k e t "  r e a l i t i e s ,  advoca tes  o f  e n t e r p r i s e  

zones p ropose  a  program wh ich  c o r r e c t s  t h e  marke t  by  p r o h i b i t i n g  o r  d i s c o u r a g i n g  

u n i o n s ,  recommending a  r e d u c t i o n  i n  t h e  l e v e l  o f  s o c i a l  s e r v i c e s  a v a i l a b l e  i n  t h e  

zones, suspend ing r e g u l a t i o n s  wh ich  impose c o s t s  and s u b s i d i z i n g  o r  suspend ing l o c a l  

r e a l  e s t a t e  taxes .  To coax c a p i t a l  f r o m  o t h e r  fo rms o f  i n v e s t m e n t ,  t h e  l e g i s l a t i o n  

p r o v i d e s  f o r  t h e  r e d u c t i o n  o f  c e r t a i n  c a p i t a l  g a i n  t a x e s  and i n t r o d u c e s  o t h e r  t a x  

advantages t o  e f f e c t i v e l y  i n c r e a s e  t h e  y i e l d  on i n v e s t m e n t s  made i n  zone areas.  

Through t h e  use  o f  t h e s e  and o t h e r  marke t  mechanisms, p r o p o n e n t s  o f  e n t e r p r i z e  zones 

p r e d i c t  r e c o v e r y  and r e s t o r a t i o n  f o r  dep ressed  r e g i o n s  and c i t i e s .  



T h i s  paper  w i l l  o u t l i n e :  a )  t h e  ma jo r  e l e m e n t s  o f  t h e  E n t e r p r i s e  Zone 

p r o p o s a l s ;  b )  t h e  c r i t i c i s m s  o f  t h e  p l a n ;  and f i n a l l y  c )  t h e  l i k e l y  outcomes o f  t h e  

c u r r e n t  redeve lopmen t  p rog ram d r a w i n g  l e s s o n s  f r o m  u r b a n  renewa l . '  C r i t i c i s m  o f  EEZ 

p o l i c i e s  have c e n t e r e d  a round  two main themes: t h e  a d v e r s e  e f f e c t s  t h i s  p rogram w i l l  

have by  e x a c e r b a t i n g  r e g i o n a l  d i f f e r e n c e s ;  t h e  p o t e n t i a l  f o r  misuse by  l a r g e ,  c a p i t a l  

i n t e n s i v e  f i r m s  wh ich  w i l l  b e n e f i t  f r o m  t h e  p r o v i s i o n s  w i t h o u t  r e a l l y  c o n t r i b u t i n g  t o  

community development.  I n  b o t h  i n s t a n c e s  t h e  f o c u s  i s  on p o s s i b l e  consequences o f  

e n t e r p r i s e  zones w i t h o u t  f u l l y  examin ing  c o n s t r a i n t s  p l a c e d  on outcomes by  t h e  n a t u r e  

o f  t h e  p o l i c y  i t s e l f .  T h i s  a n a l y s i s  a rgues  t h a t  a  p o . l i c y l s  r e l i a n c e  on market  

rsechanistns ' s t r u c t u r a l l y  l i m i t e d  t h e  r a n g e  o f  outcomes o f  u r b a n  renewa l ,  and s u g g e s t s  

t h a t  E n t e r p r i s e  Zone proposa,ls w i l l  r e p e a t  t h e  same m i s t a k e s  f o r  s i m i l a r  reasons .  

The f a i l u r e  o f  u r b a n  renewa l  has  been w e l l  documented ( c f .  B e l l u s h  and 

Hausknecht ,  1966; W i l s o n ,  1966 f o r  a  g e n e r a l  o u t l i n e  o f  t h e  d i s c u s s i o n ) .  Areas o f  

t h e  c e n t r a l  c i t y  p o p u l a t e d  b y  t h e  poo r  and m i n o r i t i e s  where c l e a r e d  and t h e  

p o p u l a t i o n  d i s p l a c e d  (Hartman,  e t  a l ,  1974) f o r  t h e  b e n e f i t  o f  l a n d  d e v e l o p e r s  who 

c o n s t r u c t e d  commerc ia l  o f f i c e  b u i l d i n g s  and m i d d l e  t o  upper  income hous ing .  T h i s  

f a i l u r e  has  g e n e r a l l y  been a t t r i b u t e d  t o  a  m i s d i r e c t e d  program (Rothenberg ,  1967; 

U e l f e l d ,  19751, a  m i s g u i d e d  p o l i c y  o r i e n t a t i o n  ( Jencks ,  1972; Gree r ,  19751, o r  even a  

m i s l e a d i n g  p o l i c y  o b j e c t i v e  (narcuse,  1971).  

Wh i te  (19801, i n  h i s  a n a l y s i s  o f  renewa l  commun i t i es ,  i d e n t i f i e s  l ow  i n c o r e ,  

p r e d o m i n a n t l y  n o n - w h i t e  ne ighbo rhoods  w i t h  h i g h e r  t h a n  average c o n c e n t r a t i o n s  o f  

c h i l d r e n  as  e x p e c t e d  c h a r a c t e r i s t s  o f  s i t e s  s e l e c t e d  f o r  t h e  b u l l d o z e r .  B u t  



s u r p r i s i n g l y ,  he  a l s o  d i s c o v e r e d  t h a t  t h e s e  ne ighborhoods  n e r e  c h a r a c t e r i z e d  by  

h i g h e r  t h a n  ave rage  c o n c e n t r a t i o n s  o f  young, p r e d o m i n a n t l y  s i n g l e  m i d d l e  income u r b a n  

p r o f e s s i o n a l s .  # h i  l e  r a i s i n g  t h e  s u g g e s t i o n  t h a t  u r b a n  renewal  success  was i n  

r e a l i t y  j u s t  an a r t i f a c t  o f  t h e  t r a n s f o r m a t i o n  t h e  demograph ics  o f  t h e  ne ighborhood,  

Wh i te  does n o t  o f f e r  any i n s i g h t  i n t o  why t h e  v a r i o u s  ne ighbo rhoods  n e r e  s e l e c t e d  as 

renewa l  s i t e s .  I sugges t  t h a t  r a t h e r  t h a n  v i e w i n g  u rban  renewa l  as  a  program which  

f a i l e d  ( c l e a r l y  i t  d i d  n o t  meet any of i t s  s t a t e d  g o a l s ) ,  t h e  program can be seen as 

a c h i e v i n g  what any program des igned  t o  i n d u c e  p r o d u c e r s  t h r o u g h  market  i n c e n t i v e s  

c o u l d  hope ' t o  a c h i e v e ,  t o  n i t  a p a t t e r n  o f  outcomes c o n f o r m i n g  t o  r a t i o n a l  b u s i n e s s  

p r a c t i c e s  i n s t e a d  o f  s t a t e d  p o l i c y  o b j e c t i v e s .  When - f a c e d  w i t h  compet ing  

a l t e r n a t i v e s ,  d e v e l o p e r s  s e l e c t e d  t h o s e  s i t e s  w i t h  t h e  g r e a t e s t  p r o m i s e  o f  a t t r a c t i n g  

r e n t e r s  and b u y e r s  and e n s u r i n g  t h e  g r e a t e s t  r e t u r n s  ( c f .  F a s e n f e s t ,  1984 f o r  an 

e l a b o r a t i o n  o f  t h i s  p r o c e s s  and i t s  i m p l i c a t i o n s ) .  

A commitment t o  t h e  u t i l i z a t i o n  o f  marke t  mechanisms t o  imp lement  p o l i c y  g o a l s  

i s  deep sea ted .  Urban renewa l  r e p r e s e n t s  one example. T h i s  p rogram f a i l e d  t o  

p r o v i d e  adequa te  l e v e l s  o f  l o w  income hous ing ,  b u t  i t  d i d  n o t  r e s u l t  i n  a  n a t i o n a l  

p rogram o f  p l a n n e d  h o u s i n g  c o n s t r u c t i . o n  n o r  i n  d i r e c t e d  s u b s i d i e s  f o r  p r o j e c t s  t o  

house l o w  income f a m i l i e s .  The r e a p p r a i s a l  o f  renewa l  d i d  n o t  i n c l u d e  q u e s t i o n i n g  

t h e  use  o f  marke t  m a n i p u l a t i o n  t o  a c h i e v e  p o l i c y  o b j e c t i v e s .  I n s t e a d ,  p o l i c y  

a n a l y s t s  c o n c l u d e d  t h a t  t h e  p rob lem l a y  i n  t h e  a t t e m p t  t o  a p p l y  a  program t o o  b r o a d l y  

o r  i n  t h e  absence o f  adequate  gu idance  t o  t h e  p r i v a t e  s e c t o r .  C a l l i n g  f o r  more 

f l e x i b i l i t y , . S t r u y k  (1977) c l a i m e d  t h a t  l o c a l  h o u s i n g  needs and h o u s i n g  m a r k e t s  were 

s i g n i f i c a n t l y  d i f f e r e n t  f r o m  one ano the r  and s o  t h e  f o c u s  s h o u l d  be d i r e c t e d  anay 

f rom c r e a t i n g  a  n a t i o n a l  p rogram and toward  l o c a l  i n i t i a t i v e s .  I n  t h a t  way, each 

p o l i c y  can r e f l e c t  t h e  s p e c i f i c  needs o f  t h e  community. He n e g l e c t e d  t o  men t ion  how 



t h e s e  programs a r e  t o  be f i n a n c e d  o r  what c r i t e r i a  would be used t o  d e t e r m i n e  need. 

Communi t ies  c o n s i s t i n g  o f  a  l a r g e  l ow  income p o p u l a t i o n  and c h a r a c t e r i z e d  b y  

i n a d e q u a t e  h o u s i n g  wou ld  l a c k  t h e  r e s o u r c e s  t o  e i t h e r  d i r e c t l y  f i n a n c e  l o n  income 

h o u s i n g  c o n s t r u c t i o n  o r  i n d i r e c t l y  f i n a n c e  v a r i o u s  market  i n c e n t i v e  schemes. The 

r e s u l t  o f  l o c a l  p rograms w i t h o u t  a  n a t i o n a l  agenda would be t o  e x a c e r b a t e  r e g i o n a l  

d i f f e r e n c e s .  

P o l i c y  p r o p o s a l s  a r e  s t i l l  l i n k e d  t o  t h e  market  f a i l u r e  as  t h e  sou rce  o f  t h e  

p r o b l e m  and market  m a n i p u l a t i o n  as t h e  s o l u t i o n .  Un less  t h e  government p r o v i d e s  

c l e a r  p o l i c y  g u i d e l i n e s ,  however, t h e  p r i v a t e  s e c t o r  has  t o o  many o p t i o n s  t o  

n e c e s s a r i l y  choose t h e  d e s i r e d  c o u r s e  o f  a c t i o n .  A c c o r d i n g l y ,  Case (1972) p o s i t e d  

t h a t  t h e  s o l u t i o n  t o  t h i s  c o n f u s i o n  was t o  s e t  up a  c l e a r  m a t r i x  o f  c r i t e r i a  wh ich  

r e f l e c t  on t h e  one hand, p o l i c y  g o a l s  and on t h e  o t h e r ,  needs o f  t h e  p r i v a t e  s e c t o r .  

I n  t h i s  way n a t i o n a l  p o l i c y  wou ld  have add ressed  t h e  needs o f  l ow  income f a m i l i e s  

l i v i n g  i n  s u b s t a n d a r d  h o u s i n g  by  d r a f t i n g  l e g i s l a t i o n  wh ich  c l e a r l y  d e f i n e d  t h e  

e x t e n t  o f  market  mechanisms t o  be p e r m i t t e d  s p e c i f i c a l l y  t a i l o r  them t o  a f f e c t  t h e  

d e s i r e d  s o c i a l  outcomes. 

Ano the r  c o u r s e  o f  a c t i o n ,  r e f l e c t i n g  t h i s  t endency  t o  r e l y  on t h e  market  p l a c e ,  

i s  t h e  n o t i o n  o f  p u b l i c / p r i v a t e  p a r t n e r s h i p s  w h i c h  P i e r c e  (1983)  i d e n t i f i e d  as  one 

p u r p o s e  o f  t h e  e n t e r p r i s e  zone p r o p o s a l s .  T h i s  e n t a i l s  a  c o m b i n a t i o n  o f  p r i v a t e  

i n i t i a t i v e  i n  c o n j u n c t i o n  w i t h  l o c a l  p l a n n i n g  t o  d i r e c t  t h e  c o u r s e  o f  c a p i t a l  

i n v e s t m e n t s  f o r  t h e  b e n e f i t  o f  b o t h  t h e  communi ty  and t h e  p r i v a t e  i n v e s t o r .  By 

c o o r d i n a t i n g  p r i v a t e  i n v e s t m e n t  w i t h  l o c a l  government agenc ies ,  i n v e s t o r s  and 

d e v e l o p e r s  a r e  a s s u r e d  o f  f a v o r a b l e  r e a c t i o n s  and t h e  maximum l e v e l  o f  s u b s i d i e s  i n  

r e t u r n  f o r  g r a n t i n g  l o c a l  a g e n c i e s  some i n p u t  i n t o  t h i n g s  l i k e  s i t e  s e l e c t i o n  and t h e  

scope o f  t h e  p r o j e c t  ( c f .  F o s l e r  and Berge r ,  1982 f o r  a  r e v i e w  o f  p u b l i c / p r i v a t e  



programs i n  a  number o f  c i t i e s  i n  t h e  U.S . ) .  However, t h e s e  programs a r e  s t i l l  

e v a l u a t e d  on marke t  c r i t e r i a ;  t h e y  must b e  f i r s t  and f o r e m o s t  p r o f i t a b l e  f o r  t h e  

d e v e l o p e r .  T h e r e f o r e ,  t h e  range  o f  p r o j e c t s  c o n s i d e r e d  by  t h e  i n v e s t o r s  and approved 

b y  t h e  l o c a l  governments  g e n e r a l l y  do n o t  a d d r e s s  s o c i a l  p rob lems.  On t h e  c o n t r a r y ,  

t h e s e  p r o j e c t s  w i l l  r e f l e c t  downtown commerc ia l  development o r  o t h e r  outcomes s i m i l a r  

t o  t h e  r e s u l t s  o f  r e n e w a l  ( c f .  C a f f e r t y  and HcCready, 1982 f o r  a  s u r v e y  o f  C h i c a g o ' s  

e x p e r i e n c e  w i t h  p l a n n i n g  and p r i v a t e  deve lopment  as a  c o n t r a s t  t o  i t s  u r b a n  renewa l  

e x p e r i e n c e s ) .  

. A l l  t h e s e  approaches t o  a d d r e s s i n g  u r b a n  p rob lems  s h a r e  a  common o r i e n t a t i o n :  

' t ,he p rob lem l i e s  w i t h  i m p e r f e c t  marke ts ,  and t h e  s o l u t i o n  r e q u i r e s  market  i n c e n t i v e s  

t o  r e s t o r e  e q u i l i b r i u m .  Based on t h e  e x p e r i e n c e  w i t h  u r b a n  renewa l  as w e l l  as  o t h e r  

p rograms,  l i k e  t h e  a t t e m p t  t o  d e v e l o p  B l a c k  c a p i t a l i s t s  who would l e a d  t h e  

r e v i t a l i z a t i o n  o f  c e n t r a l  c i t y  g h e t t o s ,  i t  i s  p o s s i b l e  t o  draw i n f e r e n c e s  on t h e  

l i k e l y  outcome o f  e n t e r p r i s e  tones .  The c e n t r a l  p o i n t ,  however, i s  n o t  t h a t  

e n t e r p r i s e  zones may n o t  a c h i e v e  t h e i r  i n t e n d e d  goa ls .  Ra the r ,  i t  i s  t h a t  b y  r e l y i n g  

on t h e  market  p l a c e  t o  p roduce  t h e  d e s i r e d  outcomes s t r u c t u r a l l y  m i t i g a t e s  a g a i n s t  

t h e  l i k e l i h o o d  t h a t  t h i s  outcome w i l l  come t o  pass. 

The concep t  o f  e n t e r p r i s e  t o n e s  was i n t r o d u c e d  i n  B r i t a i n  b y  P e t e r  H a l l  (1977, 

1982) as  a  p o l i c y  a l t e r n a t i v e  f o r  c i t i e s  f i n d i n g  t r a d i t i o n a l  avenues o f  b u s i n e s s  

a t t r a c t i o n  c losed ,  o r  e l s e  h a v i n g  t o  depend on s e r v i c e  s e c t o r  expans ion  f o r  p o t e n t i a l  

economic growth .  H a l l  m a i n t a i n e d  t h a t  even t h e  l a t t e r  o p t i o n  was u n s t a b l e  and 

e c o n o m i c a l l y  u n v i a b l e  i n  a r e a s  f o r m e r l y  c h a r a c t e r i z e d  by h i g h  p a y i n g  i n d u s t r i a l  

employment ( L u r i a  and R u s s e l l ,  1981 make t h e  same p o i n t  f o r  D e t r o i t ) .  I n s t e a d ,  c i t i e s  



had t o  respond t o  new r e a l i t i e s  o f  i n t e r n a t i o n a l  and i n t e r r e g i o n a l  c o m p e t i t i o n  b y  

c r e a t i n g  e n c l a v e s  wh ich  wou ld  o f f e r  i n d u s t r y  c o m p a r a t i v e  advantages t o  l o c a t e  w i t h i n  

them. These e n c l a v e s  wou ld  b e  f r , ee  o f  gove rnmen ta l  c o n t r o l  and h i n d r a n c e s  ( i .e.,  

r e g u l a t i o n s  and t a x e s )  l o c a t e d  i n  t h e  most depressed r e g i o n s  and c i t i e s  o f  t h e  

c o u n t r y .  I n  t h e  s h o r t  r u n ,  t h e  i n c r e a s e  i n  employment m i g h t  be  m a r g i n a l  s i n c e  some 

o f  t h e  j o b s  mould be t r a n s f e r e d  f rom o t h e r  a reas .  The , r e a l  b e n e f i t  o f  EEZs a r e  t h e i r  

l o n g  r u n  development i n t o  i n n o v a t i v e  a reas  and g r o w t h  c e n t e r s ,  w i t h  secondary  

s p i l l o v e r  e f ' f e c t s  i n t o  t h e  s u r r o u n d i n g  communi t ies .  I n  s h o r t ,  EEZs a r e  a t t e m p t s  t o  

r e c a p t u r e  t h e  g r o w t h  and t e c h n o l o g i a l  t r a n s f o r m a t i o n  c h a r a c t e r i s t i c  o f  e a r l y  s t a g e s  

o f  t h e  I n d u s t r i a l  R e v o l u t i o n .  

These i d e a s  were q u i c k l y  p i c k e d  up i n  t h e  U n i t e d  S t a t e s  and promoted as t h e  new 

program f o r  u r b a n  p rob lems  ( B u t l e r ,  1980a).  The i n i t i a l  p r o p o s a l s  c a l l e d  f o r  t h e  

e l i m i n a t i o n  o f  r e n t  c o n t r o l ,  suspens ion  o f  minimum wage l e g i s l a t i o n  and t h e  c r e a t i o n  

o f  F r e e  Trade zones i n  dep ressed  u rban  a r e a s  ( B u t l e r ,  1980b, 1981).  The l e g i s l a t i v e  

h i s t o r y  o f  t h e  EEZ i n  t h e  U n i t e d  S t a t e s  began w i t h  t h e  i n t r o d u c t i o n  o f  l e g i s l a t i o n  

e n t i t l e d  Jobs and E n t e r p r i s e  Zone Act  o f  1980 (H.R. 7563) under  t h e  j o i n t  s p o n s o r s h i p  

o f  R e p r e s e n t a t i v e s  Kemp and Garc ia .  R e p r e s e n t i n g  o p p o s i t e  p o l i t i c a l  and s o c i a l  

p o s i t i o n s  (Kemp i s  a  c o n s e r v a t i v e  R e p u b l i c a n  f r o m  a  p r e d o m i n a n t l y  n h i t e  m i d d l e - c l a s s  

d i s t r i c t  i n  u p s t a t e  N ~ H  York n h i l e  G a r c i a  i s  a  p r o g r e s s i v e  Democrat f r o m  one o f  t h e  

w o r s t  a r e a s  o f  t h e  South  B r o n x ) ,  t h i s  j o i n t  s p o n s o r s h i p  r e f l e c t e d  t h e  w ide range  o f  

s u p p o r t  EEZ has had as  a  program f o r  m e a n i n g f u l  change (US Congress. House, 1981; 

1982) .  T h i s  l e g i s l a t i o n  c a l l e d  f o r :  (i) l o w e r  employer  c o n t r i b u t i o n s  i n t o  s o c i a l  

s e c u r i t y ;  (ii) r e d u c e d  c a p i t a l  g a i n s  t a x ;  (iii) f i f t e e n  p e r c e n t  r e d u c t i o n  i n  b u s i n e s s  

t a x e s  a c r o s s  t h e  boa rd ;  ( i v )  a c c e l e r a t e d  d e p r e c i a t i o n  on t h e  f i r s t  h a l f  m i l l i o n  

d o l l a r s  o f  i n v e s t m e n t s ;  ( v )  l o s s  c a r r y  f o r w a r d  up t o  t e n  years ;  ( v i )  encouragement 



f o r  c r e a t i n g  F o r e i g n  T rade  Zones i n  u r b a n  a r e a s  (Kemp, 1980) .  

The Kemp-Garcia p r o p o s a l  had many prob lems.  A b u s i n e s s  community s t u d y  

conduc ted  by  New York C i t y  f ound  t h a t  t h e  1980 p r o p o s a l  l a c k e d  s u f f i c i e n t  i n c e n t i v e s  

f o r  b u s i n e s s  l o c a t i o n ,  and s m a l l  b u s i n e s s e s  i n  New Eng land comp la ined  t h a t  t h e  

l e g i s l a t i o n  f a v o r e d  l a r g e r  b u s i n e s s e s  o v e r  s m a l l e r  ones ( c i t e d  i n  Go ldsmi th , .  

1982a:437-438). EEZ l e g i s l a t i o n  f a i l e d  t o  p r o v i d e  s t a r t u p  c a p i t a l ,  c r u c i a l  f o r  

s m a l l e r  b u s i n e s s e s ,  f o c u s i n g  i n s t e a d  on c a r r y i n g  f o r w a r d  l o s s e s  and o f f e r i n g  o t h e r  

t a x  i n c e n t i v e s  wh ich  p r i m a r i l y  b e n e f i t t e d  e x i s t i n g  l a r g e  f i r m s  o r  i n v e s t o r s .  I n  

r e s p o n s e  t o  t h e s e  c r i t i c i s m s ,  t h e  l e g i s l a t i o n  went t h r o u g h  a  number o f  a l t e r a t i o n s .  

The u n d e r l y i n g  g o a l  i n c o r p o r a t e d  i n t o  t h i s  l e g i s l a t i o n  i s  t o  c r e a t e  an 

e n v i r o n m e n t  c o n d u c i v e  t o  economic r e v i t a l i z a t i o n  and j o b  c r e a t i o n  b y  remov ing  t a x ,  

r e g u l a t o r y  and o t h e r  government burdens,  i m p r o v i n g  m u n i c i p a l  i n f r a s t r u c t u r e s  and 

s e r v i c e s ,  and i n v o l v i n g  p r i v a t e  e n t e r p r i s e s  and communi ty  o r g a n i z a t i o n s .  The program 

c a l l s  f o r  no f e d e r a l  a p p r o p r i a t i o n s  ( r a t h e r ,  a  r e d u c t i o n  i n  f e d e r a l  o b l i g a t i o n s )  and 

t h e  r e q u i r e m e n t  t h a t  s i t e s  be  d e s i g n a t e d  b y  l o c a l  and s t a t e  governments who w i l l  

o f f e r  ma jo r  t a x  i n c e n t i v e s  and r e g u l a t o r y  r e l i e f  o f  t h e i r  own wh ich  w i l l  encourage 

j o b  c r e a t i o n ,  s t i m u l a t e  b u s i n e s s  g r o w t h  and i n d u c e  t h e  p h y s i c a l  r e v i t a l i z a t i o n  o f  t h e  

u r b a n  i n f r a s t r u c t u r e  (US Congress. Senate,  1981) .  Under p r o v i s i o n s  o f  t h e  c u r r e n t  

l e g i s l a t i o n ,  an a r e a  i s  e l i g i b l e  i f  i t  can s a t i s f y  t h e  f o l l o w i n g :  

1. .have a  c o n t i n u o u s  boundary  w i t h  a  minimum p o p u l a t i o n  o f  4,000 i n  a  j u r i s d i c t i o n  
w i t h  a  p o p u l a t i o n  o v e r  50,000: 

2. be s i t u a t e d  i n  a  ne ighbo rhood  wh ich  wou ld  n o r m a l l y  q u a l i f y  f o r  an Urban 
Development A c t i o n  Grant ;  

3. be i n  a  a r e a  o f  s e v e r e  economic d e c l i n e  c h a r a c t e r i z e d  by e i t h e r  an unemployment 
r a t e  1.5 t i m e s  t h e  n a t i o n a l  average,  a  p o v e r t y  r a t e  o f  t w e n t y  p e r c e n t  o r  more 
i n  a l l  census t r a c t s ,  a t  l e a s t  s e v e n t y  p e r c e n t  o f  a l l  househo lds  w i t h  incomes 
be low  e i g h t y  p e r c e n t  o f  t h e  l o c a l  median househo ld  income, o r  a  t w e n t y  p e r c e n t  
dec rease  i n  t h e  l o c a r  p o p u l a t i o n .  



Tax i n c e n t i v e s  r e m a i n  t h e  p r i m a r y  mechanism t o  e f f e c t  t h e  d e s i r e d  changes i n  

p r i v a t e  i n v e s t m e n t  d e c i s i o n  waking.  The new b i l l  c a l l s  f o r  t h e  e l i m i n a t i o n  o f  

c a p i t a l  g a i n s  t a x  w i t h i n  t h e  zone, v a r y i n g  t a x  c r e d i t s  on i n v e s t m e n t s  i n  p r i v a t e  

p e r s o n a l  p r o p e r t y  and new c o n s t r u c t i o n ,  and t h e  a b i l i t y  t o  c a r r y  t h e  c r e d i t s  back 

t h r e e  y e a r s  and f o r w a r d  up t o  f i f t e e n  y e a r s  o r  t h e  l i f e  of t h e  zone, wh icheve r  i s  

1  onger .  

F i n a l l y ,  t h e  b i l l  i s  i n f o r m e d  by  a  p h i l o s o p h y  wh ich  sees t h e  " w e l f a r e  t r a p " ,  

w h e r e i n  i n d i v i d u a l s  a r e  supposed ly  r e l u c t a n t  t o  t a k e  employment when t h e  n e t  r e t u r n  

o f  t h e  j o b  i s  l o w e r  t h a n  t h e  w e l f a r e  r e c e i v e d ,  as  a  p r i m a r y  cause o f  c o n t i n u e d  h i g h  

unemployment among t h e  u r b a n  poor .  I n  t h i s  manner, p e o p l e  become c h r o n i c a l l y  

unemployed s i n c e  t h e y  neve r  g e t  t h e  e n t r y  l e v e l  e x p e r i e n c e  wh ich  w i l l  p resumab ly  

e n a b l e  them t o  r i s e  on t h e  economic l a d d e r .  Consequent ly ,  t h e  b i l l  p r o v i d e s  

i n c e n t i v e s  t o  b o t h  w o r k e r s  t o  encourage them t o  r e j e c t  w e l f a r e  payments and emp loye rs  

t o  encourage them t o  h i r e  t h e  e c o n o m i c a l l y  d i sadvan taged .  Employees a r e  t o  r e c e i v e  

an income t a x  c r e d i t  o f  f i v e  p e r c e n t  o f  t h e  f i r s t  $10,500 earned i n  t h e  zone w h i l e  

emp loye rs  r e c e i v e  a  c r e d i t  e q u a l  t o  f i f t y  p e r c e n t  o f  t h e  worke rs  wage f o r  t h e  f i r s t  

t h r e e  y e a r s  d r o p p i n g  t e n  p e r c e n t  each y e a r  t h e r e a f t e r .  I n  a d d i t i o n ,  t h e  employer  

r e c e i v e s  a  t o t a l  p a y r o l l  c r e d i t  o f  t e n  p e r c e n t  o f  t h e  f i r s t  $17,500 p a i d  t o  a l l  

q u a l i f i e d  ( i . e . ,  zone r e s i d e n t )  employees wh ich  can be c a r r i e d  back t h r e e  y e a r s  and 

f o r w a r d  e i t h e r  f i f t e e n  y e a r s  o r  t h e  l i f e  o f  t h e  zone, wh icheve r  i s  l o n g e r .  

f l c c o r d i n g  t o  t e s t i m o n y  b e f o r e  t h e  Senate  F i n a n c e  Commit tee ( P i e r c e ,  1983) t h e r e  

a r e  c u r r e n t l y  t w e n t y  s t a t e s  w i t h  EEZ l e g i s l a t i o n  enac ted ,  t h r e e  s t a t e s  w i t h  

l e g i s l a t i o n  pend ing ,  n i n e  s t a t e s  ammending o t h e r  e x i s t i n g  l e g i s l a t i o n  w i t h  EEZ t y p e  

p r o v i s i o n s  and one s t a t e  w i t h  an a d m i n i s t r a t i v e  EEZ program (see  F i g u r e  1 b e l o w ) .  



G e o r g i a ' s  l e g i s l a t i o n  i s  r e s t r i c t e d  t o  development i n  A t l a n t a  w h i l e  Rhode I s l a n d ' s  

p rogram i s  t i e d  t o  t h e  passage o f  s i m i l a r  l e g i s l a t i o n  on a  n a t i o n a l  l e v e l  b e f o r e  any 

o f  i t s  p r o v i s i o n s  can be implemented.  

F i g u r e  1 about  h e r e  

P r o v i s i o n s  o f  t h e  I l l i n o i s  l e g i s l a t i o n  w i l l  s e r v e  as an example o f  t h e  t y p e s  o f  

p rograms s t a t e s  a r e  e n a c t i n g .  The o r i g i n a l  l e g i s l a t i o n  was passed b y  t h e  I l l i n o i s  

l e g i s l a t u r e  b u t  v e t o e d  b y  t h e  Governor;  s u b s e q u e n t l y  i t  passed o v e r  t h e  G o v e r n o r ' s  

v e t o .  The B i l l ' s  ma jo r  p r o v i s i o n s  a r e  t h e  suspens ion  o f  z o n i n g  and b u i l d i n g  codes, 

t h e  a b o l i t i o n  o f  p r o p e r t y  t a x e s ,  t h e  weakening o f  e n v i r o n m e n t a l ,  and h e a l t h  and 

s a f e t y  r e g u l a t i o n s ,  and a  r i g h t  t o  work p r o v i s i o n  des igned  t o  t h w a r t  l a b o r  o r g a n i z i n g  

wh ich  w i l l  d i s c o u r a g e  b u s i n e s s  i n v e s t m e n t .  Reduced l e v e l s  o f  w e l f a r e  and 

unemployment b e n e f i t s  wou ld  have a  d e v a s t a t i n g  e f f e c t  on l o c a l  r e s i d e n t s  o f  

d e s i g n a t e d  zones w h i l e  l o c a l  b u s i n e s s e s  would a c t u a l l y  have t o  i n c r e a s e  t h e i r  l a b o r  

c o s t s  due t o  c a n c e l a t i o n  o f  t r a i n i n g  programs c u r r e n t l y  f unded  b y  t h e  p u b l i c  s e c t o r .  

I n  a d d i t i o n ,  homestead ing p r o v i s i o n s  i n  t h e  l e g i s l a t i o n  do n o t  r e a l l y  m a t t e r  t o  l ow  

income r e n t e r s .  The o n l y  p o t e n t i a l  b e n e f i c i a r i e s  w i l l  be  m i d d l e  and upper  income 

f a m i l i e s  who can a f f o r d  t h e  main tenance and . r e h a b i 1 , i t a t i o n  i n v e s t m e n t s  i n  t h e i r  

p r o p e r t y ,  and i t  wou ld  d i s p l a c e  l o w  income f a m i l i e s  a s  t h e  a r e a  becomes g e n t r i f i e d  

( c f .  H i e r  and G e l z e r ,  1982 f o r  a  c r i t i c a l  r e v i e w  o f  t h i s  and o t h e r  s t a t e  programs) .  

Economic r e v i t a l i z a t i o n  t h r o u g h  t h e  c r e a t i o n  o f  EEZs i s  based on two 

assumpt ions :  t h e  f r e e  marke t  i s  t h e  b e s t  r e g u l a t o r  o f  i n v e s t m e n t  a l l o c a t i o n  

d e c i s i o n s ;  l o c a l i t i e s ,  n o t  t h e  f e d e r a l  government,  s h o u l d  t a k e  t h e  l e a d  i n  



F i g u r e  1. S t a t u s  o f  S t a t e  E n t e r p r i s e  Zone L e g i s l a t i o n  ...................................................................... 
- S t a t e s  w i t h  L e g i s l a t i o n  Enacted:  

Arkansas 
C o n n e c t i c u t  
F l o r i d a  
Georg ia  ( f o r  E n t e r p r i s e  Zones i n  A t l a n t a )  
I l l i n o i s  
I n d i a n a  
Kansas 
Ken tucky  
L o u i s i a n a  
H a r y l  and 
H i n n i s o t a  
H i  s s i  s s i  p p i  
M i s s o u r i  
Nevada 
New J e r s e y  
Ohio  
Oklahoma 
Rhode I s l a n d  ( e f f e c t i v e  upon passage o f  F e d e r a l  l e g i s l a t i o n )  
Texas 
V i r g i n i a  

- S t a t e s  w i t h  1983 New L e g i s l a t i o n  Pending:  

C a l i f o r n i a  
M i c h i g a n  
Wiscons in  

- S t a t e s  w i t h  1983 Amendments t o  E x i s t i n g  L e g i s l a t i o n t  

C o n n e c t i c u t  
I l l i n o i s  
Kansas 
L o u i  s i  ana 
Mary land  
H i  nneso ta  
H i  ssour  i 
Rhode I s l a n d  
V i r g i n i a  

- S t a t e s  w i t h  A d m i n i s t r a t i v e  E n t e r p r i s e  Zone Programs: 

P e n n s y l v a n i a  ...................................................................... 
Source:  Tes t imony  b y  S. P i e r c e  b e f o r e  t h e  Senate  F i n a n c e  
Committee, A p r i l  22, 1983. 



d e t e r m i n i n g  t h e  l o c a t i o n  and scope o f  zones f r e e  o f  a l l  government i n t e r v e n t i o n .  The 

c u r r e n t  i n a b i l i t y  o f  c e n t r a l  c i t i e s  t o  a t t r a c t  b u s i n e s s e s  and c r e a t e  j o b s  i s  

a t t r i b u t e d  t o  a r t i f i c i a l l y  h i g h  c o s t s  o f  d o i n g  b u s i n e s s  i n  t h e  c i t y .  Land i s  

expens i ve ,  t a x e s  a r e  h i g h  and r e g u l a t i o n s  impose n o n p r o d u c t i o n  r e l a t e d  expenses. As 

a  r e s u l t ,  even t h e  l ow  c o s t  o f  l a b o r  a s s o c i a t e d  w i t h  a r e a s  o f  v e r y  h i g h  unemployment 

( a t  t i m e s  two o r  t h r e e  t i m e s h i g h e r  t h a n  t h e  n a t i o n a l  ave rage )  canno t  i n d u c e  b u s i n e s s  

i n v e s t m e n t  i n t o  t h o s e  areas .  

I n  a d d i t i o n ,  t h e  f o c u s  o f  t h e s e  zones p r o p o r t e d l y  w i l l  be on t h e  c r e a t i o n  o f  

s m a l l  b u s i n e s s e s ,  wh ich  a r e  more l i k e l y  t o  r e i n v e s t  l o c a l l y ,  and accoun t  f o r  t h e  

m a j o r i t y  o f  new j o b s  c r e a t e d  i n  t h e  economy ( B i r c h ,  1980). EEZs, conce ived  as a  

program des igned  t o  r e i n t r o d u c e  t h e  e n t r e p r e n u e r i a l  s p i r i t ,  a r e  t h e r e f o r e  a  necessa ry  

i n g r e d i e n t  t o  b e g i n  t h e  l o n g  r o a d  t o  r e c o v e r y .  C o n t r a r y  t o  c o n v e n t i o n a l  v iews,  Yago, 

e t  a1 (1983)  d e m o n s t r a t e  t h a t  w h i l e  s m a l l  b u s i n e s s e s  accoun t  f o r  most new j o b s  i n  

l a r g e  c i t i e s ,  c o r p o r a t e  c a p i t a l  f l i g h t  r e s u l t s  i n  a  n e t  j o b  l o s s  f o r  t h e  r e g i o n .  The 

e f f e c t  o f  a  l a r g e  number o f  . f i r m s  h i r i n g  a  few  w o r k e r s  i s  q u i c k l y  o f f s e t  by  a  few 

l a r g e  p l a n t s  l a y i n g  o f f  i t s  wo rke rs  and moving t o  a n o t h e r  a rea.  Consequent ly ,  EEZs 

a r e  o f f  t h e  mark i f  t h e y  a r e  t a r g e t t e d  a t  s m a l l  b u s i n e s s e s  as t h e  means t o  r e v i t a l i z e  

an a r e a  and i n c r e a s i n g  l o c a l  employment. 

F o c u s i n g  t h e  l e g i s l a t i o n  on t h e  communi ty  l e v e l ,  however, has aany 

r a m i f i c a t i o n s .  S e t t i n g  a s i d e  f o r  t h e  moment t h e  c o n s t r a i n t s  imposed on p o l i c y  

i m p l e m e n t a t i o n  by  emp loy ing  market  mechanisms, any program which  l o c a t e s  s i t e  

s e l e c t i o n  and c r i t e r i a  d e t e r m i n a t i o n  on t h e  l o c a l  l e v e l  c r e a t e s  as  many p rob lems  as 

i t  s o l v e s .  Economic d e c l i n e  i s  i m p l i c i t l y  v i ewed  as  a  p r o d u c t  o f  t h e  n a t u r a l  

e v o l u t i o n  o f  t h e  economy; p r o s p e r o u s  r e g i o n s ,  t h e r e f o r e ,  possess  t h e  r i g h t  m a t r i x  o f  

f a c t o r s  f o r  g row th .  



G o l d s m i t h  (1981a) has  m a i n t a i n e d  t h a t  dec . l i ne  i s  a  p a r t  o f  development,  and 

t h a t  a  h e a l t h y  economic c l i m a t e ,  a s s o c i a t e d  w i t h  g row th ,  i s  a l s o  c h a r a c t e r i z e d  b y  

d e p r i v a t i o n .  P o i n t i n g  t o  t h e  p o v e r t y  t h a t  accompanied t h e  p r o s p e r i t y  o f  Hanchester ,  

E n g l a n d  ( a t  t h e  h e i g h t  o f  t h e  I n d u s t r i a l  R e v o l u t i o n )  and Sao Pau lo ,  B r a z i l  ( a  modern 

example  o f  a  p r o s p e r o u s  c i t y  i n  a  d e v e l o p i n g  n a t i o n ) ,  6 o l d s m i t h  conc luded  t h a t  t h e r e  

" i s  p r o f i t  i n  d e c l i n e "  (1901:23).  Economic d e c l i n e  i s  n o t  a  f u n c t i o n  o f  n e g a t i v e  

i n c e n t i v e s  d r i v i n g  b u s i n e s s e s  o u t .  Ra the r ,  i t  i s  connec ted  t o  changes i n  t h e  n a t u r e  

o f  a  g.loba1 economy ( G o l d s m i t h ,  1902, 1981b) and t o  c a p i t a l  f l i g h t  ( B l u e s t o n e  and 

H a r r i s o n ,  1982) w h i l e  s o l u t i o n s  f o c u s  on i n t r o d u c i n g  l o c a l  economies i n t o  t h e  l o g i c  

o f  i n t e r r e g i o n a l  and i n t e r n a t i o n a l  p r o d u c t i o n  (Harkusen,  1900).  

EEZ p o l i c y  w i l l  f u r t h e r  e x a c e r b a t e  t h e  p rob lem o f  community d e c l i n e  a s  

commun i t i es  b e g i n  t o  p e r c e i v e  t h e  c o m p e t i t i o n  as  one between commun i t i es  and n o t  

be tween commun i t i es  and c a p i t a l .  h c c o r d i n g  t o  Logan (19031, t h e  community n i l l  a l l  

b u t  d i s a p p e a r  i n  n a t i o n a l  u rban  p o l i c y .  S c r a m b l i n g  f o r  s e l e c t i o n  as a  redeve lopment  

s i t e ,  commun i t i es  w i l l  have t o  i d e n t i f y  and p romote  b e n e f i t s  t h e y  can p r o v i d e  c a p i t a l  

i n  r e t u r n  f o r  l o c a l  - development.  T h i s  n i l 1  mean t h a t  many o f  t h e  most needy 

commun i t i es  w i l l  a c t u a l l y  b e  bypassed a s  EEZs a r e  l o c a t e d  i n  t h o s e  q u a l i f y i n g  

commun i t i es  w i t h  t h e  g r e a t e s t  l e v e l  o f  p r e s e n t  r e s o u r c e s  t o  o f f e r  c o r p o r a t i o n s .  As 

c o n c e s s i o n s  i n c r e a s e ,  development w i l l  no  l o n g e r  y i e l d  a l l  t h e  p romised  r e t u r n s  a s  

t h e  b e n e f i t s  a r e  o f f s e t  by  f o r g o n e  revenues .  Communi t ies w i l l  b e g i n  t o  ask what 

s o r t s  o f  l o c a l  b e n e f i t s  o f f e r e d  can s t i m u l a t e  g r o w t h  r a t h e r  t h a n  examin ing  and 

e v a l u a t i n g  t h e  k i n d s  o f  g r o w t h  t h a t  can b e n e f i t  communi t ies .  As Weiss (1980) p o i n t e d  

o u t  i n  h i s  e x a m i n a t i o n  o f  u rban  r e n e w a l  and i t s  i m p a c t  on communites, l o c a l  

commun i t i es  have t o  o r g a n i z e  i n  o r d e r  t o  shape b e n e f i t s  i n  a  nay wh ich  s e r v e  t h e  

communi ty  and u s u a l l y  a  bad b a r g i n  i s  worse t h a n  n o  b a r g i n  a t  a l l .  Communi t ies w i l l  



be tempted t o  g i v e  up more t h a n  t h e  new program p r o m i s e s  t o  r e t u r n .  

Community deve lopment  i s  a  f u n c t i o n  o f  an a s s o c i a t i o n  o f  community based 

o r g a n i z a t i o n s ,  banks  and c a p i t a l  i n v e s t o r s ,  p r i v a t e  bus inesses ,  and t h e  l o c a l  

government.  However, G o l d s t e i n  (1980)  s t a t e d  t h a t  a l l  t h e s e  f a c t o r s  do n o t  s h a r e  a  

common i n t e r e s t  and v i s i o n  o f  outcome i n  community deve lopment .  I n  g e n e r a l ,  l o c a l  

development i s  dominated by s h i f t i n g  p e r c e p t i o n s  o f  t h e  r e q u i r e m e n t s  o f  c a p i t a l  

a c c u m u l a t i o n .  C u r r e n t  EEZ p o l i c y  i s  l i t t l e  more t h a n  an a t t e m p t  t o  keep r e g i o n a l  

d e c l i n e  d e f i n e d  w i t h i n  t h e  c o n t e x t  o f  market  p rob lems  and p r o v i d e  p r i v a t e  s e c t o r  

s o l u t i o n s  (Hassey, 1982 ) .  D e s c r i b i n g  what she c a l l s  a  new r e g i o n a l i s m ,  Harkusen 

(1980)  s t a t e d  t h a t  EEZ p o l i c i e s  a r e  a t t e m p t s  t o  r a t i o n a l i z e  s p a t i a l  r e s t r u c t u r i n g  a t  

a  t i m e  w h e n . c a p i t a 1  movement i s  most p r o b l e m a t i c .  T h i s  p rogram t r i e s  t o  use r e g i o n a l  

t rauma ove r  t h e  i m p a c t  o f  p l a n t  c l o s i n g s  t o  pave t h e  way f o r  new rounds  o t  c a p i t a l  

a c c u m u l a t i o n .  D i s t r e s s e d  a reas  a r e  o f f e r e d  s u b s i d i e s  o r  p r e s e n t e d  w i t h  pa'ckages l i k e  

EEZ r e p o r t e d l y  d e s i g n e d  w i t h  l o c a l  development i n  mind w h i l e  g row ing  a reas  r e c e i v e  

i n f r a s t r u c t u r a l  s u b s i d i e s .  H i l l  (1983)  has  a p t l y  p o i n t e d  o u t  t h e  c o n t r a d i c t i o n  

i n h e r e n t  i n  t h e  New F e d e r a l i s m  ( ; ? f o r m i n g  t h e  c u r r e n t  EEZ p r o p o s a l )  between economic 

and community ocue lopment .  D e c e n t r a l i z a t i o n  o f  power., r e l i a n c e  on markets ,  and t h e  

requ i remen:  t h a t  p rob lems  a r e  t o  be addressed by  l o c a l  i n i t i a t i v e s  w i l l  do l i t t l e  

f o r ,  and pe rhaps  even worsen, t h e  l o c a l  s i t u a t i o n  i f  t h e  p rob lems  f a c e d  a r e  

n a t i o n a l  . 

Proponen ts  o f  EEZs i g n o r e  t h e  p o l i t i c a l  and s o c i a l  c o n t e n t  and i d e o l o g i c a l  

f u n c t i o n  i m p l i c i t  i n  t h i s  program. The program i s  couched i n  t e rms  o f  t e c h n i c a l  

c r i t e r i a  wh ich  d e f i n e  " w o r k i n g "  i n  ways wh ich  i g n o r e  s o c i a l  and p o l i t i c a l  

consequences (Hassey, 1982) .  I n  f a c t ,  EEZ l e g i s l a t i o n  i s  l i t t l e  more t h a n  a n o t h e r  

a t t e m p t  by c a p i t a l  t o  m a i n t a i n  i t s  l e v e l  o f .  p r o f i t s  d u r i n g  p e r i o d s  o f  economic c r i s i s  



w h i l e  a t  t h e  same t i m e  t r y i n g  t o  undermine t h e  s t r e n g t h   and^ o p p o s i t i o n  o f  o r g a n i z e d  

l a b o r  ( H a r r i s o n ,  1982) .  One o f  t h e  l a s t  t h i n g s  EEZ w i l l  a ccomp l i sh ,  i n  s p i t e  o f  i t s  

c l a i m s  t o  t h e  c o n t r a r y ,  w i l l  be t h e  c r e a t i o n  o f  t h e  c o n d i t i o n s  f o r  l o n g  r u n  growth .  

W h i l e  EEZs m i g h t  work i n  t h e  s h o r t  r u n ,  t h e y  w i l l  be l i t t l e  more t h a n  an expe r imen t  

i n  c a r e f u l l y  c o n t r o l l e d  n o n p l a n n i n g  ( 6 o l d s m i t h ,  1982b). However, i f  t h e  EEZ a c t u a l l y  

does a c h i e v e  i t s  purpose,of l o n g  r u n  g r o w t h  t h e n  i t  w i l l  r e p r o d u c e  t h e  c o n d i t i o n s  

wh ich  gave r i s e  t o  l o c a l  d e c l i n e  i n  t h e  f i r s t  p l a c e  (demands by l a b o r  and r i s i n g  

f a c t o r  c o s t s )  u n l e s s  t h e  s t a t e  c o n t i n u e s  t o  impose r e s t r i c t i o n s  t o  i n s u r e  t h i s  " f r e e  

m a r k e t "  o p e r a t i o n .  

F i n a l I y ,  b e n e f i t s  wh ich  do emerge f r o m  EEZs w i l l  u n d o u b t e d l y  f l o w  t o  banks and 

l a r g e  c o r p o r a t i o n s  s i n c e  t h e y  w i l l  be t h e  o n l y  ones a b l e  t o  command s u f f i c i e n t  l e v e l s  

o f  c a p i t a l  t o  t a k e  advantage '  o f  t h e  EEZ p r o v i s i o n s  ( G o l d s m i t h ,  1982b). 1-n g e n e r a l ,  

new b u s i n e s s e s  a r e  a t  a  d i s a d v a n t a g e  when compared t o  f i r m s  a l r e a d y  e x i s t i n g  i n  t h e  

EEZ, s m a l l  b u s i n e s s e s  when compared t o  l a r g e r  bus inesses .  4 s i m i l a r  p a t t e r n  o f  

b e n e f i t  d i s t r i b u t i o n  was e v i d e n t  i n  t h e  program t o  c o n s t r u c t  adequate  l o w  income 

hous ing .  Urban renewa l  l e g i s l a t i o n  was m o d i f i e d  a  number o f  t i m e s  t o  p e r m i t  an 

i n c r e a s i n g  p r o p o r t i o n  o f  t h e  renewa l  p r o j e c t  t o  be a l l o c a t e d  t o  n o n r e s i d e n t i a l  

c o n s t r u c t i o n .  T h i s  change r e f l e c t e d  t h e  g r o w i n g  use o f  renewa l  f o r  commerc ia l  

b u s i n e s s  d i s t r i c t  r edeve lopmen t  and market  p r e s s u r e  t o  app rove  p r o j e c t s  wh ich  would 

a t t r a c t  d e v e l o p e r s  and consumers. Under EEZ l e g i s l a t i o n ,  p r o v i d i n g  market  i n c e n t i v e s  

t o  ensu re  i n v e s t m e n t  and development i n  dep ressed  a r e a  o f  ma jo r  u rban  c e n t e r s  r e q u i r e  

t h a t  t h e s e  i n c e n t i v e s  b e  t a r g e t i n g  a c t o r s  w i t h  s u f f i c i e n t  command over  i n v e s t m e n t  

c a p i t a l .  The f o c u s  o f  t h e  EEZ program s h i f t s  away f r o m  p r o v i d i n g  easy access  t o  

c a p i t a l  and t o n a r d  t a x  advantages and l o s s  c a r r y  f o r n a r d  p r o v i s i o n s  most r e a d i l y  

u t i l i z e d  b y  ma jo r  c a p i t a l  i n v e s t m e n t  p r o j e c t s .  



However t h e  programs m i g h t  be a l t e r e d  o r  r e c o n s t r u c t e d ,  as l o n g  as t h e  emphasis 

r e m a i n s  t h e  r e c o n c i l i a t i o n  o f  s o c i a l  p o l i c y  o b j e c t i v e s  n i t h  market  mechanisms, t h e  

outcomes w i l l  g e n e r a l l y  be a  d i s a p p o i n t m e n t  f r o m  t h e  s t a n d p o i n t  o f  t h o s e  p o l i c y  

g o a l s .  P r i v a t e  c o n t r o l  o v e r  r e s o u r c e s  n i l 1  mean t h a t  t h o s e  r e s o u r c e s  w i l l  be 

i n v e s t e d  i n  p r o j e c t s  wh ich  p roduce  t h e  g r e a t e s t  r e t u r n  t o  t h e i r  i n v e s t o r s  d e f i n e d  i n  

t h e  most n a r r o w  sense. S o c i a l  b e n e f i t s  and c o s t s  do n o t  e n t e r  i n t o  t h e  same c a l c u l u s  

used b y  i n d i v i d u a l s  when c a l c u l a t i n g  p r i v a t e  b e n e f i t s  and c o s t s .  The p r o c e s s  o f  

f o r m u l a t i n g  r e g u l a t i o n s  f o r  p o l l u t i o n . c o n t r o 1  r e c o g n i z e d  t h i s  d i v e r g e n c e ,  and was 

p r e d i c a t e d  on p r i v a t i z i n g  many o f  t h e  s o c i a l  c o s t s  o f  p o l l u t i o n  ( c f .  P e s k i n  and 

Seski.n, 1975 on wa te r  p o l l u t i o n  and r e g u l a t i o n ;  Crenson, 1971 on a i r  p o l l u t i o n  and 

r e g u l a t i o n ) .  T h e , q u e s t i o n  remains :  s h o u l d  t h e  p r o d u c e r  pay t h e s e  s o c i a l  c o s t s  i n  t h e  

f o r m  o f  l o w e r  p r o f i t  m a r g i n s  o r  t h e  consumer i n  t h e  f o r m  o f  h i g h  p r o d u c t  p r i c e s ? .  

C a p i t a l  c o n s t r u c t i o n  i n v e s t m e n t s  do n o t  g e n e r a t e  such c l e a r l y  d e f i n a b l e  s o c i a l  

c o s t s . a n d  b e n e f i t s  f rom a  marke t  s t a n d p o i n t .  W h i l e  s t a n d a r d  q u a l i t y  h o u s i n g  o r  j o b s  

f o r  t h e  p o o r  a r e  a d m i r a b l e  s o c i a l  o b j e c t i v e s ,  i t  i s  h a r d  t o  a rgue  t h a t  r e s i d e n t s  o f  a 

m i d d l e  income suburban community s u f f e r  n e g a t i v e .  e x t e r n a l i t i e s  i f  t h e  u r b a n  poor  a r e  

underhoused o r  o u t  o f  work,  u n l e s s  t h e y  e i t h e r  have t o  pay d i r e c t l y  (e.g., h i g h e r  

t a x e s  t o  f i n a n c e  s o c i a l  w e l f a r e  e x p e n d i t u r e s )  o r  i n d i r e c t l y  (e.g., c r i m e  and 

d e l i n q u e n c y ) .  I n  add i t i on . ;  u n l i k e  a  p l a n t  wh ich  p o l l u t e s  and can be r e a d i l y  

i d e n t i f i e d ,  t h e  s o c i a l  c o s t s  o f  p rob lems  l i k e  p o o r  h o u s i n g  o r  h i g h  unemployment a r e  

n o t  so e a s i l y  i d e n t i f i e d .  F i r m s  wh ich  l e a v e  a  community do n o t  r e a d i l y  assume o r  

a c c e p t  any s o c i a l  r e s p o n s i b i l i t y  f o r  t h e  economic and s o c i a l  d i s l o c a t i o n s  wh ich  

f o l l o w .  On ly  r e c e n t l y  have commun i t i es  t r i e d  t o  come t o  t e r m s  w i t h  t h e  r o l e  f i r m  



l e v e l  d e c i s i o n s  p l a y  i n  t h e  l o c a l  community ( c f .  Kamara, 1903; Lynd, 1982; Buss and 

Stevens,  1982 f o r  t h e  r e l a t i o n s h i p  between company and communi ty  i n  t h e  mass ive  s t e e l  

p l a n t  shutdowns i n  Oh io  and P e n n s y l v a n i a ) .  

I n  g e n e r a l ,  p u b l i c  p o l i c y  and l o c a l  l e g i s l a t i o n  has  been i n e f f e c t i v e  s i n c e  

p l a n t s  can g e n e r a l l y  move w e l l  beyond t h e  j u r i s d i c t i o n s  o f  l o c a l  communi t ies ,  o r  e l s e  

s t a t e  l e g i s l a t u r e s  and c o u r t s  a r e  r e l u c t a n t  t o  i n t e r f e r e  w i t h  b a s i c  market  * r i g h t s u  

a s s o c i a t e d  w i t h  t h e  p r i v a t e  ownersh ip  o f  c a p i t a l .  I t  i s  o n l y  when a  community can 

r e c o g n i z e  t h a t  i t s  o n l y  s t r e n g t h  w i t h i n  a  market  d e f i n e d  r e l a t i o n s h i p  i s  as  

consumers, and t h e y  a r e  f o r t u n a t e  enough t o  be s i t u a t e d  i n  a  s i g n i f i c a n t  p o s i t i o n  

v i s - a - v i s  t h e  p r o d u c e r ,  t h e n  t h e  f i r m  must pause b e f o r e  a c t i n g .  F o r  example, 

communi ty  g roups,  r e l i g i o u s  c o u n c i l s ,  l a b o r  c o u n c i l s ,  and l a b o r  u n i o n s  o f  s o u t h e r n  

C a l i f o r n i a ,  6 t l ' s  l a r g e s t  s i n g l e  market  f o r  t h e i r  c a r s ,  have r e c e n t l y  o r g a n i z e d  a  

t h r e a t e n e d  b o y c o t t  o f  a l l  6M p r o d u c t s  s h o u l d  t h e  f i r m  go ahead w i t h  p l a n s  t o  c l o s e  

i t s  l a s t  o p e r a t i n g  f a c i l i t y  i n  t h a t  p a r t  o f  t h e  c o u n t r y .  I t  rema ins  t o  be seen how 

s u c c e s s f u l  t h i s  t a c t i c  t u r n s  o u t  t o  be. I n  any case, however, n o t  a l l  commun i t i es  

can succeed w i t h  such a  program, n o r  a r e  a l l  f i r m s  (e.g., s t e e l  m i l l s  i n  t h e  Ohio  

R i v e r  v a l l e y )  v u l n e r a b l e  t o  such a  t a c t i c .  

S t r u c t u r i n g  p u b l i c  p o l i c i e s ,  whether  concerned w i t h  h o u s i n g  c o n s t r u c t i o n  o r  

i n d u s t r i a l  p r o d u c t i o n  and employment, t o  work t h r o u g h  t h e  market  ensures  t h e  

c o n t i n u a t i o n  o f  most o f  t h e s e  same prob lems.  S o c i a l  p rograms a r e  a ' d m i n i s t e r e d a n d  

e v a l u a t e d  by  p l a n n i n g  a g e n c i e s  and development d e p a r t m e n t s  whose p e r s o n n e l  make 

d e c i s i o n s  based on a d m i n i s t r a t i v e  c r i t e r i a  s e t  down i n  t h e  program. #hen t h e s e  

c r i t e r i a  r e f l e c t  marke t  r e l a t i o n s ,  t h e n  e f f i c i e n c y  and o p t i m a l i t y  r a t h e r  t h a n  s o c i a l  

consequence d e t e r m i n e s  t h e  f i n a l  outcome. To t h a t  end, m i d d l e  income h o u s i n g  makes 

more sense f o r  u rban  renewa l  t h a n  l o w  income, s t a t e  s u b s i d i z e d  hous ing .  S i m i l a r l y ,  



l a r g e  m u l t i p l a n t  f i r m s  r e l o c a t i n g  f r o m  o t h e r  s i t e s  r a t h e r  t h a n  s m a l l ,  new 'bus inesses 

w i l l  c h a r a c t e r i z e  redeve lopmen t  i n  t h e  u rban  e n t e r p r i s e  zones. 

By de f  i n i n g  s o c i a l  p rob lems  as market  p rob lems ,  s o c i a l  p o l i c y  c o n s t r a i n s  t h e  

range  o f  p o s s i b l e  outcomes c o n s i s t e n t  w i t h  marke t  s o l u t i o n s .  T h i s  r e s u l t s  i n  

s o l u t i o n s  wh ich  a c c e p t  and r e p r o d u c e  market  s o c i a l  r e l a t i o n s ,  t o  w i t  t h e  p r i v a t e  

ownersh ip  and c o n t r o l  o v e r  t h e  means o f  p r o d u c t i o n .  E n t e r p r i s e  zone l e g i s l a t i o n  

r e p e a t s  t h i s  p a t t e r n  o f  d e f i n i n g  s o c i a l  p rob lems  and s o l u t i o n s  as  a  marke t  p rob lem 

s o l v i n g  p rocess .  Economic a c t i v i t y  i n  depressed u r b a n  a r e a s  w i l l  be  s t i m u l a t e d  by  

t h e s e  l e g i s l a t i v e  p r o p o s a l s ,  b u t  i n  a  manner wh ich  w i l l  b e n e f i t  c a p i t a l  f i r s t  and 

fo remos t .  F u r t h e r m o r e ,  commun i t i es  w i l l  be f o r c e d  t o  compete w i t h  each o t h e r  as 

f i r m s  c o n s i d e r  r e l o c a t i n g  i n t o  t h e s e  new ly  c o n s t r u c t e d  zones i n  t h e  same way t h a t  

e a r l i e r  f i r m s  t h r e a t e n e d  t o  move abroad i n  response  t o  wage demands and changes i n  

l o c a l  t a x  p o l i c i e s .  
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