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and People in Need

Strategies to strengthen place-based programs, better support distressed areas
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Overview

Data from an array of sources has shown that Americans who grow up in economically distressed areas
experience lower-performing schools, higher crime rates, a variety of health and environmental hazards, and less
upward mobility. The consequences of these disadvantages have been on stark display during the coronavirus
pandemic as low-income neighborhoods and racial and ethnic minority communities have disproportionately
borne the virus's toll.

To address local disparities and help struggling areas thrive, governments at all levels have spent hundreds

of billions of dollars over the past 40 years on a range of geographically targeted, or “place-based,” economic
development programs—mostly in the form of financial incentives—designed to boost job creation and business
investment, incentivize real estate development, or increase property values in specific places.

However, previous research has shown that place-based programs often fail to benefit the places and people
they are intended to aid. To better understand the reasons for this lack of effectiveness, The Pew Charitable
Trusts performed a literature review of more than 100 studies from research organizations, academics, and
governments, including more than 40 produced by states. Pew staff also conducted more than 30 interviews
with national experts, government officials, and researchers. The analysis focused on state governments because
they play a central role in place-based development efforts, helping to administer major federal economic and
community development programs, designing their own initiatives, and writing laws that dictate how local
government programs may operate.

Pew's analysis found that the criteria that states use to geographically target their programs are often
ill-conceived or out-of-date, with the result that initiatives end up serving wealthy locations instead of
disadvantaged ones. And even when programs do reach the intended communities, they often are not well-
suited to help residents.

Pew's research indicates that to begin solving these problems, states should:

o Target programs using quantitative measures. To ensure that benefits accrue to communities in need,
policymakers should use carefully selected objective measures of distress to determine eligible areas.

» Systematically assess geographic targeting. States should regularly examine where businesses using
programs are located in order to identify and correct instances in which wealthier areas unintentionally
benefit.

o Regularly update the set of eligible locations. Because local economic conditions change over time,
policymakers should regularly review where programs are available to ensure that those places still
need assistance.

¢ Tailor economic development strategies to local needs. Financial incentives alone may be insufficient
to encourage private investment in areas that lack trained workers or necessary infrastructure, so
policymakers should address these prerequisites to growth.

¢ Create job opportunities for low-income residents. Even programs that successfully encourage investment
in distressed areas may not provide benefits to the local population, so states should embrace strategies—
such as prioritizing industries that offer good jobs to people without college degrees—that can help direct
economic gains to community members.



Some states are demonstrating that progress is possible. For instance, in response to assessments that revealed
flawed targeting, New Jersey and North Carolina changed their approaches to more effectively direct the benefits
to the intended locations. Through similar reforms, policymakers in other states could ensure that place-based
economic development programs help combat poverty, joblessness, and disinvestment in some of America's
poorest communities.

Place-Based Economic Development Programs

For the purposes of this report, place-based economic development programs are government
initiatives that:

* Areintended to alleviate concentrated economic distress, such as unemployment and poverty.

o Direct resources exclusively toward or provide preferential treatment to limited geographic areas—
for example, by offering more generous benefits.

o Seek to encourage economic activity such as job creation, real estate development, or business
expansion within those areas.

This definition encompasses many business tax incentives, as well as some programs that researchers
often categorize as community development rather than economic development, such as geographically
targeted housing initiatives.! The appendix to this report describes seven program types—Community
Development Block Grants, enterprise zones, job creation and investment tax credits, low-income
housing tax credits, new markets tax credits, opportunity zones, and tax increment financing—all of
which fit this definition, provided that they include a geographic component. Beyond these seven broad
categories, state policymakers also create other state-specific place-based programs.

In addition to geographically targeted programs, governments use a range of means-tested programs
to increase individuals' income security and labor market opportunities regardless of where they live.
Determining the appropriate balance between place-based and people-based strategies is beyond the
scope of this analysis, but the recommendations that follow emphasize that when governments choose
to use place-based programs, those initiatives should strengthen the desired locations and serve their
intended goals.

How place-based programs work, and why they disappoint

For decades, local, state, and federal policymakers have pursued initiatives to strengthen the economies of
distressed areas. Geographically targeted tax breaks and other financial incentives for businesses, developers,
and investors emerged as governments' predominant approach in the 1970s and 1980s as policymakers tried to
reverse population loss and economic decline in many of the nation’s largest cities. By the 1990s, most states
were authorizing tax increment financing (TIF) and enterprise zones, programs that still are in widespread use
around the nation.? (See Table 1 and the appendix for descriptions of the types of place-based programs.)

Today, place-based programs remain governments’ primary strategy for bolstering struggling local economies,
at an annual cost to taxpayers in the tens of billions of dollars. For example, tax credits for companies that create
jobs are by far the most expensive category of state business incentives.? And states often make those credits
more generous or offer relaxed qualification standards for companies that locate or expand in economically
distressed areas.



Table 1

Geographically Targeted Initiatives Use Varied Economic
Development Strategies
Major types of place-based programs

Program name or type

Description

Approach to geographic targeting

Community Development
Block Grants

Enterprise zones

Job creation and investment
tax credits

Federal low-income
housing tax credit

Federal new markets
tax credit

Opportunity zones

Tax increment
financing (TIF)

© 2021 The Pew Charitable Trusts

Federal funding program intended to
fight blight, help low-income people, and
respond to urgent public welfare needs
allows local governments to choose how
to spend their allotted money.

Businesses receive a range of tax
breaks when they locate and hire in
designated areas.

Companies agree to add workers or make
capital investments in exchange for state
tax credits.

State housing agencies use competitive
application processes to allocate
federal tax credits to developers who
commit to build or renovate affordable
rental housing.

The federal government uses a
competitive application process to
allocate tax credits to specialized financial
intermediaries called Community
Development Entities (CDEs). The CDEs
sell the credits to investors and use the
proceeds to invest in businesses and
nonprofits in targeted census tracts.

Individuals and companies receive tax
breaks when they direct capital gains to
specialized investment funds, which in
turn invest in businesses or real estate in
designated census tracts.

Local governments use increased tax
revenue generated in designated TIF
districts to pay for development costs in
those districts.

Larger cities and urban counties receive
funds directly from the federal government
based on factors such as poverty rate,
population size, and population growth.

For smaller cities and counties, states serve
as intermediaries, allocating funds based
on competitive application processes.

Municipalities apply to their state
government to have local areas designated
as zones. To be eligible, areas must exhibit
distress as measured by factors such as
poverty and unemployment rates.

Programs are usually available statewide
but frequently offer businesses more
generous credits or relaxed qualification
standards for operating in distressed areas.

Credits are available nationwide, but

the program offers enhanced credits for
developments in low-income census
tracts and areas with high housing costs.
States decide how much to prioritize these
geographic areas.

CDE investments must be made in eligible
tracts—primarily those with high poverty
or low median family income—or must
serve low-income individuals or groups.

In assessing applications, federal officials
award bonus points to organizations that
plan to invest in severely distressed tracts.

Under federal law, governors had discretion
to designate zones but had to choose
tracts with high poverty rates or low
median incomes. Governors also could
select some areas that were contiguous
with those tracts.

Local governments designate areas as
TIF districts, with eligibility determined
by state statute. Most states limit

TIF districts to “blighted” areas, often
relying at least partially on qualitative
criteria to define blight.



Although local, state, and federal policymakers share responsibility for designing and administering place-
based initiatives, states play the crucial role of determining which locations are eligible for many of the largest
programs. In addition to creating and targeting state incentives, such as job creation tax credits, state lawmakers
write the statutes that authorize local governments to use key tools such as TIF, “the most widely used local
government program for financing economic development in the United States.”* And in doing so, they decide
whether and how local programs will be targeted to distressed areas.

State governments also make eligibility decisions for key federal programs. For instance, state housing officials
create the scoring systems that help determine where projects will be built using the $8 billion-a-year low-
income housing tax credit (LIHTC), “the nation’s largest source of funding for the construction of affordable
rental housing.”> Similarly, although populous cities and counties automatically receive benefits under the
Community Development Block Grant (CDBG) program—which has provided a total of $150 billion in aid for
localities since the 1970s—states are responsible for dividing up dollars to smaller jurisdictions.® And governors,
not federal officials, made the final decisions about which neighborhoods qualify for the opportunity zones
program, which Congress created in 2017 and which former U.S. Treasury Secretary Steven Mnuchin predicted
would lead to $100 billion in new investment spurred by capital gains tax breaks.”

Flawed targeting

Decades of research have shown that governments have struggled to effectively target programs geographically.
TIF, enterprise zones, CDBG, and other programs designed to direct economic activity to struggling areas
frequently end up benefiting wealthier communities.® For instance, studies in Colorado, Maine, Maryland, and
Minnesota have found that these states did a poor job targeting their enterprise zone programs to distressed
areas.’ And early signs indicate that many states may have had similar difficulties with the newer federal
opportunity zones program.©

Part of the problem with targeting is that eligibility for place-based programs often extends to locations with
varying degrees of economic hardship, and if businesses and developers can receive the same tax or other
incentives for investing in an area that is doing well versus one that is struggling, they usually prefer the former.
As a result, benefits tend to flow to the least-distressed eligible locations, and areas that are struggling the most
often receive little investment.

Poor targeting also reflects two oft-competing pressures that policymakers face: the need to improve economic
conditions in distressed areas and the broader imperative to attract businesses to locate and hire statewide.
When those aims conflict, statewide economic development usually wins. Over time, lawmakers often dilute
the geographic emphasis of place-based programs to accommodate businesses that want maximum flexibility
regarding where to locate.”

Further, even when states effectively direct place-based interventions to the appropriate locations, they often do
not successfully achieve their ultimate goal: to assist the people who live in struggling communities. For example,
a program that creates jobs in a distressed area usually offers no guarantee that local residents will fill those jobs.

These failures represent a missed opportunity not only to boost prosperity broadly, but also to combat racial
inequities. Low-income Black and Hispanic Americans are about five and three times as likely, respectively, as
economically similar White people to live in an extremely poor census tract—areas in which at least 40% of
residents live below the federal poverty threshold.”? As a result, people of color more often confront “the double
burden of being poor in a very poor place."™



Of course, better targeting of place-based programs will not end racial inequities on its own. But if policymakers
are going to spend billions of dollars on programs to aid predominantly Black and Hispanic neighborhoods, they
should ensure that the initiatives they choose benefit those neighborhoods and their residents.

Strategies to improve targeting of place-based programs
Target programs using quantitative measures

Former Chicago Mayor Richard M. Daley (D) once declared that tax increment financing was “the only game

in town" for promoting development in his city.”* Although the program is intended to redevelop struggling
areas, Chicago's leaders have created TIF districts not only in distressed communities, but also in some of

the city’s most prosperous neighborhoods in order to fund prominent development projects. In Daley’s time,
TIF was used to build luxury office developments in Chicago's downtown and to create Millennium Park,

and his successor, Rahm Emanuel (D), spent TIF dollars to renovate the Navy Pier, one of the city's top

tourist attractions.” In 2019, TIF diverted $900 million in property tax revenue from Chicago's city government,
public schools, and other local taxing authorities, primarily for development projects in wealthier areas,
potentially leaving less money for citywide services. Of the nine TIF districts that generated the most revenue
that year, eight were downtown or nearby.”®

Chicago's leaders have been able to use TIF so expansively in part because lllinois’ statute establishing the
program is ambiguous on key points. Local officials can declare an area “blighted” and eligible for TIF if it meets
any five of 13 criteria, including highly subjective metrics such as “obsolescence” and “deleterious land use or
layout.”” Many TIF programs—as well as other place-based initiatives—around the country rely on similarly
vague criteria.”®

Chicago's skyline rises behind Pritzker Pavilion in Millennium Park. The park, which opened in 2004, was created using tax
increment financing.



States can address this challenge by adopting objective statistical measures such as poverty and unemployment
rates and per capita income. But not all metrics can meaningfully measure distress in all jurisdictions, so
policymakers must take care when they select quantitative criteria or risk unintended consequences. For
instance, under federal law, governors could designate census tracts with high poverty rates or low median family
incomes as opportunity zones. And because full-time students often have little or no income, these criteria
extended program eligibility to many elite public and private college campuses or adjoining areas, including ones
without other signs of distress such as abandoned buildings or a lack of private investment. In California, for
example, two tracts at the University of Southern California qualified as opportunity zones. One of the tracts has
an official poverty rate of 88%, but 99% of residents are enrolled in the university, where undergraduate tuition is
nearly $60,000 a year.”

By contrast, New Jersey has had success improving its use of quantitative criteria to measure distress and
accurately target interventions. In 2017, the state's Department of Community Affairs set out to update the
Municipal Revitalization Index (MRI)—a ranking of the state's 565 municipalities based on economic hardship—
which state officials use to target several programs. The department began by calculating the rankings using the
indicators included in the most recent (2008) version of the MRI, but with more current data.

That analysis yielded several surprising outcomes. For instance, Winfield Township, a middle-class bedroom
community with a low poverty rate, placed as the second-most-distressed municipality in New Jersey—ahead
of much poorer cities such as Camden, Newark, and Atlantic City.?° A close examination revealed that two
indicators—both housing related—were largely responsible for the idiosyncratic results. First, to reflect the
infrastructure needs of older communities, the MRI rated municipalities with a larger share of pre-1960 housing
as more distressed, but in practice, the measure caused the MRI to lump together places with high-quality older
housing and much more troubled locales. This contributed to the rating for Winfield Township, which was built
during World War |l to house workers at a nearby shipyard.

Potholes line a street in Camden, New Jersey. After updating its Municipal Revitalization Index in 2017, the state designated

Camden as its most distressed municipality.



Second, the MRI considered the percentage of occupied homes with incomplete plumbing, such as a lack of flush
toilets. Although this indicator might have been helpful for measuring distress when the MRI was introduced in
1979, by 2017 it was largely obsolete because fewer than 1in 500 homes in most municipalities lacked complete
plumbing.?’ As a result, very small differences on this indicator, such as whether zero or 1% of homes lacked
complete plumbing, could significantly shift the ratings.

In light of these findings, the department launched a study of similar indexes across the country to identify
better criteria, selected 15 promising candidates, and conducted empirical analyses on those indicators. For
example, the department studied the extent to which the criteria correlated with one another, based on research
suggesting that although each indicator should add something distinct to the index, a criterion that was wholly
unrelated to the others probably was not measuring distress.

In the end, the department settled on 10 indicators, including a range of economic, social, demographic, and fiscal
measures. For instance, it selected the share of residents with a high school diploma, instead of the proportion
with at least a bachelor’'s degree, because the latter tended to “obscure distress within communities with high
concentrations of college-educated residents, but also large pockets of poverty.”?? With these new indicators in
place, the 2017 index ranked Camden as the most distressed municipality in New Jersey.?*> And today, the state

is using the updated MRI to target a range of initiatives, including a financial and technical assistance program
designed to help municipalities turn around struggling neighborhoods, and tax credits to support low-income
housing and neighborhood revitalization.?

Assess geographic targeting systematically

In 2016, the staff of Maryland’'s Department of Legislative Services (DLS)—which conducts regular evaluations
of place-based programs that offer insights on targeting—studied a tax credit for rehabilitating historic buildings
and determined that the program'’s targeting rules were only partially achieving the intended goals.?® In the years
preceding the DLS review, Maryland lawmakers had added provisions to direct benefits toward localities that
historically had been underrepresented in the program and to limit the share of credit-funded projects that could
be located in any one jurisdiction, a stipulation intended to reduce Baltimore's dominance of the program.?® The
review found that although the changes did effectively limit the number of approved projects in Baltimore, they
also had caused a backlog of otherwise worthy applications from the city.?’

Further, the analysis showed that the effort to reach underrepresented jurisdictions was mostly irrelevant
because the volume of applications from outside Baltimore was so small that the state usually approved them all
anyway, regardless of whether the location was historically underrepresented.?® Based on these findings, when
lawmakers revised the program again in 2016, they eliminated the requirement that officials consider whether
jurisdictions were historically underrepresented.?

As the Maryland example shows, well-intentioned efforts to direct place-based programs can yield unexpected
outcomes, so states need to regularly assess targeting to identify problems and improve results. To date, states
have not consistently conducted the necessary assessments, and when they do, they typically focus on only one
program at a time rather than evaluating their full portfolio of place-based economic development programs. One
reason for this is that responsibility for place-based programs is spread across the various levels of governments
and multiple agencies.

To ensure that they have more comprehensive information, state policymakers should task a single agency
with conducting regular analyses of their state's targeting strategies. In states that already have processes for
evaluating economic development tax incentives, such as Maryland—where DLS evaluates tax credits on a
regular schedule—lawmakers can require that those studies include examinations of targeting provisions.*



Policymakers can also act to ensure that analysts studying the program have the data to reach meaningful
conclusions. The lack of such data has often been a significant barrier to effective assessments. Information—
such as what types of locations are eligible, where investments are being made under the program, which
businesses are receiving incentives, and what economic activities those businesses engage in—has frequently
been scarce and sometimes virtually nonexistent. For instance, after Congress created opportunity zones in 2017,
researchers and even government officials lacked data about the program’s performance. As one journalist put

it, “State and local leaders, unable to track projects any other way, are relying on self-reporting, gossip and local
news.”3" Although tax forms introduced in 2019 included some reporting requirements, a range of stakeholders—
including members of Congress from both parties, critics of the program, and the organization that originally
conceived the idea—continue to call for additional reporting rules.®

Beyond programmatic data, states rely on economic, demographic, and social indicators to identify and examine
the areas where programs are offered and in which of those places businesses and developers are actually using
the incentives—and to determine whether those places are distressed. Unlike program-specific information,
much data of this type is widely available from sources such as the U.S. Census Bureau. However, researchers and
policymakers can still face challenges finding data that is reliable and up-to-date, especially if they are focusing
on small areas such as neighborhoods or census tracts.®

When governments or other stakeholders lack the data to answer important questions about local areas,
they can collect new information. In this regard, Detroit's 2013-14 effort to track blight provides a particularly
ambitious example. Guided and supported by a mix of nonprofit organizations, government officials, private
funders, researchers, and local businesses, the initiative deployed about 150 local residents to assess and
photograph the city’'s 380,000 parcels and look for fire damage, broken windows, litter-filled yards, and
other signs of troubled properties.3* The research helped to identify neighborhoods that were at a tipping
point between stabilization and greater blight and abandonment, and, acting on the findings, a city task force
recommended specific neighborhoods to receive property remediation dollars.3>
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Graffiti covers an abandoned house in Detroit. The city's initiative to track blight helped a task force recommend which
neighborhoods should receive property remediation funding.



Regularly update the set of eligible locations

In 2008, the transformation of Washington, D.C's NoMa neighborhood was national news. The New York Times
declared NoMa, short for “north of Massachusetts Avenue,” to be “Washington's newest and hottest commercial
neighborhood, with residential development expected to follow.” The construction of a subway station, the

Times reported, had helped set off a building boom in a neighborhood that had “formerly held mainly parking lots,
warehouses and light industry.”*® Federal government agencies were moving to NoMa—just blocks from the

U.S. Capitol—and National Public Radio had announced plans to move its headquarters there.

However, when the Great Recession slowed the neighborhood’s development, D.C. Council members became
concerned that the transformation would stall without an extra boost and in 2009 authorized residential property
tax abatements in NoMa.*® A decade later, by almost any measure, NoMa is thriving. Roughly three-quarters

of residents are college graduates, and the median household income tops $100,000.° But a decade after the
council enacted them, the property tax abatements continued to cost the city $5 million a year.*® As the NoMa
abatements demonstrate, place-based programs may continue to target formerly distressed areas long after

they have turned the economic corner, directing scarce resources to well-to-do locations at the expense of
development in areas that continue to struggle. To help avoid these outcomes, policymakers should regularly
update their lists of eligible locations.

Il Place-based programs may continue to target formerly distressed areas
long after they have turned the economic corner, directing scarce resources
to well-to-do locations at the expense of development in areas that continue
to struggle.”

Some programs, such as many job creation and investment tax credits, include requirements to routinely revise
targeting. Kentucky, for example, annually updates the list of counties where businesses can receive more
generous incentives under the Kentucky Business Investment Program (KBI)—one of the state’s largest economic
development programs—using a formula that accounts for factors such as unemployment rates and educational
attainment.* State officials report that the updates are valuable because they allow counties to qualify promptly
when they face serious economic setbacks, such as the departure of a major employer.%? And, although poor
counties usually remain poor, conditions do occasionally improve to the point where a county no longer qualifies
for enhanced KBl incentives: The state has removed one county from the list in the past three years.*®

However, KBl and other job creation incentives are the exception; most place-based programs, including
enterprise zones and TIF, revise their lists of eligible locations far less often. Areas often retain enterprise zone
status for 10 years or more before officials revisit the zones, and TIF designations can remain in place for 20 years
or longer. Other programs do not include any mechanism for updating eligible areas. Opportunity zones are one
such case, and in this program the designations simply expire after a decade and are not replaced.**

The lack of frequent revisions for TIF, enterprise zones, and opportunity zones is particularly worrisome because
these programs target smaller geographic areas, such as neighborhoods or census tracts, where conditions can
change rapidly. For instance, many of the census tracts that governors selected as opportunity zones—although
poor in comparison to much of the country—already were enjoying substantial economic gains before the
program launched.® If those improvements continue in the years ahead, billions of dollars in taxpayer-subsidized
investment may be directed to areas that have already experienced a turnaround rather than the struggling



places that policymakers said the program was intended to help. In response to this concern, some members of
Congress are discussing removing high-income zones from the program before the original 10-year expiration
date and allowing states to nominate replacements.*¢

Tailor economic development strategies to local needs

North Carolina uses a ranking system to determine localities' eligibility for place-based initiatives, grouping
counties into three tiers based on their level of distress. As of 2015, the state used those classifications to target
15 programs, ranging from CDBG and LIHTC to a state spay-and-neuter program.”’ However, an evaluation by
legislative staff found that the system did not effectively direct resources to the counties most in need: Only
24% of the $71.4 million the state committed using the system went to the most distressed counties.*® (See
Figure 1.) A primary reason for that outcome, the study noted, was that many counties lacked the prerequisites
for business investment, such as infrastructure and a skilled workforce.*®

As North Carolina’s experience shows, even generous incentives may not be enough to persuade businesses to
locate in places that lack the workers, broadband internet service, transportation networks, or other resources
they require. Those shortcomings typically must be overcome before a city, county, or neighborhood will be
attractive to private investment. Additionally, some place-based initiatives require local governments to apply
for funding or provide staff to administer the programs— requirements that can present significant barriers to
participation, especially for poor, rural municipalities.>

Figure 1

North Carolina’s System Directed Less Money to the Neediest
Counties Than to More Prosperous Ones

Dollars distributed per capita, by county level of economic distress, fiscal 2014-15
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Some of the most successful place-based programs have included funding to address such obstacles rather than
simply offering financial incentives to businesses, developers, and investors. For example, the Tennessee Valley
Authority (TVA) brought electricity and infrastructure to one of the most impoverished parts of the country
during the Great Depression, improvements that, in turn, attracted better jobs and substantially increased wages
in the region, producing benefits that lasted for decades.” Likewise, Empowerment Zones, a federal version of
enterprise zones that Congress created in 1993, provided each zone $100 million in block grants for purposes
such as worker training. Research shows that the program increased employment and decreased poverty in the
first designated zones while leading to only modest rent increases.>?

Recent economic research points to a range of strategies that states can use to replicate these encouraging
results, including workforce training, infrastructure investments, customized business services, and streamlined
land-use regulations.>® But even when governments use these approaches, they rarely target them specifically
to distressed areas—the CDBG program is one exception—or commit comparable financial resources to them
as to incentives.>*

Policymakers also should consider which programs are a good fit for the size of the areas they are trying to help.
Generally, job-creation and business-attraction programs are better suited for larger places, such as metropolitan
areas.>® When governments target job creation programs by neighborhood, those efforts often face practical
challenges, such as zoning rules that preclude commercial development in residential neighborhoods or worker
commuting that prevents benefits from being realized within the neighborhood where the jobs are created.

For example, a 2020 evaluation from Colorado found that in urban enterprise zones, most workers hired by
participating businesses—in one case, 86%—did not live in the zones.>®

Create job opportunities for low-income residents

Today's place-based programs emerged in the 1970s and 1980s, but they were not the United States’ first foray
into geographically targeted economic development. Although some early place-based programs, such as the
TVA, achieved notable successes, others are remembered mostly as cautionary tales—perhaps none more so
than urban renewal.

Created by Congress in 1949, urban renewal provided federal funding for cities to demolish “slums” to make way
for new development. However, as a result of the program, hundreds of thousands of residents in areas targeted
for redevelopment were displaced from their homes via eminent domain and insufficiently compensated—with
these harms disproportionally affecting Black families.” For example, in Lubbock, Texas, a city where only 8%

of the population was people of color, the program displaced approximately 1,281 households by the late 1960s,
none of them White.*® Across the country, many racial and ethnic minority neighborhoods were simply bulldozed
off the map.>®

The history of urban renewal is a reminder that place-based programs must do more than improve the economy
or physical structures in the places they target; to be truly successful, they must benefit the residents of those
areas. Congress replaced urban renewal with CDBG in 1974, but the new generation of place-based programs has
continued to struggle to serve local populations.

States sometimes create requirements designed to ensure that target populations benefit, but they don't always
succeed. For example, California in 2013 created a tax credit for businesses located in distressed areas and
required participating companies to hire from groups such as people who were previously convicted of felonies
and the long-term unemployed. However, the program has been underutilized. Businesses claimed $2.5 million
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in credits in 2017, just a small fraction of the $172 million in claims that state officials projected for that year
when they conceived the program.®® Reviews by the state have shown that the incentives are too small and the
administrative hurdles too great to persuade companies to hire from target groups.®

Il Place-based programs must do more than improve the economy or physical
structures in the places they target; to be truly successful, they must benefit
the residents of those areas.”

And although governments could try to address this problem by simply making incentives more generous, doing
so may not be affordable or cost-effective. Instead, they may have more success embracing strategies to ensure
that prospective employees have in-demand skills. “First-source” hiring policies, for example, require that certain
businesses or real estate developments consider applicants from target groups but also allow those companies
to look elsewhere if they cannot find qualified candidates. Some research indicates that first-source requirements
tend to be most effective when government officials take an active role in identifying candidates and connect the
policies to workforce training initiatives.®?

For instance, San Francisco prescreens candidates, sets up interviews, and connects workforce training graduates
with employers via an online portal.®® This approach may allow businesses to more easily fill vacancies, while
also helping target populations find jobs. However, the value of first-source systems depends on governments'
ability to effectively administer and implement the policies—by training a pool of qualified candidates, identifying
companies or real estate projects that need to participate, and tracking firms' compliance.®*

Another option is to direct place-based incentives to industries that are most likely to offer good jobs to the
residents of distressed areas. Identifying the right industries requires careful evaluation, however. Creating jobs
that require advanced degrees may do little in areas where few residents have college educations or even high
school diplomas. But subsidizing many industries that hire less-educated workers—such as hospitality and food
service—also may not be the best option, given the low wages and limited benefits they offer. A 2018 Brookings
Institution study showed that industries that require specialized skills are more likely to provide jobs that offer
“stable middle-class wages and benefits” to people who lack bachelor’s degrees.®® Beyond traditional sources of
working-class jobs such as manufacturing and construction, the report found that industries such as engineering
and information technology also offer good jobs for people without bachelor's degrees.®®

In most instances, policymakers have not prioritized better job opportunities for residents when selecting
industries to receive place-based program incentives. And many major place-based programs are not directed to
specific industries in any way. For instance, states typically make job creation tax credits available to a range of
businesses so long as they sell their products nationally or internationally and thereby bring in dollars from out of
state. And many state enterprise zone programs do not have even that limitation. A study of Florida's enterprise
zone program found that it achieved weaker results than other incentives in part because it did not include

any industry targeting. The program was so broad that even companies that already had to locate in the state
because their business depended on Florida's natural resources or economy could qualify.®’

Regardless of which strategies governments adopt, they should measure the results of their efforts.
Unfortunately, although states and localities have not consistently assessed whether place-based programs are
aiding the intended locations, they have done even less to collect and analyze data on whether the programs are
serving residents. However, a few states, including Colorado and Maryland, have examined certain programs to
determine who benefits, and some cities that have prioritized low-income residents and people of color in their
place-based initiatives, such as Portland, Oregon, are starting the hard work of gathering better data.®®
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Conclusion

Local, state, and federal policymakers have committed billions of dollars to economic development programs
designed to strengthen distressed areas. Too often, however, these programs have been poorly targeted so that
benefits accrue to wealthier communities instead.

And although all levels of government have a role to play in place-based economic development, state
policymakers are uniquely empowered to start to solve this problem because states have primary responsibility
for determining where programs are available. To do so, however, government officials first need better data and
analysis. Clear information about where place-based programs are used and who benefits from them is essential
to efforts to regularly update and reform the programs.

But place-based programs also have deeper problems than inadequate geographic targeting. Frequently, the
strategies they use do not address many of the obstacles that can prevent struggling areas from attracting
investment or residents from filling available jobs. Ultimately, to effectively fight concentrated unemployment and
poverty, states must undertake a broad reconsideration of the role and nature of place-based financial incentives
that prioritizes expanding economic opportunity for families that live in struggling locations.
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Appendix: Descriptions of major place-based programs

Community Development Block Grant

The U.S. Department of Housing and Urban Development (HUD) offers billions of dollars to city and county
governments each year through the Community Development Block Grant program. Local governments must
use the program in service of three primary goals: fighting blight, helping low- and moderate-income people, and
meeting urgent public health and welfare needs in the community. However, those goals are general enough that
localities can use CDBG funds for a wide range of purposes, such as helping homeowners renovate their homes,
constructing homeless shelters, or offering loans to businesses.

HUD distributes CDBG funds in two tranches. About 70% of total program spending goes directly to larger cities
and urban counties. For the “entitlement communities,” so called because they automatically qualify for the
program, funds are allocated based on formulas that assess “community need” according to indicators such as
poverty rate, population size and growth rate, and housing overcrowding.

The remaining 30% of CDBG spending is directed to state governments, which serve as intermediaries,
distributing funds to smaller cities and counties that do not automatically qualify. The federal government
gives states broad discretion to decide which localities will receive funding and for what purposes. States
generally use competitive application processes, awarding CDBG funds to the highest-scoring submissions
from local governments.

For more information, see:

o Congressional Research Service, “Community Development Block Grants and Related Programs: A Primer,”
updated April 30, 2014, https://crsreports.congress.gov/product/pdf/R/R43520/3.

¢ Brett Theodos, Christina Plerhoples Stacy, and Helen Ho, “Taking Stock of the Community Development
Block Grant,” Urban Institute (2017), https://www.urban.org/sites/default/files/publication/89551/cdbg_
brief_finalized_1.pdf.

¢ Michael J. Rich, “Community Development Block Grants at 40: Time for a Makeover,” Housing Policy Debate
24, n0.1(2014): 46-90. https://www.tandfonline.com/doi/full/10.1080,/10511482.2013.865656

Enterprise zones

Most states have created programs that offer tax breaks to companies that locate or expand in designated
areas. How these “enterprise zone" programs function differs across states, but many follow roughly the
same framework.

Generally, state laws set standards designed to limit the zones to distressed areas. These standards frequently
involve quantitative criteria, including unemployment and poverty rates, per capita income, and population
growth and sometimes more subjective measures, such as “general distress.” Often, local governments must
submit applications to have areas that meet the standards designated as enterprise zones. State officials review
the applications and may have discretion to choose which applications to approve. The size of each zone varies
widely from state to state, with state laws often stipulating a minimum or maximum.

Once an area is designated as an enterprise zone, businesses that locate or hire in the zone can receive breaks
on various state and local taxes, often including income, property, and sales taxes. These benefits may be limited
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to businesses in specific industries, and the size of the breaks is often tied to companies’ activities. For instance,
a company may receive a tax credit for each worker it hires. Some programs offer extra benefits to companies
that hire from specific populations, including zone residents or groups that struggle to gain employment, such as
people who have previously been incarcerated.

State laws usually dictate that an area’s enterprise zone status expires after a set number of years, but local
officials often have the option to apply for extensions.

For more information, see:

e Don Hirasuna and Joel Michael, “Enterprise Zones: A Review of the Economic Theory and Empirical
Evidence,” Minnesota House of Representatives Research Department (2005), https://www.house.leg.
state.mn.us/hrd/pubs/entzones.pdf.

e Alan H. Peters and Peter S. Fisher, “State Enterprise Zone Programs: Have They Worked?" W.E.
Upjohn Institute for Employment Research (2002), https://research.upjohn.org/cgi/viewcontent.
cgi?article=1057&context=up_press.

e Daphne A. Kenyon, Adam H. Langley, and Bethany P. Paquin, “Rethinking Property Tax Incentives for
Business,” Lincoln Institute of Land Policy (2012), https://www.lincolninst.edu/publications/policy-focus-
reports/rethinking-property-tax-incentives-business.

Job creation and investment tax credits

Most states offer tax credits to select businesses in exchange for creating jobs or making capital investments
such as building a new facility. The details of how the credits work vary from state to state, but many of the
programs share some commonalities. They often involve multiyear performance agreements between companies
and the state, with the credits’ value linked to the number of jobs added or the cost of capital investments made.
Generally, the programs seek to encourage businesses to create high-quality jobs. For example, businesses may
receive larger credits for creating higher-wage jobs, or they may not receive credits for jobs that pay less than a
certain amount.

States often make these programs available only to companies that sell their products nationally or
internationally, such as manufacturers, or only for activities that can help the state economy to grow, such as
locating a corporate headquarters.

Often, businesses can receive tax credits for investments anywhere in the state, but many programs include
provisions to try to direct more activity to struggling places. This geographic targeting takes various forms.

Some programs relax eligibility requirements for firms that locate in distressed areas by, for instance, allowing
businesses to create fewer jobs than they would have to elsewhere. Others offer more generous benefits in
struggling areas, such as increasing the credits that companies receive for each job created. Other job creation
and investment tax credits do not focus on distressed areas and have no geographic targeting provisions. Instead,
these incentives seek to encourage economic development statewide.

For more information, see:

¢ Luke Martel, “Jump-Starting Jobs,” National Conference of State Legislatures, January 2011, https://www.
ncsl.org/research/fiscal-policy/jump-starting-jobs.aspx.

¢ Maryland Department of Legislative Services Office of Policy Analysis, “Evaluation of the Job Creation Tax
Credit” (2016), http://dls.maryland.gov/pubs/prod/TaxFiscalPlan/Draft-Evaluation-of-the-Job-Creation-
Tax-Credit.pdf.
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e Robert S. Chirinko and Daniel J. Wilson, “Job Creation Tax Credits, Fiscal Foresight, and Job Growth:
Evidence From U.S. States,” (working paper, Federal Reserve Bank of San Francisco, 2016), http://www.frbsf.
org/economic-research/files/wp10-25bk.pdf.

Low-income housing tax credits

The federal low-income housing tax credit offers incentives to developers to build or renovate affordable rental
housing. Credits are available nationwide to properties that meet affordability standards based on the rent
charged and the tenants’ income levels. The federal government provides each state with a formula-determined
amount of money, which state housing agencies then allocate to developers according to their own rules,
typically via a competitive selection process. Some properties, such as those funded by government-issued
bonds, automatically qualify for less generous credits that do not require state allocations.

The program offers enhanced benefits in two types of geographic areas: Qualified Census Tracts (QCTs) and
Difficult Development Areas (DDAs). QCTs are census tracts that have high poverty rates or many residents with
incomes below the regional median, and DDAs are places where construction costs are high relative to median
incomes, which may make housing expensive for many residents. In non-metropolitan areas, DDAs typically
encompass entire counties, while in metropolitan areas their borders follow the lines of smaller geographic
designations, known as ZIP code tabulation areas. The federal government defines QCTs and DDAs, but states
have discretion to determine the extent to which they prioritize those areas when allocating credits. States

can also supplement the QCTs and DDAs with additional geographic targeting, such as offering preference to
developers who build in areas with high-quality schools.

More than a dozen states have also created their own affordable housing tax credits. These programs
generally piggyback on the federal credit, offering additional state tax breaks to projects that qualify for the
federal program.

For more information, see:

e Corianne Payton Scally, Amanda Gold, and Nicole DuBois, “The Low-Income Housing Tax Credit:
How It Works and Who It Serves,” Urban Institute (2018), https://www.urban.org/sites/default/files/
publication/98758/lithc_how_it_works_and_who_it_serves_final_2.pdf.

e Kirk McClure, “What Should Be the Future of the Low-Income Housing Tax Credit Program?” Housing Policy
Debate 29, no 1(2019): 65-81, https://doi.org,/10.1080/10511482.2018.1469526.

¢ Ingrid Gould Ellen and Keren Mertens Horn, “Points for Place: Can State Governments Shape Siting Patterns
of Low-Income Housing Tax Credit Developments?” Housing Policy Debate 28: no 5 (2018): 727-745, https.//
doi.org/10.1080/10511482.2018.1443487.

New markets tax credits

Congress in 2000 created the new markets tax credit (NMTC) to encourage business and real estate
investments in struggling census tracts. Each year, the Community Development Financial Institutions Fund, an
agency within the U.S. Department of the Treasury, uses a competitive application process to allocate tax credits
to Community Development Entities (CDEs), which are corporations and partnerships formed specifically to take
advantage of the program. The CDEs then sell the credits to investors in exchange for dollars that the CDEs use to
invest in businesses and nonprofits in qualifying tracts. Federal lawmakers conceived the CDE system as a way to
allow market forces to dictate which investments the program would support.

Unlike several other federal place-based initiatives, state governments play no role in targeting the NMTC.
Instead, the program uses quantitative measures of distress, such as high poverty or low family income, to
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identify eligible tracts. The law also includes provisions to allow more rural areas to qualify. For instance, tracts
with low populations enjoy more permissive eligibility standards. Finally, wealthier tracts can qualify if CDEs
direct their investments to businesses and nonprofits that serve or employ low-income individuals or groups.

The combination of these various standards potentially allows NMTC projects to locate in much of the country.
However, in assessing applications for credits, federal officials promote geographic targeting by awarding bonus
points to CDEs that plan to invest in severely distressed tracts, such as those with poverty rates above 30%.

About a dozen states have established their own new markets incentives, and many link their programs to the
federal initiative by, for instance, offering credits to organizations that qualify as CDEs under federal law.

For more information, see:

o Congressional Research Service, “New Markets Tax Credit: An Introduction,” updated June 27, 2019,
https://fas.org/sgp/crs/misc/RL34402.pdf.

e Martin D. Abravanel et al., "New Markets Tax Credit (NMTC) Program Evaluation: Final Report,” Urban
Institute (2013), https://www.urban.org/sites/default/files/publication/24211/412958-new-markets-tax-
credit-nmtc-program-evaluation.pdf.

e Tax Foundation, “An Overview of the New Markets Tax Credit,” July 8, 2019, https://taxfoundation.org/
new-markets-tax-credit-nmtc/.

Opportunity zones

Congress created the opportunity zones program as part of the Tax Cuts and Jobs Act, the major 2017 federal tax
overhaul. Under the program, individuals and businesses can receive breaks on capital gains taxes if they invest in
census tracts that states designated as opportunity zones. To receive these benefits, investors must place profits
from the sale of stocks or other capital assets in “qualified opportunity funds,” a new category of investment
vehicle created as part of the program, which, in turn, can invest those resources in almost any business or real
estate project in one of the zones.

The federal law provided a starting point for determining which census tracts could qualify but allowed state and
territorial governors to make the final decisions. Under the law, governors could select tracts with high poverty
rates or low median incomes as well as some areas that were contiguous with those tracts. Governors had until
March 2018 to designate up to 25% of tracts that met the eligibility standards as zones (or up to 25 tracts in
states with fewer than 100 qualified tracts). To make these decisions, states often solicited input from businesses
and business groups, the public, and local government officials, and many gathered and analyzed data on the
tracts’ level of distress, appeal to investors, or both.

For more information, see:
o Congressional Research Service, “Tax Incentives for Opportunity Zones,” updated Dec. 7, 2020, https://fas.
org/sgp/crs/misc/R45152.pdf.

o Hilary Gelfond and Adam Looney, “Learning From Opportunity Zones: How to Improve Place-Based
Policies,” Brookings Institution (2018), https://www.brookings.edu/wp-content/uploads/2018/10/Looney_
Opportunity-Zones_final.pdf.

e Brett Theodos, Brady Meixell, and Carl Hedman, “Did States Maximize Their Opportunity Zone Selections?"”
Urban Institute (2018), https://www.urban.org/sites/default/files/publication/98445/did_states_
maximize_their_opportunity_zone_selections_7.pdf.
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Tax increment financing

One of the primary development tools used by municipalities is tax increment financing. TIF programs allow
local governments to use revenue generated in designated geographic areas—usually from property taxes, but
sometimes sales or other taxes—to pay for development costs in those areas.

Local governments designate areas within jurisdictions—ranging from individual real estate developments to a
few blocks or even an entire neighborhood—as TIF districts, with eligibility determined by state statute. Most
states require that the TIF area be "blighted,” but they differ on how that is measured. Many state laws define
blight based at least partially on qualitative criteria such as the presence of dilapidated buildings.

After a local government has designated an area as a TIF district, the district’s tax revenue continues to flow to
government coffers for general use, as it usually would, until it reaches the level of the area’s pre-TIF revenue.

But once that threshold is reached, revenue in excess of that figure is directed for use within the district, typically
for development costs and public improvements. For example, if the municipality collected $10 million a year in
property tax revenue from an area before that area became a TIF district, then after it becomes a district, the first
$10 million in property tax revenue collected from the area each year continues to be allocated for general use,
but any additional revenue is reinvested back into the district. Depending on state law, areas may retain their TIF
status for a set number of years or until they collect a predetermined amount of revenue.

In many cases, governments borrow money against future TIF revenue so they can start making improvements in
the district promptly after its designation as a TIF district. These loans are taken with the expectation that those
initial improvements will foster further development in the district, which in turn should lead to the increased
revenue needed to pay off the borrowing costs.

For more information, see:

¢ David Merriman, “Improving Tax Increment Financing (TIF) for Economic Development,” Lincoln Institute
of Land Policy (2018), https://www.lincolninst.edu/publications/policy-focus-reports/improving-tax-
increment-financing-tif-economic-development.

e Richard Briffault, "The Most Popular Tool: Tax Increment Financing and the Political Economy of
Local Government," The University of Chicago Law Review 77, no. 1(2010): 65-95, www.jstor.org/
stable/40663026.

e Robert T. Greenbaum and Jim Landers, “The Tiff Over TIF: A Review of the Literature Examining the
Effectiveness of the Tax Increment Financing,” National Tax Journal 67, no. 3 (2014): 655-674,
http://www.ntanet.org/NTJ/67/3/ntj-v67n03p655-674-tiff-tif-tax-increment-financing.html.
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