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Enterprise Programs, Enterprise Zones and Empowerment Zones
Introduction
Many affirmative cases this year solve for post-Katrina recovery, housing assistance, educational assistance and general disaster response by instituting or expanding large government-run programs.  Negatives can use the cases and counterplans in this file to argue that the affirmative’s plan will not solve the problem, and may instead exacerbate the problems.  
The cases and counterplans all draw upon the same basic argumentative foundation—reductions in regulations and taxation in specific sectors or specific geographic areas will generate greater commercial activity and outweigh the benefits of the affirmative’s government spending program.  The best evidence on the matter explains why private firms, if allowed to operate with less regulation and with the proper incentives, can generate better outcomes for people living in poverty than blundering agencies allocating government-provided social services.   For example, property taxes and capital gains taxes could be substantially reduced or eliminated entirely for two decades in a specific, limited geographic area in order to attract businesses to areas suffering from economic blight.  An influx of new businesses would then hire local workers and boost overall economic activity in the area.  The people of the community would experience better employment opportunities and even establish their own new small businesses.

This approach may clash with the typical affirmative teams on this topic.  The majority of affirmative cases follow the orthodox path of creating a new government-run program or expanding a currently existing government-run program.  The government provision of social services can be appealing to many affirmative teams, especially when they consider their answers to potential topicality arguments.

The arguments in this file can be successfully run on either the affirmative or the negative, depending on the issues involved, the judge pool who will evaluate the arguments and the circuit in which the debaters compete.  When confronting an affirmative team proposing a traditional government-run social service program, the negative can utilize various portions of this file as small counterplans.  It might solve the entire case in some situations but the counterplan might jut solve one portion of the case.  The file can be especially successful against affirmatives related to recovery from Hurricane Katrina.  In any instance, the best aspect of cases and counterplans presented here is the wide variety of possible net benefits, from fiscal discipline to politics to free market critiques.

Those seeking to use the arguments in this file on the affirmative will need to demonstrate some creativity.  Topicality will be the most obvious challenge to many affirmatives that might arise from this file’s arguments.  The arguments in this file will provide a good foundation for more specific and creative research projects.

What Are Enterprise Programs, Enterprise Zones and Empowerment Zones?

Enterprise programs, enterprise zones, and empowerment zones are related but distinct policy proposals.  
Enterprise Programs.  Enterprise programs reduce economically unjustified regulations for providers of essential services to poor and distressed families.  Unlike either enterprise zones or empowerment zones, enterprise programs are not geographically fixed but rather target a specific group of people, in this case, poor and distressed families. This makes them especially useful tools to help hurricane victims who are spread out over the United States and not located only in specific urban areas.  To qualify to participate in such a program and the subsequent exemption from economically unjustified regulation and/or taxes, a business need only meet one requirement: provide an essential service to poor and distressed families. This can be applied to a variety of services ranging from transportation, medical services, and housing. In the case of housing, a producer would qualify for an enterprise program by providing housing opportunities to poor and distressed families. This could include the development of non-traditional housing units with tax incentives and free from restrictions of local zoning laws which severely restrict such housing. Now able to access this new and affordable market, low income families have the opportunity to purchase homes which would otherwise not be available or affordable. The underlying economic theory of enterprise programs is simple: By reducing or eliminating the economic barriers for businesses, businesses will increase employment and income in these areas while providing essential services to poor and distressed families at a lower cost.  

Enterprise Zones.  An enterprise zone is a geographic sector which is specially designated by the state to foster economic growth and reduce poverty. In the specific area, economically unjustified regulations are either reduced or eliminated and tax incentives designed to create jobs are given to businesses. Again this program which is similar to enterprise programs and empowerment zones, utilizes the free market to foster growth and development in the targeted community. Enterprise zones have become increasingly popular at the state level.  Currently, 43 states operate some version of enterprise zones.  A recent USC study found that enterprise zones had a statistically significant positive impact for all categories in all states that have them. This study points to the value of these special zones as a means to not only increase economic growth and income but also to decrease poverty and unemployment for a given area.

Empowerment Zones.  In addition to state zone-based incentive programs, federal empowerment zones were created by the Clinton administration in 1993.  Empowerment zones are a series of spatially targeted tax incentives and block grants designed to encourage economic, physical, and social investment in the neediest urban and rural areas in the United States. The program gives communities an empowerment zone designation through a competitive process. These zones have been shown to lead to significant increases in local rates of employment with similar sized decreases in unemployment and poverty rates. Empowerment zones are similar to enterprise zones in that they are implemented in a limited geographic area or community. The benefit of these zones is not limited to economic growth as studies have shown that businesses located in these zones have better commercial environments with regard to crime and public safety as well.
As all three of these programs show, by reducing economic barriers to growth and investment by reducing or eliminating cumbersome government regulation or providing tax incentives, free market growth can be an important element in meeting the needs of poor and distressed families while fostering economic growth and job creation in targeted impoverished and under-developed areas.
This file contains three counterplans.  Like we mentioned earlier, these counterplans would probably be most effective against Affirmative cases attempting to solve for post-Katrina recovery, housing assistance, educational assistance, and general disaster response.  The natural net benefits for these counterplans would be federal spending (or fiscal discipline), federalism, possibly some politics disadvantage and various statism critiques.  The counterplans are discussed below.
1. Enterprise Plan/Counterplan: Hurricane Survivors (General).  This plan/counterplan argues that the fifty state governments, municipal governments and school districts should adopt changes in their own legal codes and zoning codes to reduce regulations on those seeking to provide services to low-income hurricane survivors.  The card argues that this would increase access to services such as transportation, health care and education and is the best way to meet the needs of hurricane survivors.

2. Enterprise Plan/Counterplan: Hurricane Survivors Housing Specific.  This plan/counterplan argues that the United States federal government should require any state receiving reimbursement from the federal government for hurricane-related expenditures to legally accommodate enterprise programs designed to expand the supply of non-traditional housing, specifically restrictions on manufactured houses, sweat equity mortgages, and single-resident-occupancy hotels.   We include cards in the file that will allow negatives to argue that the regular federal housing assistance program would fail.  It would merely drive up demand for low-income housing but fail to increase supply.  Enterprise programs will solve by reducing regulations and bringing down the cost of housing to affordable levels.  

3. Voucher-Esque Counterplan: Hurricane Survivor Education.  This counterplan will be useful against many education affirmatives involving hurricane survivors.  Negatives can argue that the United States federal government should do the affirmative plan but let students and parents choose the school they attend.  Most affirmative plans will provide additional federal funding without conditions.  The counterplan channels additional federal funding to those schools that students and parents actually select.  This allows students and parents to select those schools that perform well and serve their specific needs best.  This will result in improved schools and better education for all students.  
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Enterprise Plan/CP - Hurricane Survivors (general)

Text:  The fifty state governments, municipal governments, and school districts  in the United States should adopt changes in their own legal codes and zoning codes to facilitate the provision of services to persons living in poverty as per the recommendations of John Goodman in his Brief Analysis 529 of 2005.   Negative reserves the right to clarify.

A. Counterplan is non-topical. It does not increase federal government spending on social service programs. It merely creates an incentive for a reduction in regulations. 

B. Competition. Counterplan solves the case while avoid links to disadvantages such as spending and politics.
Counterplan solves best. Reducing regulations on those seeking to provide services to low-income hurricane survivors is the best way to meet their needs. This would increase the access to services such as transportation, health care, housing and education.  This is the best way to meet the needs to hurricane survivors. 

Goodman, President, National Center for Policy Analysis, '5

[John C. Goodman is president of the National Center for Policy Analysis. Ph.D. in Economics from Columbia University. "Aid to Katrina Victims: A Right/Left Consensus," Brief Analysis, No. 529. September 22, 2005. http://www.ncpa.org/pub/ba529 Accessed: 10-21-09]

People on both the left and right are using the tragedy of Katrina as a handy excuse to push agendas they favored long before the hurricane disaster. Here's a better idea: Put the normal political wrangling aside and seize the opportunity to enact serious reforms that can garner broad agreement.

Like other Americans, Katrina's victims need transportation, housing, medical care, education and so forth. But unlike the rest of us, citizens of New Orleans and other Gulf Coast cities have lost the infrastructure that ordinarily provides them. When it comes to such services, low-income families everywhere are often ill-served. However, in the Katrina disaster there is an opportunity to find creative ways to improve the delivery of essential services to the stricken without the resistance normally exerted by entrenched special interests.

Special Interests vs. the Poor and the Needy. One of the more striking features of the New Orleans relief efforts was how many volunteers were blocked from giving aid by bureaucratic obstacles:

    * Doctors from Texas were told they needed a Louisiana license to practice before they could help Katrina victims in New Orleans.

    * In cities as far away as Dallas and Houston, attempts to provide shelter ran up against building codes and zoning restrictions.

    * Both before and after the storm, vehicle owners who offered to haul people out of New Orleans for $5 or $10 a shot were undoubtedly breaking local laws. 

Shocking as the incidents are, the more shocking reality is that attempts to provide essential services to low-income families face similar bureaucratic obstacles in virtually every large city in the country.

Middle-class families generally expect to meet their needs through the marketplace. They buy and rent housing in the real estate market. When they aren't driving their own cars, they buy transportation services from taxicab and limo companies. They buy health insurance and choose their doctors in the medical marketplace.

For most poor families, the experience is completely different. Regulations designed to protect entrenched special interests have succeeded in raising the costs of these services so that the poor have been priced out of the market. So instead of buying housing in the real estate market, far too many poor families have to rely on public housing. Instead of purchasing basic medical care the way middle-income families do, they have to rely on government-provided care. Instead of paying for a taxi, they must depend on public transportation.

↓↓ Goodman ‘5 continues ↓↓

↓↓ Goodman ‘5 continues ↓↓

In short, middle-class and poor communities differ not just by income. For the middle class, essential needs are met in the marketplace and they benefit from the customer-pleasing innovations that competition produces. The poor, by contrast, must instead rely on public programs with all of the customer-pleasing attributes of the Department of Motor Vehicles.

 Fortunately, with Katrina, all of this can change.

Enterprise Programs. The idea of an "enterprise zone" is a simple one. Carve out a geographic sector and declare that within the zone, economically unjustified regulations do not apply. The hope is that businesses will open, jobs will be created and private investment will flow into depressed and blighted areas.

Good as this idea is, it is too confining. You cannot benefit from an enterprise zone unless you live in one. And in the case of Katrina, evacuees are scattered across Texas and other neighboring states. Hence we need a related idea developed by scholars at the National Center for Policy Analysis. It's called "enterprise programs." Whereas enterprise zones are geographically fixed, enterprise programs are not. To qualify for an enterprise program, a producer/seller/entrepreneur need only meet one requirement: provide an essential service to poor and distressed families.

Following are four examples of opportunities that should appeal to conservatives and liberals alike.

Freedom to Travel. Whether stranded in the Superdome or temporarily seeking shelter in Houston's Astrodome or Dallas' Reunion Arena, Katrina's victims need help getting around. They needed to get out of New Orleans in the first place. They need to travel to get groceries, find housing and interview for jobs.

So why aren't budding entrepreneurs showing up in their minivans and SUVs to make a few bucks by taking people where they need to go? Answer: in almost every city, that's against the law. These laws are not there to protect the riding public, however. They are there to protect taxicab companies. With an enterprise program, any willing seller could offer rides to any willing buyer.

Freedom to Obtain Medical Care. Why should a Texas doctor have to get permission from the state of Louisiana to help people in New Orleans with obvious medical needs? Why should Louisiana doctors have to get permission from the state of Texas to care for Louisiana immigrants seeking refuge in the Lone Star State? They shouldn't.

Granted, some of these laws are being loosened. The Texas Medical Board is issuing temporary permits to allow physicians coming from Louisiana and other states to provide medical attention to Katrina victims. Louisiana has temporarily authorized licensed medical professionals and personnel in other states to offer their medical services in Louisiana, as long as they have a current state license and a good record in their home state. Much more needs to be done.

Numerous studies have shown that nurses, physician's assistants and paramedics can deliver high quality primary care and pass patients with complicated problems on to physicians when needed. Yet antiquated state laws all too often stand in the way. Ironically, paramedics who patch up soldiers in Iraq would be breaking the law if they did the same thing for Katrina victims.

These medical practice statutes aren't protecting patients. They are protecting members of the medical profession. In some parts of the country, "minute clinics" in shopping malls allow nurses to give flu shots, take temperatures, prescribe antibiotics and deliver other timely, inexpensive care. Surely, Katrina's victims deserve the same opportunities as middle-class shoppers at a Target store in Minnesota.

Freedom to Obtain Housing. Custom homes are the most expensive to build. Modular homes built in a factory and assembled on-site are a lower-cost alternative. Yet in many cities, modular homes have been barred from the market by zoning laws and building codes. However, such regulations are there to protect real estate interests, not consumers.

In general, factory-built homes can be every bit as strong and well built as site-built homes, and can be constructed in a fraction of the time for a fraction of the price. Modular homes must pass rigorous standards and inspections to satisfy strict federal safety standards. Under an enterprise program, low-income families would have access to this promising market.

Freedom to Learn. More than 370,000 school children were displaced by Hurricane Katrina and must continue their education somewhere. No doubt public schools in Texas and other neighboring states are dreading the prospect of taking on the financial burden. But why should they have to? Why not create a win-win situation where both schools and children and their parents are free to choose.

Specifically, let every campus in the regions where displaced students are temporarily residing - every public, private or charter school - compete for these kids. For each student who enrolls, in addition to normal per-pupil funding the schools should receive $7,500 - the current average annual cost per pupil in the public schools, according to the Texas Education Commissioner. Note: All the money would go to the campus and none would go to the school district or other bureaucracies.

To get these extra funds, the schools would first have to attract new customers. And that would require a brand new way of thinking, particularly for public schools that are used to functioning as monopolies.

Schools that admit large numbers of Katrina evacuees should also be freed from other restrictions that limit the supply of qualified teachers. Mathematicians and scientists should be able to teach high school students without taking courses in education. And schools should be able to pay higher salaries if needed to lure good teachers and those with rare skills back into the classroom.

Conclusion. Katrina presents an opportunity to bypass special interests and solve problems in new and creative ways because the normal bureaucratic resistance is either nonexistent (as in New Orleans) or weakened by the flood of evacuees in neighboring states. We should not let the opportunity pass.

SQ = Lack of Affordable Housing

Housing affordable to people in poverty is lacking in the Status Quo 

Franko, National Center for Policy Analysis, '9

[James Franko, a legislative assistant with the National Center for Policy Analysis. "Barriers to Affordable Housing," Brief Analyses, No. 680, December 01, 2009.  http://www.ncpa.org/pub/ba680 download date: 12-12-09]

The U.S. Department of Housing and Urban Development (HUD) considers housing affordable if it costs less than 30 percent of a family's income. Yet, according to HUD, 12 million renters and homeowners spend more than 50 percent of their income on housing. Many of these are low-income individuals or families. But in some areas even middle-income families find the supply of affordable housing limited. 

For instance, assuming a family spends no more than 28 percent of its gross income on housing [see Figure I]:

    * In the San Francisco metropolitan area, only 26.9 percent of houses sold are affordable to a family with an annual median income of $96,800.

    * In greater Chicago, more than two-thirds (67.8 percent) of houses are in the price range of a median income family ($74,600).

    * In Indianapolis, almost all homes (94.5 percent) are affordable to the typical family ($68,100).

Since rental prices closely track home prices, these numbers also indicate the general availability of affordable housing.

SQ Regulations = ↓ Affordable Housing

Current regulations drive up costs and reduce supply of housing for people in poverty.  Elimination of such regulations would increase the supply of affordable housing 

Franko, National Center for Policy Analysis, '9

[James Franko, a legislative assistant with the National Center for Policy Analysis (NCPA). "Barriers to Affordable Housing," Brief Analyses, No. 680, December 01, 2009.  http://www.ncpa.org/pub/ba680 download date: 12-12-09]

Obstacles to Affordable Housing. According to a 1991 HUD report, local government policies that increase building costs and/or restrict the supply of housing are one of the primary reasons for the lack of affordable housing.  

Regulations. These range from minimum lot sizes that encourage larger and more expensive homes to the prohibition of multifamily dwellings. In some communities, regulations have raised the cost of new development and construction by 35 percent. A 2005 follow-up HUD report found that in more heavily regulated localities rents were 17 percent higher; home prices, 51 percent higher; and homeownership rates, 10 percent lower compared to less-regulated areas. Impact fees and inclusionary zoning are particularly costly. If these costs were reduced, more affordable housing would be available.

Impact Fees. Many communities impose fees on developers and homebuyers that must be paid in advance of new construction. The fees are supposed to recoup the cost of connecting roads and sewer lines. But the fees are often far higher than the new infrastructure costs. For example, in 2001, many households in Alachua County, Florida, paid fees more than $3,000 higher than their share of infrastructure costs, according to HUD.

Inclusionary Zoning. Many communities have tried to increase the supply of affordable housing through inclusionary zoning laws. These laws give builders incentives, or require them, to reserve a portion of new units for low and/or moderate-income households. Numerous California communities have adopted inclusionary zoning; but, in fact, the regulations have made housing less affordable than ever. According to a 2004 Reason Foundation study:

    * New home prices increased by up to $44,000 in 45 San Francisco Bay Area cities that enacted inclusionary zoning laws.

    * Inclusionary zoning in Los Angeles and Orange Counties increased the price of new homes by up to $66,000.

Increasing the Availability of Affordable Housing. Innovative housing solutions, such as manufactured housing and single resident occupancy (SRO) dwellings, would help alleviate the shortage of affordable housing. These solutions would require local governments to remove regulatory barriers by adopting more flexible building standards and less restrictive zoning.

Manufactured Housing. In 2007, a manufactured home cost $40.82 per square foot, while a traditional site-built home cost more than twice as much - an average of $92.51 per square foot. [See Figure II.] However, municipal regulations often limit residential construction to traditional site-built homes, and prohibit manufactured housing altogether. It is often claimed that manufactured housing decreases adjacent property values; however, a joint study by Harvard University and the Massachusetts Institute of Technology found that manufactured homes have no impact on the property values of adjacent site-built homes.  

Single Resident Occupancy. Between 1974 and 1983, according to the Reason Foundation, 896,000 housing units renting for less than $200 per month were demolished - many of them were single resident occupancy (SRO) dwellings. A typical SRO consists of individual rooms with shared kitchen and bathroom facilities, although some have private kitchens and/or bathrooms.

SROs are illegal in many cities. However, they could significantly increase the supply of affordable housing for low-income single adults. For example, after the number of SRO units declined due to downtown redevelopment in the 1970s and 1980s, San Diego relaxed zoning and building regulations to encourage SROs. From 1986 to 1996, says the Reason Foundation, 2,400 new SRO units were built, adding to the 3,000 existing units. 

Alternative Housing. Affordable housing might be built using alternative materials and construction techniques, such as strawbales and geodesic domes, but local ordinances often restrict the materials that can be used.  In some cities, steel cargo containers that carry freight by truck, rail and ship are being converted into housing. A Fort Worth, Texas, nonprofit organization called A Place to Sleep recently proposed to construct an apartment-style community of affordable housing using 48-foot containers. According to the Star-Telegram, the organization estimates the cost per unit could be as low as $20,000 for a 408 square-foot home with a small kitchen and bathroom. Unfortunately, the plan was opposed by the local neighborhood, and prompted the Fort Worth City Council to inquire about changing zoning ordinances to discourage such construction. 

Conclusion. Removing regulatory barriers to affordable housing solutions like manufactured housing and SROs would increase the supply of housing for individuals and families currently priced out of local markets.

Rising Housing Costs ( Homelessness

Most comprehensive study proves rising housing costs drives millions into homelessness 

Lydersen 2000

[Kari Lydersen is a reporter at the Washington Post Chicago Bureau and associate editor of Streetwise. "Out of Sight; In many cities, being homeless is against the law," In These Times,  June 12, 2000. Lexis]

When the Department of Housing and Urban Development (HUD) released an intensive, three-year study on homelessness in December, it proved what the homeless themselves have long known: Homelessness will continue to plague this country as long as cities fail to provide adequate shelter and social services.

The study, which involved the efforts of 12 federal agencies and thousands of interviews, showed that approximately 2 million people are homeless at some point during any given year, a third of whom had slept on the street or in some other public place within the last week. Families are the fastest-growing segment of the homeless population, and more working people are becoming homeless because of rising housing costs and a lack of living-wage jobs. Two-thirds of the homeless suffer from chronic or infectious diseases, and 39 percent are mentally ill.
Rising Housing Costs ( Homelessness

Lack of affordable housing pushing people into homelessness – Jersey Shore region as case in point

Asbury Park Press ‘5

[By Joseph Picard and A. Scott Ferguson, Staff Writers, “Advocates: Deck stacked against the homeless,” April 10, 2005, Lexis]
OFFICIALS and activists in the Shore region agree: The principal cause of homelessness is a lack of affordable homes.

"Every problem that exists in society as a whole exists among the homeless population, too," said Mary Fran McFadden of the Ocean County Board of Social Services. "Drug and alcohol abuse, mental illness, physical handicaps, domestic violence, post-traumatic stress syndrome - these and other afflictions are everywhere.

"But when people are economically pressed, any of these or other such troubles can be the catalyst to drive them from their homes and then prevent them from getting back on their feet."

High rents, low salaries, a lack of affordable housing and public funds, a lack of involvement by houses of worship - advocates say all these factors conspire to keep the homeless down.

"Rents are way too high," said the Rev. Steve Brigham of Lakewood Outreach Ministries Church in Lakewood. "That's a big part of the problem."

According to the federal Department of Housing and Urban Development, the fair market rent for a two-bedroom apartment in Monmouth and Ocean counties is $1,057 a month.

Also according to HUD and New Jersey housing advocates, of the 90,068 renter households in Monmouth and Ocean counties, more than one-third pay more than they can afford for housing. When a household uses more than 35 percent of its income for housing, officials say, it is paying too much and taking from other necessities, such as food, clothing, transportation and medical care.

Brigham knows about necessities.

He operates a converted military bus, equipped with washer/dryer, shower and beds to serve his congregation - the people who are living in makeshift dwellings in the woods in Dover Township and Lakewood. The sign on the dark blue vehicle echoes his philosophy: God Is Love.

"Many of these people are chronic alcoholics and chronic drug users," he said. "Many are plagued by depression. Many of them try to fight their problems. They try to rejoin society. But it's the money thing, the housing thing. They just can't get started. That's when the alcoholism, the drug use, the depression reassert themselves."

While Asbury Park's redevelopment has been touted as the key to the city's future, it also has had the consequence of raising rent and home prices. Now, once affordable homes and apartments are out of reach to many.

Barbara Muzychka, a volunteer at the Trinity Church pantry and soup kitchen, has worked with the homeless for the last five years and sees more and more people pushed out into the streets.

"You have a lot of people coming in from New York and North Jersey and converting homes that held five apartments into one-family homes," Muzychka said. "You had five apartments that were cheap, and now, they are not there anymore. We need more affordable units."

Kathleen A. Brady, former Monmouth County director of human services, pointed out that many of the homeless have jobs.
"Even when people work, their pay is not enough to support a family, pay the rent and put food on the table," she said.

Patty Cash, director of the Interfaith Hospitality Network of Ocean County, added that many people who are drawn to the Shore region for employment, especially in health care and child care, cannot afford housing here.

"We are talking about people who take care of the basic needs of our elderly and our children," she said. "We need them, but we are doing little to house them. Wages are too low, rents are too high, and the gap continues to grow."
Enterprise Plan/CP - Hurricane Survivor  - Housing Specific

Text:  The United States federal government should require any state receiving reimbursement from the federal government for hurricane-related expenditures to legally accommodate enterprise programs designed to expand the supply of non-traditional housing, specifically restrictions on manufacture houses, sweat equity mortgages, and single-resident-occupancy hotels.  

A. Counterplan is non-topical. It does not increase federal government social service programs. It merely creates an incentive for a reduction in regulations. 

B. Competition. Counterplan solves the case while avoid links to disadvantages such as spending and politics.

Enterprise Plan/CP - Hurricane Survivor  Housing 

Negative solves best.  Regular federal housing assistance programs would fail. The Aff program would merely drive up demand for low-income housing but fail to increase supply.   Enterprise programs would solve by reducing regulations and bringing down the cost of housing to affordable levels. 

Barnett and Villarreal, National Center for Policy Analysis, '5

[Joe Barnett is director of publications and Pamela Villarreal is a research associate with the National Center for Policy Analysis (NCPA). "Housing for Hurricane Victims," Brief Analysis, No. 533, October 5, 2005. http://www.ncpa.org/pub/ba533/ Accessed: 10-21-09]

Many people displaced by Hurricanes Katrina and Rita are faced with the challenge of finding new housing with few resources and a lack of steady income, at least for now. The federal government spends billions of dollars a year on housing assistance and programs to provide low-cost housing for the poor. However, attempts to house homeless evacuees by expanding these programs would be a big mistake. Specifically, it would drive up demand for all low-income housing without increasing supply. The result: a large government expense with no reduction in need.

Avoiding Command and Control. In an attempt to address supply, the Federal Emergency Management Agency (FEMA) may purchase up to 300,000 new travel trailers and manufactured houses. It is also creating mobile home parks to house evacuee families. Many politicians fear, and rightfully so, that the encampments will become "FEMA ghettos" that isolate the poor from communities and jobs. The problem is that rather than allowing the market to function, the government is paying too much and sopping up the available supply of RVs and modular homes, which will raise prices to individual buyers.

Enacting Enterprise Programs. A better approach is the NCPA's concept of "enterprise" programs. The idea is similar to "enterprise zones," economically distressed areas exempted from uneconomic regulations. Enterprise programs, however, would not be confined to a geographical area. On the supply side, a producer/seller/entrepreneur qualifies to participate in an enterprise program by providing housing opportunities to poor and distressed families. On the demand side, the program would give low-income families access to non-traditional housing markets with funds currently tied up in government provision.

The private sector has been a powerful and effective provider of affordable housing, and Katrina evacuees would likely benefit from a market-driven approach with a wider variety of choices, including non-traditional housing, sweat equity programs and enterprise programs.

Making Ownership Possible. The Federal Emergency Management Agency has announced an initiative to provide about 2,500 displaced families with vouchers good for three months of rental housing (valued at about $2,358 based on the national fair market value of a two-bedroom apartment), with extensions up to 18 months if needed. The Department of Housing and Urban Development is implementing a similar program for those who were previously receiving HUD assistance. The vouchers can be used anywhere in the country to rent housing in the private market.

However, these programs are limited to rental assistance, and the funds cannot be used to purchase a home. Hurricane Katrina evacuees would be best served by a voucher (based on family size) that could be used for rent, for lease-to-own or even for a down payment on a house. If other restrictions were eliminated (see below), families could have access to a wide array of housing alternatives in the private market.

Increasing Supply Through Manufactured Housing. Custom homes are the most expensive to build. Modular homes built in a factory and assembled on-site cost less than half the price of a site-built home. These less costly homes are almost entirely built in a factory on a permanent frame designed for over-the-road transportation. Modern manufactured homes are also durable, having a life expectancy of 30 to 55 years. 

In 2002, manufactured homes accounted for 11 percent (168,000 units) of all new single family housing starts. The average cost to build a new manufactured home was about $42,000, excluding land and financing costs, compared to about $86,000 for a site-built home. Yet in many cities, modular homes have been barred from the market by zoning laws and building codes. However, such regulations are there to protect real estate interests, not consumers. Special interests have succeeded in raising the costs of these services so that the poor have been priced out of the market. So instead of buying housing in the real estate market, too many poor families have to rely on public housing.

↓↓ Barnett and Villareal ‘5 continues ↓↓
↓↓ Barnett and Villareal ‘5 continues ↓↓
Increasing Supply Through Sweat Equity Programs. Another initiative proposed by President Bush for Katrina evacuees is the Urban Homesteading Act, which would allow low-income families to obtain federal property on which to build through a lottery system. In return, families would build on the land with the help of a low-interest mortgage from a charitable organization such as Habitat for Humanity. Such privately run programs have been successful: Since 1976, Habitat has built nearly 200,000 homes. Habitat homes cost an average of $46,600 per unit - about half the per unit cost of a modern public housing unit. Habitat enjoys a foreclosure rate of less than 1 percent, significantly lower than that achieved in government home loan programs.

Habitat succeeds by putting conditions on potential beneficiaries. Would-be homeowners must demonstrate a history of responsible behavior (such as living in a stable family and taking care of property), take part in the construction of their home, and make a very modest down payment and meet a monthly mortgage payment.

Increasing Supply Through Single-Resident-Occupancy (SRO) Hotels. Most of the concern has been about housing displaced families, but many of the displaced are singles. SROs could provide these individuals with another source of inexpensive housing. They are typically very modest (single rooms with a bed, a small refrigerator, and a microwave) but are available to low-income renters without the usual barriers. Most do not require a security deposit, a background or credit check, or a deposit of the last month's rent.

"Cost-increasing regulations have priced poor families out of the market for private housing."

Most of the nation's SROs were demolished by urban renewal programs of the 1970s and 1980s, while local zoning laws and building codes prevented new ones from being built. Today, some cities have begun to cut red tape on SRO construction. We should encourage all cities in affected states to repeal local regulations that prevent the construction of SROs.

Conclusion. Housing considerations for hurricane evacuees should take into account long-term prospects for housing, not just government-dependent quick fixes. Manufactured homes, sweat equity mortgages, and SROs can increase the housing supply, but local zoning laws often restrict non-traditional housing. The federal government could require states to accommodate enterprise programs in return for reimbursement of hurricane-related expenditures. 

Voucher-Esque CP - Hurricane Survivor  Education

Text: The United States federal government should _____________________________________________ 

___________________________________________________________________________________________ ________________________<insert language mirroring the affirmative’s plan>_____________________ __________________________________________________________________________________________

___________________________________   only to those campuses chosen by students and their parents. 
Counterplan competes.  The Affirmative plan provides additional federal funding and services without conditions. The Counterplan offers channels additional federal funding to those schools that students and parents actually select. 

Counterplan would solve best.  Students and parents can select those schools that perform well and serve their specific needs best. The result would be improved schools and a better education for all students.

Goodman, President, NCPA, '5

[John C. Goodman is president of the National Center for Policy Analysis. Ph.D. in Economics from Columbia University. “Educating the Children of Katrina,” Brief Analysis No. 534. October 12, 2005. http://www.ncpa.org/pub/ba534/ Accessed: 10-21-09]

Hurricane Katrina wrought devastation and chaos, leaving hundreds of thousands unemployed and homeless. Among the victims are at least 372,000 displaced students.

    * In Louisiana, more than 247,000 public and private school students were displaced, 489 schools were closed, and school buildings were destroyed and damaged in at least six parishes.

    * In Mississippi, more than 125,000 students were forced elsewhere.

    * A total of 226 schools in 30 districts were closed in Mississippi, and almost 30 schools were destroyed. 

The question is: What are we going to do with these students?

Allowing Education Dollars to Follow the Students . Neighboring states such as Texas have already begun to integrate displaced students into their schools, but according to Education Secretary Margaret Spellings there are no clear answers yet where exactly the money will come from to educate them. President Bush has assigned Spellings to come up with a plan to provide aid for the states. Here is an idea she should consider: instead of providing funding to schools in general, give it only to the campuses that students and their parents choose.

Allowing Campuses to Compete. While Katrina has been a tragedy of unprecedented proportions, the influx of a small community's worth of homeless schoolchildren provides us with an opportunity. It's time to try something radically new. Let's have every campus in the regions where displaced students are temporarily residing - every public, private or charter school - compete for these kids. For each student who enrolls, the schools should receive $7,500 in federal funds - which is the current average annual cost per pupil in the public schools, according to the Texas Education Commissioner. These funds would be in addition to normal local or state funding. Note: All the money would go to the campus and none would go to the school district or other bureaucracies.

The idea is already gaining traction: President Bush has recommended channeling funding to displaced families for enrollment in public or private schools as part of his hurricane relief effort, and House Committee on Education & the Workforce Chairman John Boehner has proposed a program of school vouchers for families with displaced children.

↓↓ Goodman ‘5 continues ↓↓
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Under a system that forces schools to compete, a school that attracts even one student could start thinking about bonuses for all its teachers. Attract three or four, and it could afford to hire another teacher or provide more generous health insurance. Attract 135 students, and the school would reap more than $1 million.

But to get these extra funds, the schools would first have to attract new customers. And that would require a brand new way of thinking in a system where the only experience with competition is magnet schools that try to appeal to white kids living in the suburbs.

Freeing Schools From Regulations. Schools that admit large numbers of Katrina evacuees should also be freed from other restrictions that limit the supply of qualified teachers. Mathematicians and scientists should be allowed to teach high school students without taking courses in education. And schools should be able to pay higher salaries to lure good teachers and those with rare skills back into the classroom.

Exercising Choice. If you were a parent evacuated to Dallas-Fort Worth, for example, and you could choose from the whole shebang, where would you send your child to school? You might be tempted to try wealthy Highland Park, suburban Plano or one of the pricier private schools. But that might not be the best option, particularly if you are minority, poor and your child is scoring well-below grade level. What you need is a school that is really good at taking disadvantaged, minority children who are underperforming and boosting their achievement. Believe it or not, there are such schools, and more than you might think.

Two years ago, the National Center for Policy Analysis (NCPA) developed a value-added report card for Texas schools. The idea was that schools should be judged based on what they do, not on the abilities of the students who happen to be in their classrooms. Children in neighborhoods with intact families and highly educated parents are supposed to score well on standardized tests. Children living in poverty are not expected to do as well. The relevant question is: What does the school do to improve the scores of the students it has? This is the value added by each teacher during each year of instruction. For an individual student, value added can be measured by the increase in the student's score on objective annual tests. 

Using state-of-the-art statistical techniques, Prof. Lori Taylor, currently of the Bush School of Government and Public Service at Texas A&M University, calculated the value-added for several categories of sixth grade students. The results: the now shut-down Wilmer-Hutchins school district in low-income southern Dallas County ranked next to last in the area in teaching black students, dead last in teaching Hispanics and at the very bottom of the list in teaching economically disadvantaged students.

By contrast, consider Harrell Budd Elementary School, which is only a few bus stops from Wilmer-Hutchins' Kennedy-Curry Middle School. On the average, the sixth grade students at Budd have even lower incomes and more are minorities, and the school had less money to spend per pupil and larger class sizes than did Kennedy-Curry. Yet Budd is one of the best schools in Dallas for the value it adds. [See the table.]

Allowing Specialization. Budd is one of the few schools in the Dallas area that excels with almost every type of student. But there are other schools that excel with subgroups of students. For example, some schools do a great job with slow learners, but a mediocre job with fast learners. For other schools, the reverse is true. Some do a good job with Hispanic students, but a mediocre job with whites and blacks. Some are good with blacks, but mediocre with nonblacks.

Thus, evacuee parents could improve their children's education by matching their children's particular needs with the schools that can best meet those needs. For their part, schools could enhance their income by advertising what they do best and getting even better at it.

Conclusion. Texas and other states will make certain that the children of Louisiana and Mississippi get enrolled somewhere. But the kids may do a lot better if they and their parents become empowered consumers in an education marketplace. To find out how well they can do, we need to give them the freedom to choose. 

Companies over Government – Disaster response 

+ statism link

Calls for more government action endorse a statist ideology and ignore the basic lessons of the Katrina disaster. Government at all levels failed to handle the impact of the storm.  Private organizations solve best in disaster response – Big Box retailers like Wal-Mart were superior to government agencies in their response 

Horwitz, Economics Professor, St. Lawrence, '9

[Steven Horwitz is Charles A. Dana Professor of Economics at St. Lawrence University and an affiliated senior scholar at the Mercatus Center. The Independent Review, v. 13, n. 4, Spring 2009, pp. 511–528. http://www.independent.org/pdf/tir/tir_13_04_3_horwitz.pdf download date: 10-28-09]

In the several years that have passed since Hurricane Katrina struck the Gulf  Coast in the late summer of 2005, it has become increasingly clear to many observers that governments at different levels were at fault for almost every stage of the sequence of events that turned the passing of a fairly strong hurricane to the east of New Orleans into a catastrophe. Government has been quite appropriately the target of a great deal of criticism both by local residents and by observers elsewhere with regard to the special interests at work in constructing the elaborate system of pumps, levees, and canals that try to make the city’s water go everywhere but where nature wants it to go; the problems with the actual canal and levee construction by the U.S. Army Corps of Engineers; the botched evacuation plans; the confusion over which levels of government should respond, and how, to the multiple and very visible failures of the Federal Emergency Management Agency (FEMA); and the ongoing inability of various levels of government to rebuild the New Orleans area. Unfortunately, as is often the case when existing government agencies fail to do their assigned task, the response to this government failure has been for many people, especially those in the agencies involved, to argue that those failures were owing to a lack of will, resources, or expertise. As numerous public-choice economists and economic historians have documented, this call for more government power is a typical response to crisis, with the end result being a surge in the size and scope of government from which a full retreat is never made.1

Lost in this increasingly common narrative of Katrina, however, is any discussion of the few institutions that did respond effectively in the aftermath of the storm. Not much has been said about the role private enterprise played in providing necessary resources in the immediate aftermath and in helping to reestablish a sense of normalcy in the days and weeks that followed.2 The best example of a successful private-sector response is that of Wal-Mart and other “big-box” retailers, such as Home Depot. The untold story of Katrina involves the way in which Wal-Mart in particular responded with speed and effectiveness, often in spite of government relief workers’ attempts to stymie it, and in the process saved numerous lives and prevented looting and chaos that otherwise would have occurred.

A recent study by the Kennedy School of Government (Rosegrant 2007a) carefully documents Wal-Mart’s response from a business-process perspective. A short sequel (Rosegrant 2007b) looks at how Wal-Mart has tried to use that success to change the way disaster response takes place, with mixed results. However, neither these studies nor any other yet published offers a “political economy” of Wal-Mart’s success.3 Wal-Mart’s successful response to Katrina, along with the failure of FEMA and other government agencies, seems to confirm the more general conclusion of modern political economy that private institutions better mobilize resources than do public agencies. To those steeped in the literature of modern Austrian economics, the new institutional economics, property-rights economics, and public-choice theory, Wal-Mart’s superior performance comes as no surprise. In this article, I deploy these theoretical approaches along with recent work in the economics of organizations to offer a political economy narrative of Wal-Mart’s successful response to Katrina. Those successes resulted from Wal-Mart’s position in a competitive institutional environment that provides the knowledge and the incentives necessary to generate a successful response to disaster situations and fosters the sorts of organizational learning that promote the development of effective routines that can be deployed in other kinds of situations.

Companies over Government – Disaster response 

The Hurricane Katrina lesson is clear. Government agencies are doomed to fail. Private firms like Wal-Mart can effectively respond to disasters with agility and resources because they have the correct incentives, size, resources, and experience

Horwitz, Economics Professor, St. Lawrence, '9

[Steven Horwitz is Charles A. Dana Professor of Economics at St. Lawrence University and an affiliated senior scholar at the Mercatus Center. The Independent Review, v. 13, n. 4, Spring 2009, pp. 511–528. http://www.independent.org/pdf/tir/tir_13_04_3_horwitz.pdf download date: 10-28-09]

The tale of Hurricane Katrina as a massive failure of government at all levels is a widely accepted one, even among people normally not inclined to point the finger of blame at government, but the lesson many draw is that the failure was one of will or resources or expertise. Much less often argued is that the failures were endemic to the institutional environment of the political process, which cannot provide the knowledge and the incentives required for effective resource allocation in the way that private organizations can. In contrast to the story of FEMA’s failures, the largely untold but indisputably true story of Wal-Mart’s success illustrates the advantages the private sector has in managing the logistical challenge of resource allocation during a natural disaster. The incentive provided by private ownership and the knowledge provided by market signals, such as prices and profits, all set in a competitive environment, create firms such as Wal-Mart that can respond with agility and improvisation to a crisis such as Katrina with results far superior to those achieved by government agencies. A political economy perspective on Wal-Mart’s heroic performance strongly challenges the belief that with more will or resources or expertise, government can respond effectively to a major disaster. The Katrina story has two parts: the government’s massive failures and the private sector’s notable successes.  Disaster policymakers who ignore the latter half of the story do so not only at their own peril, but also at the peril of millions of Americans who may be the next victims of another disastrous government disaster-relief effort.

Companies over Government – Disaster response 

Privates are best at disaster response. Empirically proven. Wal-Mart and other retailers prepare better and responded faster than governments

Horwitz, Economics Professor, St. Lawrence, '9

[Steven Horwitz is Charles A. Dana Professor of Economics at St. Lawrence University and an affiliated senior scholar at the Mercatus Center. The Independent Review, v. 13, n. 4, Spring 2009, pp. 511–528. http://www.independent.org/pdf/tir/tir_13_04_3_horwitz.pdf download date: 10-28-09]

Wal-Mart arrived in the New Orleans area long before FEMA and had the supplies the community needed. Both President Aaron Broussard and Sheriff Harry Lee of Jefferson Parish in suburban New Orleans lauded Wal-Mart’s work. In an appearance on Meet the Press, Broussard noted the speed with which Wal-Mart had brought truckloads of water to his area and then quoted Lee as saying, “if [the] American government would have responded like Wal-Mart has responded, we wouldn’t be in this crisis.”4 Phillip Capitano, mayor of the New Orleans suburb of Kenner, reported that “the only lifeline in Kenner was the Wal-Mart stores. We didn’t have looting on a mass scale because Wal-Mart showed up with food and water so our people could survive.” Other community leaders in the New Orleans area and in cities elsewhere along the Gulf Coast also praised Wal-Mart’s quick and effective response to the storm (Leonard 2005). Wal-Mart was not alone in providing much-needed resources to the stricken areas; other big-box retailers, such as Home Depot and Lowe’s, also responded similarly. However, Wal-Mart’s response was the largest and, according to local reports, the most effective.


In the three weeks following the storm’s landfall, Wal-Mart shipped almost twenty-five hundred truckloads of merchandise to the affected areas and had drivers and trucks in place to ship relief supplies to community members and organizations wishing to help.5 Home Depot provided more than eight hundred truckloads of supplies to the hard-hit areas and used buses to transport one thousand employees to the region from other areas (Bond 2005). Besides what Wal-Mart sold as a result of quickly reopening its stores, the company also provided a large amount of free merchandise, including prescription drugs, to those in the worst-hit areas. For example, several truckloads of free items went to New Orleans evacuees staying at the Astrodome and at the Brown Convention Center in Houston. Most important, Wal-Mart got this assistance to the devastated areas almost immediately after the storm had passed rather than in the days—in some cases weeks—that it took government agencies to provide relief to residents.


The incentives for private firms to protect their own capital led them to begin preparations for the storm well before its landfall. Three days earlier, Home Depot activated the “war room” at its Atlanta headquarters, negotiating with various vendors to get needed supplies staged to move into the hurricane zone (Ward 2005). Wal-Mart’s response began slightly earlier. The company’s emergency command center, run by Jason Jackson, the director of business continuity, is normally staffed by six to ten employees, who respond to the variety of routine incidents in stores across the country. Faced with a larger-scale problem, such as a hurricane, “the staff is joined by senior representatives from each of the company’s functional areas.” In view of the possibility of widespread damage to multiple stores in an urban area, the command center may include as many as sixty employees. The easily expandable structure of Wal-Mart’s emergency response protocols “drives the ability to be agile and flexible” (Worthen 2005). The company also uses its own hurricane-tracking software and has contracts with private forecasters for the latest information on storms. By Wednesday, August 24, five days before Katrina’s eventual landfall on the Gulf Coast, the command center had gone into planning mode, and two days later, when Katrina struck Florida, the complement of personnel in the command center exceeded fifty persons (Zimmerman and Bauerlein 2005).

Companies over Government – Disaster response 

Private companies are superior than FEMA.  Prices and profits guide companies to effective solutions. FEMA cannot get such feedback and so it fails. 

Horwitz, Economics Professor, St. Lawrence, '9
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The socialist-calculation debate of the interwar years offered a second explanation for the superiority of private ownership that did not rely solely on incentive effects. Ludwig von Mises ([1920] 1935) argued that rational resource allocation is impossible without the aid of genuine market prices because only prices that emerge out of monetary exchange in a free market can provide the basis for calculating how resources should best be allocated. Producers need to know not only the prices of possible outputs they might create to determine which outputs are more valuable, but also, more crucially, the prices of the various inputs they might use to make those outputs in order to avoid waste. Where capital goods and labor have multiple but not infinite uses, we require a way of comparing their value in those alternative uses. Mises argued that only market prices make possible this value comparison because such prices result from exchange against the same good—money. Monetary exchange provides the means by which the economic value of all goods and services can be reckoned. If planners attempt to allocate resources in the absence of market prices, they will have no way of knowing either ex ante what capital combinations and possible outputs would appear to be the most rational or ex post whether the chosen combinations and outputs had been in fact rational uses of resources. In effect, Mises turned the “waste of competition” argument on its head by demonstrating that in comparative terms, planning would be far more wasteful than the market.

F. A. Hayek ([1940] 1948a, [1945] 1948b) extended the Misesian arguments by situating them more clearly in the context of knowledge. He argued that the price system communicates knowledge among economic actors. Prices serve as surrogates for market participants’ combined knowledge. When we buy and sell, or refrain from doing so, we make our knowledge available to others through our contribution, however small, to the combined effects that push prices up and down. Moreover, Hayek noted that much of the relevant knowledge in economic interaction is contextual or tacit. Contextual knowledge refers to what he called the “knowledge of time and place” ([1945] 1948b, 80). By virtue of a producer’s “location” within the ecology of the economy and often owing to his accumulated experience, he knows his customers and suppliers in ways that are specific to that context and that would not exist except in that context. Relocating the same producer to a planning bureau would destroy that contextual knowledge. The related concept of tacit knowledge refers to knowledge held by both producers and consumers that cannot easily be expressed in words or numbers. We know a great deal that we cannot necessarily articulate, such as how to keep our balance on a bicycle. In the market, experience, context, and skill can lead individuals to know things about their environment and about how to react to it—knowledge that cannot be communicated except through the choices they make in the marketplace. Hayek and later writers such as Donald Lavoie (1985) argued that government planners and agencies have no way to acquire this contextual and tacit knowledge, and therefore they cannot duplicate the success of private owners who operate in a genuine market.

Knowledge and Incentives in Wal-Mart’s Response to Katrina


The key roles of knowledge and incentives in explaining Wal-Mart’s success can best be seen by comparing its performance to FEMA’s. FEMA lacks both the knowledge and the incentives necessary to meet citizens’ demands. Not only does it lack the market signals to guide learning, but it also faces problematic incentives inside the political process. Its main task is framed as the “coordination” of other agencies, levels of government, resources, and private actors. “Coordination” by itself is really a second-order output; the results of such coordination are what ultimately matters. Thus, “coordination” as a mission is problematic because as an output it is largely unobservable, and therefore it is difficult to know how much its “coordination” activities contributed to the final outcomes. All else constant, how easily can FEMA know whether it is succeeding or failing if “coordination” is its primary mandate? The first problem plaguing FEMA’s ability to be effective is that it is operating largely in the dark with respect to whether it is achieving its main objective. Without clear feedback, its ability to learn from its mistakes is compromised, and its ability to blame others for its failings increases as a result.
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By contrast, private organizations such as Wal-Mart have a much clearer, though by no means unambiguous, signal of whether they are getting the job done right or wrong—changes in prices and in profits and losses.7 During a crisis such as Katrina when a great deal of what Wal-Mart did was to donate relief supplies, market signals admittedly do not provide clear and immediate feedback about the appropriateness of the firm’s choices. However, those market signals have helped to inform Wal-Mart about how best to manage its supply chain and optimize its inventories during normal business situations. Those lessons can be transferred over to crisis situations with reasonable assurance that the same techniques will work, and the market signals generated by the price of the company’s stock in response to its handling of similar situations in the past provides that assurance. During Katrina, Wal-Mart used its well-honed logistical skills, informed by years of responding to market signals, to operate effectively. In addition, its strong performance during Katrina will likely lead to increased profits down the road, both through the company’s speed in restoring full operations and through the creation of additional customer loyalty owing to its assistance to the community. Those increased profits provide knowledge about what the company should do, but FEMA receives no comparable signal.

Companies over Government – Disaster response 

Large companies solve better than FEMA – local community knowledge and social ties 

Horwitz, Economics Professor, St. Lawrence, '9
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Beyond the knowledge signals of prices and profits, private firms are often very effective at acquiring knowledge of local conditions that can be extremely useful in a crisis. At the most basic level, operating in the marketplace demands that firms selling physical goods or personal services locate near the demanders. Large retailers such as Wal-Mart place stores across the United States in locations that generally correspond to the population distribution (Hicks 2007). However, Wal-Mart is particularly known for locating in smaller towns and suburban or exurban areas and for getting involved with the local community in a variety of ways, not to mention often serving as a node of social interaction for both customers and associates. As a result of this decentralization of resources inherent in serving a dispersed market, firms such as Wal-Mart are likely to have supplies and human capital near disaster sites and to have both knowledge of the particular communities in which they operate and connections with community leaders. Because their employees, both managers and associates, are drawn from the local community and are routinely involved in residents’ lives, they have contextual and tacit knowledge that may be—and during Katrina was—very useful in a crisis. These relationships also build mutual trust that can be put to productive use during a crisis.


By contrast, FEMA does not have offices in every small town or the knowledge gained by daily interaction with residents. FEMA employees are more likely to be based in Washington or a state capital and, as professionals, are more likely to be relatively new to an area should they be located where a disaster strikes. They lack the local knowledge required to know where help is most needed.8 Because Wal-Mart draws its employees from the same socioeconomic groups that Katrina hit hardest, those employees were especially well positioned to use contextual, cultural, and tacit knowledge in ascertaining what needed to be done. FEMA employees were much less likely to be in this position. Moreover, considering FEMA’s more hierarchical and less decentralized organizational structure, it is not surprising that the agency was largely at a loss as to how to respond to community needs, even while firms such as Wal-Mart were already meeting those needs.

Companies over Government – Disaster response 

Economic and political incentives drive government agencies like FEMA to fail & Grow, but private companies must succeed in order to survive. 

Horwitz, Economics Professor, St. Lawrence, '9
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Aside from the limitations of its knowledge, FEMA does not have the incentives necessary to respond appropriately. Like all public-sector organizations, it does not have the incentive of profits and losses to ensure that it carries out its mission. As public choice theory indicates and studies have demonstrated empirically, government agencies are much more likely to concern themselves with augmenting their budgets or pleasing key political actors who control their access to additional resources.9 One way to justify additional funding is to claim that a lack of funds explains the agency’s failures. This connection is one form of perverse incentives that government agencies face. Another, identified by Russell Sobel and Peter Leeson, is that government agencies have an incentive to avoid Type 1 errors (errors of commission) and therefore are more likely to commit Type 2 errors (errors of omission) (2006a, 6–7). Thus, they are likely to adopt a more cautious and conservative strategy, even if a less cautious one would yield greater net benefits to the public. FEMA’s tendency to be conservative and rule bound is endemic to its institutional environment, so that expecting its actions to display an agility and flexibility even close to the private sector’s is probably hopeless. It willingly tolerates greater Type 2 error because its overt, visible errors tend to be punished more strongly than its less visible ones. In addition, errors of omission form a more plausible basis for arguing that the agency needs more power and resources in order to act effectively. In contrast, errors of commission look more clearly like “mistakes” than the product of a lack of resources.


Private firms such as Wal-Mart have much more incentive to undertake reasonable risks and have no differential incentive to make or avoid either kind of error. Unlike government agencies, for which mistakes of all sorts are costly but getting the job done right has no specific payoff to decision makers, private-sector firms can profit by taking on risky projects successfully. The reward and punishment systems of the market process are largely immediate and powerful: if firms take the right action, they profit; if they do not take the right action, they may face losses. Because owners and managers themselves will gain economically from success in a way that bureaucrats do not, the market’s incentive structure leads firms such as Wal-Mart to calculate carefully the prospective net benefits of the options open to them. Errors of commission mean absolute losses and errors of omission mean lost profit opportunities, both of which such firms have essentially equal incentive to avoid, especially in the extremely competitive retail sector. Because private firms have owners who are residual claimants and who therefore gain and lose in step with the firm as a whole, they face much stronger incentives to meet customers’ and the community’s needs. Wal-Mart’s superior performance in Katrina illustrates this claim nicely.

Companies over Government – Disaster response 

Companies focus on the long-term, helping the communities and avoiding price-gouging. 

Horwitz, Economics Professor, St. Lawrence, '9
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Certainly part of Wal-Mart’s motivation for engaging in the relief effort in a comprehensive way was the long-term payoff for its profitability and reputation. This longer-term perspective is not available for government agencies such as FEMA, which suffer from the short-sightedness endemic to the political process. The planning horizon of the political process is often as short as the two-year cycle of House elections and certainly no longer than the four years of the presidential term.10 Every two years, agencies are always under the constant threat of new leadership, new priorities, reorganization, reassignment, or outright abolition. FEMA’s history of changing missions and being bounced around the bureaucracy has heightened the difficulties of its long-term planning and of its retention of any organizational learning it might acquire.


Profit-seeking firms are often criticized for supposedly being interested only in short-term gains, but private ownership as well as capital and equity markets assure that such firms have to take longer-term interests into account. This reality was clear during Katrina as the big-box stores chose to give up some potential short-run profits in order to gain in the long run and, in so doing, better served the community. A Home Depot executive commented that any profits it might lose in the short term were more than compensated for by increased customer loyalty: “If we can be there when a customer needs us most, we can win that customer for life” (qtd. in Ward 2005). Wal-Mart’s Jason Jackson noted that what ultimately matters for the company’s financial health is that “we will have a community to go back to in the end” (qtd. in Langford 2007). Long-run interests also worked against resort to socalled “price gouging.” As another Home Depot executive put it, “I can’t think of a quicker way to lose customers than price-gouging” (qtd. in Langford 2007). In fact, since 2004, Wal-Mart has had a corporate policy of instituting regional price freezes when hurricanes approach in order to avoid accusations of price gouging. Managers recognize that the company’s long-run profitability and its relationship with the community depend on skillfully navigating between a narrow short-run financial interest and a larger reputation in the community.

Companies over Government – Disaster response 

Rigor of the competitive marketplace makes companies effective at disaster response. 

Horwitz, Economics Professor, St. Lawrence, '9
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Aside from knowledge and incentives more narrowly construed, a broader explanation of Wal-Mart’s effective response to Katrina is that it operates in an extraordinarily competitive marketplace, and this environment is largely responsible for the way in which it has developed its resources, formed behaviors, and created routines that combine those resources and behaviors. Recent reports in the strategic-management literature have characterized the firm as a set of resources, a group of activities in which the firm engages, and a collection of routines that link the resources to the activities (Mathews 2006, 75).11 Routines are the various rules, procedures, behavioral patterns, and the like that define how a firm operates. As the name suggests, they grow from repetition and may become increasingly effective as the firm evolves. Effective routines allow the firm to engage in increasingly complex tasks essentially by increasing its capabilities, understood as the potential embodied in its resources. Rather than viewing the firm’s resources as a static collection of things, the emphasis on routines provides a “dynamic capabilities” perspective on the firm’s behavior (Teece, Pisano, and Shuen 1997).  The firm is not simply a collection of resources, but an institution that can learn to improve its own operation so as to enhance the productivity of those resources. Such organizational learning is much more likely to take place in a highly competitive environment where the organization is subject to constant pressure to improve its short-run efficiency and long-run capabilities. Organizations under competitive pressure will also be more entrepreneurial because they will be better able to apply their resources and routines to novel contexts.


Constant exposure to this sort of highly competitive environment has led Wal-Mart to develop a set of organizational practices that are honed to be efficient. Perhaps more important, these routines are so tightly matched to the company’s resources and behaviors that they are easily deployed in novel situations. The competitive pressure of the retail market has helped the company to develop organizational routines that are efficient at a point in time, while also ensuring that as an organization it can learn from novel situations and incorporate that learning into dynamically efficient meta-routines. The company’s employees know not only how to act effectively, but also how to learn how to act effectively. Its routines effectively embody its capabilities.


Wal-Mart’s successes during Katrina sprang from its learning in previous responses to hurricanes, but also from the everyday demands on its supply chain and distribution network to get goods to the stores that need them. The firm’s whole inventory-relevant technological infrastructure is geared to the quick movement of goods to stores and within them.12 Several authors have argued that its innovations in these areas are a key causal variable in the increased productivity of the U.S. economy in the late 1990s and may explain more than half of the productivity gains in the retail sector from 1987 to 1995 (Johnson 2002; see also Vedder and Cox 2006, 128–34).


Much of this efficiency has been developed through the “learning by doing” associated with the competitive marketplace. Just as individuals learn by being put in novel situations that require the application of existing resources and capabilities to new activities and that have a clear measure of success, so firms learn to develop routines to bridge their resources and activities in the competitive market. Environment matters because even if an organization has clearly defined activities and a set of resources to bring to bear on them, it will not be likely to develop the linkages between them unless it experiences genuine pressure to perform and innovate. Put differently, the more competitive the environment, the more likely it is that an organization will behave entrepreneurially with respect to both the world outside the organization and its internal structures. Wal-Mart’s experiences in a highly competitive industry have heightened its alertness to the unexpected and its ability to learn from its mistakes, both of which are key elements of effective disaster response.13 It has honed the agility and responsiveness that disaster experts would love to inculcate in FEMA and other government agencies. Those characteristics, however, are a product of the competitive market environment in which Wal-Mart operates, not of its organizational structure or of the quality of its leadership per se.

Companies over Non-Profits – Disaster response 

Private retailers already have the facilities and supply-chains to provide efficient disaster relief. FEMA and charities lack infrastructure and generate waste

Horwitz, Economics Professor, St. Lawrence, '9

[Steven Horwitz is Charles A. Dana Professor of Economics at St. Lawrence University and an affiliated senior scholar at the Mercatus Center. The Independent Review, v. 13, n. 4, Spring 2009, pp. 511–528. http://www.independent.org/pdf/tir/tir_13_04_3_horwitz.pdf download date: 10-28-09]
Operating in the marketplace also gives Wal-Mart an additional advantage over other organizations involved in disaster relief. Because relief organizations, whether governmental or nonprofit, do not operate in a competitive market context where they deal directly with their customers or clients on a daily basis, they have no need to create a large number of appropriately sized physical locations for any supplies they might wish to stock. In addition, on a day-to-day basis, they require only a small number of employees to take care of administrative duties. Only when disaster strikes do supplies and workers need to get to the affected areas. Private firms, especially big-box retailers such as Wal-Mart with numerous locations in highly populated areas, will already be present. Nonprofits or government agencies’ attempts to mimic this strategy would correctly be seen as highly wasteful because such attempts would involve keeping all kinds of supplies and employees sitting in multiple warehouses “just in case.” Such choices would be good examples of the sort of Type 1 error that these agencies wish to avoid because idle workers and spoiled, outdated, or unused supplies would be much more visible than the errors implicit in arriving after the fact. Because private firms have daily operations in the market, they have precisely the kinds of resources needed already in place to be converted to disaster relief if the situation arises.

These differences manifested themselves during the 2006 hurricane season. Susan Rosegrant reports on FEMA’s attempt to match Wal-Mart’s performance by stockpiling food and ice without coordination with private firms in anticipation of a busy 2006 season in the Gulf (2007b, 3). When the predicted busy season failed to materialize, FEMA had to “throw out some 279 truckloads of food worth about $43 million” (2007b, 3). In June 2008, the agency was forced to give away $85 million worth of unused Katrina supplies. In light of these developments, FEMA probably will not engage in strategies that risk such visible errors of commission again. By contrast, Wal-Mart always has resources at the ready because it needs to have them available for its day-to-day business. With ongoing markets to serve rather than only discrete, stochastic events to call forth their involvement, private retailers have the incentive and knowledge to maintain a constantly replenished stock of goods that may serve as vital resources during a crisis. Giving the private sector a larger role in disaster relief would eliminate the sort of waste FEMA created in 2006.

Enterprise Zones ↑ Jobs & Growth, ↓ Poverty 

New comprehensive USC study proves Enterprise Zone programs boost jobs and growth, decrease poverty

Jacobson '9

[By Evy Jacobson, "New Study Shows Enterprise Zones Work," February 18, 2009. USC News. http://uscnews.usc.edu/business/new_study_shows_enterprise_zones_work.html download date: 9-22-09]

At a time when California is still trying to pass its budget, enterprise zone programs may be on the chopping block as lawmakers debate whether these programs are working.

A new study by USC professors John Ham, Ayse Imrohoroglu and Charles Swenson reveals that these programs are indeed bright spots in areas lagging in economic development and employment in California and the rest of the nation.

“If you’re going to eradicate a program, you need to evaluate it on the number of outcomes and we found these programs had a positive impact,” said Swenson, a professor at the USC Marshall School of Business and Leventhal research fellow, who is an expert on state taxation. “It’s the only program we have that gives tax breaks and in a time of economic downturn. The last thing you’d want to do is cut a program that increases jobs and decreases poverty.”

Ham, Imrohoroglu and Swenson’s just-released study points to evidence showing that enterprise zone programs foster growth by creating jobs and increasing incomes, as well as reducing poverty and unemployment rates in these areas.

Based on research Imrohoroglu and Swenson reported in 2006, the new study includes complete data on both state and federal enterprise zone programs from 1980 to 1990 and 1990 to 2000. The precise data, taken from census reports and correlated to show the differences between enterprise zones and adjacent non-enterprise zones, looked at jobs, family income, unemployment rates, percent of households with wage income and poverty rates.

The new study also controls for county and national effects, and for the effects of some overlapping federal tax zones. In both studies, the professors found that for all criteria, enterprise zone programs had a statistically significant impact.

“For California, we found that enterprise zones increased employment by 2.2 percent and increased the fraction of houses with wage and salary income by 2.1 percent,” said Swenson, adding that the programs have had a positive effect for all categories in all states that have them.

An enterprise zone is an area defined by a state that is behind in economic development and employment opportunities while meeting a number of poverty criteria.

The state gives tax breaks to qualified companies within the zone to encourage economic development. Enterprise zone programs encourage job growth, job tax credits and capital formation with lender net interest deduction and sales/use tax credits for certain machinery and equipment. These zones have been criticized in the past as states have pumped billions of dollars into the programs.

Swenson noted that a recent study that claimed California’s enterprise zones aren’t working examined only jobs and was not able to detect growth as had the USC study.

The professors’ previous study, published in 2006 and commissioned by the California Department of Housing and Community Development, found that when compared to the rest of the state, enterprise zones had a 7.35 percent drop in poverty rates; a 7.1 percent increase in household incomes; and a 3.5 percent increase in salaries. Their work was cited by Gov. Arnold Schwarzenegger shortly after it appeared.

Ham is an economics professor at USC College. Imrohoroglu is chair of the Department of Finance and Business Economics at the USC Marshall School.

Empowerment Zones Solve 

Empowerment Zones boost employment, lowers poverty rates and crime 

Ramos ‘9

[By Amy R. Ramos, "Can Development Reduce Poverty?" February 13, 2009.  The online magazine Miller-McCune.com harnesses current academic research with real-time reporting to address pressing social concerns. http://www.miller-mccune.com/business_economics/can-development-reduce-poverty-991  download date: 10-19-09]

EZ Money?

With businesses from Lehman Brothers to Linens 'n Things having met their demise in 2008, and even wealthy households feeling the financial pinch, it may be hard to picture traditionally underserved inner cities as America's next hot investment opportunity, even as far-flung suburbs collapse under the weight of the subprime mortgage crisis. But the incoming administration of Barack Obama (who famously worked as a community organizer in economically devastated inner-city Chicago) has pledged to establish a White House Office of Urban Policy — and to implement a $800 billion-plus economic stimulus package for the nation.

There is precedent for significant federal intervention — and one needn't look as far back as the New Deal or even the Great Society to find it. As described by Busso and Kline, the federal Empowerment Zone program, authorized by Congress in 1993, was "a series of spatially targeted tax incentives and block grants designed to encourage economic, physical and social investment in the neediest urban and rural areas in the United States."

(Empowerment Zones should not be confused with enterprise zones, which states began designating in the 1980s. Enterprise zones ranged in scale from specific neighborhoods to areas hundreds of square miles in size and included a variety of benefits, including incentives tied to hiring and subsidies for business investment. Numerous scholars have found that enterprise zone designation did not significantly increase job growth or employment.)

The poverty rate in the 1990 census tracts that made up the first federal Empowerment Zones (in Atlanta, Baltimore, Chicago, Detroit, New York City and Philadelphia/Camden) was 45 percent. But according to Busso and Kline's research, EZ designation — awarded through a competitive process — benefited these communities. Comparing economic indicators in Empowerment Zone neighborhoods with those in communities whose application for EZ designation had been rejected or were accepted in later rounds of the program, Busso and Kline found that "EZs led to increases in local rates of employment on the order of four percentage points and roughly similar sized decreases in unemployment and poverty rates."

In successive surveys, businesses located in the zones also reported a significantly better commercial environment in the EZs —particularly with regard to crime and public safety. Although Busso and Kline found insufficient data to attribute these improvements definitively to EZ status, they allowed that it's "reasonable to suspect that the billions of dollars spent in these neighborhoods might have resulted in substantial improvements to their public safety, physical appearance and local infrastructure."

Job Creation Tax Credit – Boosts Jobs

Temporary Job Creation Tax Credit quickly brings 5 million new jobs 

Bartik and Bishop ‘9

[Timothy J. Bartik, Senior Economist at the W. E. Upjohn Institute for Employment Research. Ph.D. in Economics from University of Wisconsin-Madison. John H. Bishop, Associate Professor of Human Resource Studies, Cornell University. PhD in Economics from the University of Michigan. “The job creation tax credit,” October 20, 2009, EPI Briefing Paper #248. Economic Policy Institute.  http://www.epi.org/publications/entry/bp248/  download date: 10-28-09]

Given the extraordinary scope of the current economic crisis, no single policy can fully address the challenge of job creation. The American Recovery and Reinvestment Act has spurred job creation substantially, but the deterioration in economic prospects since it was passed demands a renewed focus on job growth in the near term.

A well-designed temporary federal job creation tax credit should be an integral part of the effort to boost job growth.1 Besides having broad-based, bipartisan political support, the best argument for a job creation tax credit is simply that it will create almost 3 million jobs in 2010 and over 2 million in 2011. Moreover, it will stimulate the entrepreneurial character of Americans by giving 6.5 million employers and millions more aspiring entrepreneurs a limited-time offer to expand their production or start new endeavors, at a discount. Because choices about whom to hire and what work they should do are left to independent decision makers who can act immediately, the credit will have just as quick an impact.
This paper outlines a version of this credit that aims to induce increases in payroll—either through adding new jobs or by increasing the hours or wages of current workers—and estimates its economic impact:

• A job creation tax credit that refunded 15% of new wage costs in 2010 and 10% of new wage costs in 2011 could create 5.1 million additional jobs in the U.S. economy over these two years.

• The net cost of the tax credit would be roughly $27 billion, or about $5,400 per new full-time-equivalent job created over these two years.

Why more jobs are needed in 2010 and 2011

The recession now under way is more severe than any since 1929. The collapse of the housing bubble and the financial panic of 2008 delivered a more intensive shock to the economy than the busts that initiated the Great Depression in 1929. In just 12 months from December 2007 to December 2008, household wealth fell 17%—five times the rate of decline during 1929. For months it seemed not unlikely that even industry leaders like General Electric and Chesapeake Energy might default on their debt. Expecting a decline in demand and limited access to credit, businesses raised cash by ruthlessly cutting their work forces, reducing inventory, and postponing planned expansions. Only massive government intervention—the reduction of short-term interest rates almost to zero, innovative quantitative easing programs (Federal Reserve policies to free up credit that go beyond ordinary monetary policy), and big increases in government spending —prevented the economy from spiraling down into a great depression.

Yet the recession has been much deeper than what was forecast when the planning for these efforts took place at the end of 2008 and early 2009. From the beginning of the recession in December 2007 until September 2009, the latest month of data, the employment-to-population ratio for persons 16 and over in the United States fell from 62.7% to 58.8%. Further, total hours worked in the private economy have fallen 8.6% as 8.0 million workers have lost their jobs and another 4.5 million have been forced to take part-time work because full-time work is not available.

Even if a recovery in economic output is already under way or will be soon, the employment-to-population ratio is unlikely to return to its December 2007 level for several years. In the past two recessions (1990-91 and 2001), the employment-to-population ratio did not increase from its lowest level by any significant extent for at least two years. Economists surveyed in September 2009 remain mostly pessimistic about the prospects of a strong rebound for jobs—they forecast nonfarm payroll growth of only 17,000 jobs a month over the next year. To put this number in context, more than 125,000 jobs are needed each month just to keep the unemployment rate from rising (Bernstein and Mishel 2008).

Today the Congressional Budget Office projects an unemployment rate of 10.2% in 2010, 9.1% in 2011, and 7.3% in 2012. In other words, in three years the unemployment rate will be about where it was in the middle of the recession.Clearly, job creation should be a top priority of policy makers right now, and a job creation tax credit is an efficient and effective policy option.

Design and implementation of the job creation tax credit

The job creation tax credit would be a refundable tax credit available to employers who expand the portion of their payroll that is subject to Social Security tax in 2010 and 2011.
What is the amount of the credit?

The tax credit would equal 15% of additions to taxable payroll in 2010 and 10% in 2011. The reduction in the second year is a response to two assumptions. First, improved employment conditions in 2011 will reduce the need for the credit. Second, as conditions improve employers who would have expanded in the absence of the credit will still be able to take advantage of it, so reducing the second year credit helps control its cost. Moreover, the higher credit in 2010 encourages employers to front-load their hires.

What is the credit based on?
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The credit is paid on increases in total payroll subject to Social Security taxes. So firms could receive the credit for adding new jobs, adding hours for existing workers, or simply raising pay.

Further, because the credit is based only on that portion of payroll subject to Social Security taxes, wage increases given to very highly paid workers (those whose earnings exceed the Social Security tax threshold of $106,800 in 2009) would not be eligible for the credit.

What is the base period to which payrolls in 2010 and 2011 will be compared?

The credit would be provided for any payroll expansions (not just new hires, as mentioned above) in a quarter relative to the same quarter a year ago. The credit could be claimed for payroll expansions relative to the base period starting in the first quarter of calendar year 2010. At the end of March 2010, employers would receive a tentative quarterly jobs credit based on how much their first quarter payroll exceeded their payroll during the first quarter of 2009. The tentative jobs credit for the second and third quarters of 2010 would be based on comparisons with the corresponding quarters of 2009. The tentative credit for the fourth quarter of 2010, however, would be based on a comparison with the fourth quarter of 2008.

The quarterly approach means that firms get their estimated jobs credit soon after paying their workers, thus providing relief for firms with cash flow problems. The approach also provides a natural way of handling the seasonal variation in employment levels.

The tentative amounts for each quarter and the actual amounts for the year would be reconciled based on the firm’s annual tax return.

The plan avoids using the fourth quarter of 2009 because it is likely that Congress will be considering this proposal during that period and so firms might have an incentive to cut employment before the start of the credit. Also, because new jobs added during November and December 2009 will not raise the baseline employment and payroll numbers to which 2010 and 2011 will be compared, people hired during those months will give the firm a running start on expanding their employment levels during the first quarter of 2010.

Which employers will qualify?

Employment expansion should be encouraged in as many sectors of the economy as possible. A broadly based employment expansion provides a greater variety of job opportunities for the unemployed, and all employment expansions provide a boost to economic output and tax receipts. But for the credit to be broadly available it must be “refundable,” that is, available at full value even to businesses that have no corporate or personal income tax liability as well as to non-profit organizations and state and local governments.

But any firm receiving the credit would need to be in a trade or business. This requirement means that families who directly employ nannies, tutors, housekeepers, and gardeners would not be eligible, but companies that provide landscaping, cooking, child care, and home health services would be.

How can the credit be implemented quickly?

Almost all U.S. employers currently file Form 941 to report their liabilities for Social Security and Medicare taxes and income taxes withheld for their employees. Adding a few lines to the form would allow a wage credit to be implemented relatively simply and quickly. Appendix D provides a brief discussion of one possible design for a wage credit program using Form 941.

Economic impact of the credit

The costs and benefits of the job creation tax credit are summarized in Table 1. We estimate that in 2010, 2.8 million jobs will be created by the credit, followed by 2.3 million in 2011. The net budgetary costs of the program are $13 billion in 2010 and $14 billion in 2011.

Conclusion

While the official trough of the longest recession since World War II may be here or near, it is clear that conditions in the labor market will be dire for years. The CBO has forecast that not until 2014 will the economy return to the pre-recession unemployment rate of 4.7%. Why would we accept this? Policy makers must make robust job growth a top priority.

The job creation tax credit can boost us out of this recession quickly and at a modest cost. It empowers 6.5 million employers to take the expansion plans they put on the shelf in November 2008 and start implementing them as soon as January.

The credit should be a key part of the policy mix if for no other reason than that it is especially effective when compared to other tax breaks offered to business in the name of job creation. Its effectiveness stems from its straightforward design: businesses only get the credit if they increase their payrolls, either through adding jobs, adding hours, or raising wages. Its effectiveness also makes its net costs cheap. In short, it belongs in a legislative effort in the near term to create jobs.

Job Creation Tax Credit – Boosts Jobs

Temporary job creation tax credit would spur millions of new jobs 

Bartik and Bishop ‘9

[Timothy J. Bartik, Senior Economist at the W. E. Upjohn Institute for Employment Research. Ph.D. in Economics from University of Wisconsin-Madison. John H. Bishop, Associate Professor of Human Resource Studies, Cornell University. PhD in Economics from the University of Michigan."Complementing recovery policies with a jobs creation tax credit," EPI Policy Memorandum #150. October 20, 2009. Economic Policy Institute. http://www.epi.org/publications/entry/pm150/ download date: 10-28-09]

The U.S. economy is currently mired in the most severe recession since the Great Depression. There are 15.1 million people unemployed, and the economy has lost 8.0 million jobs since the recession began nearly two years ago.

Policy initiatives already enacted, including the American Recovery and Reinvestment Act of 2009, have lessened the severity of the crisis and have likely prevented a worse economic collapse. However, we now know that the downturn that started in 2008 is much deeper than was anticipated. In particular, the magnitude of the gross domestic product (GDP) decline and the resulting job loss were greater than anticipated by both private and government forecasters.

While many believe that the overall economy has stopped shrinking in the third quarter (July through September), it is almost certain that employment will continue to erode for many more months and unemployment will remain unacceptably high for years to come. Projections suggest that the unemployment rate will remain at or near 10% through the end of 2010. Even if hiring does pick up, it would take at least 29 months of job creation above 500,000 jobs per month to regain pre-recession employment levels and to keep up with the growth of the labor force.

In short, without further action, there will be serious a jobs deficit for years to come.

This means that further steps are needed to directly address job creation. Traditional “stimulus” policy aims to spur the economy by boosting economic demand—either through direct government procurement, tax cuts/direct assistance to spur consumer demand, or incentives for firms to invest. The additional demand will boost output and job creation as firms hire labor to increase production. While these efforts are essential, they do not necessarily change the incremental cost to firms who may be thinking about hiring new employees. A comprehensive approach would also include a mechanism to more directly encourage hiring.

A tax credit for new job creation deployed over the next two years could complement these more traditional policies. According to our estimates, a tax credit for firms equal to 15% of expanded payroll costs would lead them to hire an additional 2.8 million employees next year. The cost of this program would be relatively low. Net revenue losses to the federal government would total an estimated $28 billion in the first year, but half of these costs would likely be recouped in lower spending on unemployment insurance, Medicaid spending, and other safety net programs.

An effective and comprehensive approach to job creation would include policies to both increase the demand for products as well as change employer incentives to hire new workers.

Job Creation Tax Credit

To encourage employers to expand their workforce, a tax credit for businesses, non-profits, and even governments that hire new employees over the next two years. This proposal adheres to several principles in the design. Such a credit would have to be:

1. Wide-ranging. The tax credit should be designed to stimulate a wide range of jobs across economic sectors and across all kinds of firms, regardless of size or current profitability.

2. Temporary. It should be of limited duration to encourage job creation when the labor market is weakest and to limit the cost to the treasury.

3. Large. It should be large enough so that it will lead firms to hire new employees, and cause a significant number of jobs to be created economy-wide.

4. Efficient. The tax credit should target new job creation as much as possible and not simply be a handout to businesses.

In line with these principles, we suggest a broad-based refundable tax credit for employers that expands their workforce in 2010 and 2011. In the first year the credit would be equal to 15% of the net increase in that portion of a firm’s payroll subject to Social Security taxes. In the second year the credit would drop to 10%. This would encourage firms to hire sooner rather than later, and would provide a significant incentive for expanded employment. Furthermore, this is a time period when new jobs are clearly needed.
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To ensure that the credit is most effective at stimulating new hiring and to ease implementation, the credit would be calculated as a percentage of the increment to firms’ Social Security payroll tax expenses over a base amount. We suggest using firm’s payrolls in the four quarters prior to enactment (adjusted for inflation), and calculating the tax credit based on the incremental increase in the expenses for payroll taxes paid. This could be implemented by providing the tax credit as part of the employers’ quarterly filing of their IRS Form 941, which they use to report Social Security and Medicare payroll taxes. Adding a few lines to the Form 941 would allow a wage credit to be implemented relatively simply. This credit would be refundable so even firms that are not profitable would benefit. It would also be provided quarterly so it would help firms’ cash flow immediately after hiring.

The credit should also be broad-based. The wage credit should be extended to all private firms, non-profit organizations, and state and local governments.

By applying the credit based on total Social Security payroll taxes, the credit would also reward expansion of work hours as well as employment. The credit should also be based on that portion of wages that is subject to Social Security payroll taxes to ensure that the credit does not apply to wages increases for very high wage earners.

Impact

The Job Creation Tax Credit as outlined above would have significant impact on job creation. Using estimates of how wage costs influence employer hiring, we find that the credit would lead to the creation of 2.8 million new jobs in the first year, and slightly less in the following year as the tax credit is reduced.

The cost of the program is relatively modest. The initial revenue loss from the credit would immediately be limited due to offsetting increases in revenue from corporate tax receipts and individual tax payments. We estimate the net revenue cost to be $28 billion in the first year, and $26 billion in the second year in the most likely scenario. However, the total cost to the government would be significantly less since greater employment also means less spending on social safety net programs like unemployment insurance, health care, and nutrition assistance. We estimate that these savings would total $15 billion in the first year and $12 billion in the second.

All told, the Job Creation Tax Credit would be a cost-effective way to create jobs. Average annual wages in the United States subject to Social Security taxes are about $43,000 per full-time employee, so a 15% credit, on average, provides employers with about $6,500 per additional worker. However, even in a down economy many firms find the need to expand their workforce, even without a tax credit. As such, much of the credit will inevitably go to firms that would have expanded anyway. Factoring in the revenue loss from jobs that would have been created anyway, the cost would be about $4,700 per net new job created in the first year. This compares favorably to other means of generating jobs and is certainly much more favorable than other business tax breaks, which typically have very low “bang-for-the-buck” in creating jobs.

Given the substantial costs of unemployment to individuals and the economy as a whole, a tax credit targeted at new job creation can be an effective part of a broad-based strategy to restore economic growth and create millions of new jobs. And these jobs are needed—the Congressional Budget Office has forecast that the pre-recession unemployment rate of 4.7% will only be reached again in 2014. This is simply unacceptable; policy makers must make robust job growth a top priority.

↑ Jobs = ↓ poverty 

Metro-wide job growth lowers poverty and boosts communities

Ramos ‘9

[By Amy R. Ramos, "Can Development Reduce Poverty?" February 13, 2009.  The online magazine Miller-McCune.com harnesses current academic research with real-time reporting to address pressing social concerns. http://www.miller-mccune.com/business_economics/can-development-reduce-poverty-991 download date: 10-19-09]

Even in an era when even some stalwart free-market thinkers are opining that only massive government spending can turn our economy around, just about everyone examining inner cities agrees that government is not the answer. Markets have a role, perhaps even a dominant role, in resuscitating urban hearts.

But in a time of financial turmoil, when banks seem reluctant to invest even in comparatively good risks, it may be natural to ask: Can development really decrease poverty?

Nonprofits like the Initiative for a Competitive Inner City and Washington, D.C.-based Social Compact highlight new kinds of data — beyond figures emphasizing poverty and deficiency — to spur private investment in these underserved areas. Their statistics underscore the economic opportunity to be found in these communities.

Addressing ICIC and Social Compact, labor economist Timothy Bartik told Miller-McCune.com, "Certainly it's hard to quarrel with anyone who's trying to improve the quality of information (about inner-city markets) so people are not operating on stereotypes." But Bartik, a senior economist with the W.E. Upjohn Institute for Employment Research in Kalamazoo, Mich., noted that "local labor markets are much bigger than neighborhoods" and expressed doubt that new inner-city businesses would pull many employees from the immediate area.

Although an ICIC analysis of nearly 100 of the nation's largest central cities from 1999 to 2006 shows that every 1 percent uptick in job growth in central cities was correlated with a 0.9 percent decrease in central city poverty, Bartik maintains that the percentage job growth in the broader metropolitan area is a more significant factor in alleviating poverty than job growth in inner-city neighborhoods.

Plus, the inner-city labor force requires "a lot more human capital intervention," he said. Bartik advocates programs to train inner-city workers in expanding fields like health care, increase their "soft skills" as well as technical proficiency and establish job-hunting networks.

As examples, he cited both nonprofits like San Jose, Calif.'s Center for Employment Training and San Antonio's Project QUEST , as well as government programs such as Portland, Ore.'s welfare-to-work initiative, JOBS.

Inner-city business development, Bartik has written, may be an effective means of relieving congestion and environmental strain in outer-ring communities and increasing tax revenues and amenities in inner cities. But it "is unlikely by itself to significantly increase the employment or earnings of the inner city poor."

Urban planner Lisa Servon concurs, telling Miller-McCune.com, "It's hard to do both economic development and poverty alleviation." Servon's own research on micro-enterprise — defined in the U.S. as businesses employing five or fewer workers and needing less than $35,000 in startup capital — underscores that difficulty.

Servon, the dean of Milano The New School for Management and Urban Policy, has written that starting a small business can lift individuals out of poverty; those businesses, in turn, provide stability and services for their communities. But, she acknowledged, "It's a pretty small group — maybe 3 to 5 percent" of low-income people for whom self-employment represents a realistic path out of poverty.

Servon insists that's not a reason to abandon the strategy. "You're not going to find a silver bullet," she cautioned. "It's going to be a range of solutions" that pulls inner cities back from the economic brink.

Enterprise Zones Fail - Empirically 

Empirically, Enterprise Zones failed in Los Angeles and Alabama

Murray '5

[By Brendan Murray, "Bush's Gulf Enterprise-Zone Plan Has Failed to Deliver Before," September 26, 2005, Bloomberg News, http://www.bloomberg.com/apps/news?pid=10000103&sid=a9lYjNqyN7G8&refer=us download date: 10-27-09]

President George W. Bush's main proposal for reviving the storm-stricken Gulf Coast has a history of failing to deliver on the promise of prosperity.

The Gulf Opportunity Zone that Bush outlined in a national address from New Orleans on Sept. 15 is the latest version of a Reagan-era idea for using tax breaks and other incentives to revitalize blighted urban areas. Backers of enterprise zones -- mainly Republicans, though they were also supported by Democratic President Bill Clinton -- argue that jobs and economic growth will flow into such areas.

In the two decades since such initiatives have come into widespread use, researchers have found little evidence they work very well. Critics say the main beneficiaries often aren't the people the zones are designed to aid, but businesses that end up with tax incentives for investments they would have made anyway.

``It's a politically efficient way to respond to people's need to do something,'' says James Spencer, a professor of urban planning at the University of Hawaii at Manoa and co-author of a study on the development zone set up in Los Angeles after riots there in 1992 damaged 10,000 businesses. ``The actual effects are very minimal, and they don't last.''

Bush's plan for the 90,000 square miles of Louisiana, Mississippi and Alabama declared a disaster area from Hurricane Katrina would double to $200,000 the amount businesses can deduct from their taxes for investments in new equipment. It also would provide a 50 percent bonus depreciation and make loan guarantees available. The benefits expire at the end of 2007.

`Work Extremely Well'

``We think it will work extremely well'' in the Gulf region, Al Hubbard, director of Bush's National Economic Council, said last week after Bush announced the plan, which must be approved by Congress. The administration hasn't estimated how much it would cost.

The White House wants to model the Gulf zone after the $6.1 billion New York Liberty Zone, created after the Sept. 11 terrorist attacks to help rebuild Manhattan. It let businesses reduce 30 percent of an investment's cost for depreciation and extended $15 billion in tax-exempt bonds for construction.

Unlike Lower Manhattan, home of some of the world's highest property values, the area affected by Katrina has long suffered from what Bush termed ``deep, persistent poverty.'' Edward Gramlich, an economics professor at the University of Michigan in Ann Arbor and a former Federal Reserve governor says enterprise zones often ``are used for trying to inspire business in depressed areas, and the tax benefits are great. But if the firm doesn't think that it's going to be a profitable business area, then you're fighting upstream.''

The Los Angeles Experience

The Los Angeles zone, covering downtown and the South Central neighborhood as well as parts of Long Beach, offered tax credits or deductions for hiring, sales, business expenses and interest from 1992 until it ended in 1998.

The program ``did not have a noticeable effect on total private sector investment when compared to the region as a whole,'' Spencer concluded in a research paper published in the November 2004 edition of Economic Development Quarterly. One reason was that six years was too short a span for new businesses to migrate into the area, the report said.

A broader 2001 study of California's 39 enterprise zones found that while they helped boost job creation, they also ``produced notably lower incomes than jobs in other areas.'' That's because while employers in the zones got tax credits for wages paid, the credits phased out at 150 percent of the minimum wage, creating a strong incentive to limit wages to that level.

`Padding Investor Pockets'

``We need some guarantee that the tax incentives and loans will be used for rebuilding and job creation, not for padding investor pockets,'' says Suzanne O'Keefe, an economist at California State University in Sacramento and co-author of the study.

Enterprise zones created in Mississippi in the 1980s brought a significant increase in jobs and helped lift rural workers out of poverty, said Jim Couch, an economics professor at the University of North Alabama in Florence, who co-wrote a report on the subject earlier this year.

However, in a January 2004 study, Couch found Alabama's enterprise zones were guided by local officials mainly to benefit wealthier communities rather than poorer ones.

``You get mixed results,'' Couch says. ``Politicians being politicians, they were very clever in how they designated the criteria for zones in Alabama.''

Enterprise Zones Fail - Empirically 

Empowerment zones spur fraud, don’t actually help the targeted area.  Miami’s zone empirically proves.
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[By Scott Hiaasen, "Funds used outside the poverty zones," Published: Oct. 1, 2007.  http://www.miamiherald.com/multimedia/news/povped/part5/zones.html download date: 10-28-09]

The Miami-Dade Empowerment Trust was founded to target nine specific neighborhoods with millions of dollars in federal and local anti-poverty money.

But over the years, the trust routinely bankrolled projects outside the empowerment zone boundaries, often at the urging of County Hall.

About $3.6 million has gone from the trust to nearly a dozen businesses or agencies outside the empowerment neighborhoods, records show.

These deals include $200,000 to the Hialeah Chamber of Commerce, a $150,000 loan to a North Miami television production company, and a $150,000 loan to an acupuncture clinic in North Miami Beach - more than seven miles from the nearest empowerment boundary.

The publisher of Image, a Christian youth magazine, was expected to move from South Miami-Dade to the Overtown empowerment area after receiving $25,000 in grants, records show. Instead, the company moved to Georgia. Owner Fatima Hall declined to comment.

An international free-trade foundation in the ritzy Biltmore Hotel in Coral Gables received $300,000 - but it never did anything for the empowerment zones.

FEW RESTRICTIONS

Instead of using federal dollars - which must primarily benefit the empowerment zones - the trust financed many of these deals with county money, records show. While some county grants to the trust were for specific projects, millions of dollars have flowed to the agency with few restrictions since 2000.

County Manager George Burgess said he didn't know why county tax dollars were leaving the confines of the empowerment zones, or whether the county imposed restrictions on all grants to the trust.

Steering money outside the empowerment zones runs counter to the intent of the program, said Bruce Nissen, a professor with Florida International University's Research Institute on Social and Economic Policy.

"The purpose of an empowerment zone is to empower a certain community," Nissen said. "How could that possibly empower the community?"

Trust officials refused to comment.

The U.S. Department of Housing and Urban Development selected Miami-Dade for the empowerment zone program based largely on the high levels of poverty in nine Miami-Dade neighborhoods: Allapattah, East Little Havana, Liberty City, Melrose, Overtown, Wynwood, Florida City, Homestead and Miami's Central Business District.

HUD allows the trust to finance projects outside the empowerment zones, but federal rules say that any projects receiving HUD money must primarily benefit the zones - with jobs set aside for zone residents, for example.

COMMISSIONERS' ROLE

County commissioners, however, imposed no such restrictions when they approved $770,000 from a county-backed Empowerment Trust fund for three companies outside the zones: $500,000 to the Haitian Broadcasting Network, a Miami radio broadcaster; $170,000 to a Carol City diaper store; and $100,000 to the North Miami Beach acupuncture clinic. All three ventures failed.

County officials also steered $300,000 through the trust to the Florida FTAA Foundation in the Biltmore Hotel between 2003 and 2006, records show. The foundation's director, Brian Dean, said he was unsure why the county money came through the trust. His agency has no programs that specifically target empowerment zone neighborhoods.

The FTAA Foundation is aimed at promoting Miami as the headquarters for the Free Trade Area of the Americas pact. Much of the nonprofit's spending has gone toward trade missions or other travel, including a trip to President Bush's second inauguration, records show.
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"I cannot speak to the rationale" of the trust funding, said Dean, who joined the foundation last year. "I presume there is one."

County officials believed the FTAA headquarters would help bring jobs to the empowerment zones, said Victoria Mallette, spokeswoman for Miami-Dade Mayor Carlos Alvarez. But today there is no headquarters - the FTAA talks have been stalled since 2005.

DATA ON JOBS LACKING

The trust's files often don't show whether its projects have created any jobs, let alone whether the jobs went to empowerment zone residents.

A $150,000 loan was awarded to Bato Productions, a television production company, to create eight new jobs. The company had an office in the Wynwood empowerment zone when the loan was approved in 2004, but the office moved to North Miami the next year, said co-owner Tamara Philippeaux.

Philippeaux said she has hired two new staffers and four part-timers with the loan - not the eight first promised. She doesn't recall ever being asked whether her employees lived in an empowerment zone.

"I don't think that ever came up,'' she said.

Philippeaux said she provided the trust with receipts for cameras and other equipment she bought with the loan - although the trust could not produce any receipts when asked for all paperwork on the deal.

NO EMPLOYEES

Records show that Hidden Curriculum Education, a company offering college prep classes, was supposed to hire new workers as part of a $100,000 business loan in 2004. The company opened an office in Brownsville, but owner Rozalia Williams moved out because she didn't feel safe there at night, records show.

Williams now runs the company from her condo on South Ocean Drive in Hollywood. Last year, Williams reported to the trust that her company had no employees, records show. She did not return phone calls seeking comment.

DEFAULT ON A LOAN

The trust's loans to the Healing Edge Wellness Center in 2003 were designed to help start up the "alternative healing'' and accupuncture clinic in North Miami Beach. The business closed, defaulting on a $100,000 trust loan, records show.

The trust loaned the company $50,000 more, but the agency could not explain what happened to that loan, or provide evidence that it was repaid.

The owner of HealingEdge, Josette Zamor, has not returned phone calls.

The trust told HUD that it provided job training for 100 people and placed 25 in jobs with a $200,000 loan to the Hialeah Chamber of Commerce - also outside the empowerment zones. But the trust has no records to show that any jobs were created.
Enterprise Zones Fail

Programs do not help those in poverty even when apparently successful overall – structural and social causes of poverty remain 
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[Mark Reutter, Business & Law Editor, News Bureau - University of Illinois, "Track record of anti-poverty 'Enterprise Zones' is mixed," February 20, 2006, http://news.illinois.edu/news/06/0220ez.html download date: 10-19-09]

Since Ronald Reagan’s presidency in the 1980s, attempts to alleviate poverty have shifted away from urban renewal and centralized government planning to so-called "market-based solutions."

These efforts include Empowerment Zones and Enterprise Communities, programs that seek to lift families out of poverty through market expansion. As part of these programs, tax credits are given to businesses that create jobs and spur development in designated low-income areas.

But the verdict on these programs is decidedly mixed. "Although economic growth has occurred within the targeted areas, the beneficiaries of these initiatives have largely been private businesses and investors who have taken advantage of the tax incentives offered," Jennifer Forbes, a law student at the University of Illinois, concluded.

The idea of enterprise zones originated in England in 1979 under Prime Minister Margaret Thatcher, Forbes wrote in the latest issue of the University of Illinois Law Review. Modeled after free-trade districts in Hong Kong, the zones were designed to lure large and mid-sized corporations into abandoned industrial and mining areas. Despite tax breaks and eased restrictions on land use, few industries took up the government’s offer, and the program was considered a failure.

The ideological underpinnings of tax credits nevertheless made their way to the U.S., championed by the Reagan administration and former Republican U.S. Rep. Jack Kemp. While Congress balked at creating so-called "EZs" during the 1980s, nearly all state governments implemented some form of low-tax zones for depressed urban and rural areas.

The 1992 Los Angeles riots prompted the federal government’s entry into the enterprise business. Generous tax incentives, which could be deducted from corporate-tax bills, were offered to businesses that located or expanded in designated zones and hired "qualified zone employees."

Examining the record of EZs in Baltimore, Chicago and Philadelphia, Forbes reported that only the Baltimore program generated positive economic growth. Between 1993 and 2003, the zone posted a 108 percent increase in the number of local residents employed and a 158 percent rise in the number of locally run businesses.

"In spite of the noteworthy successes in Baltimore, it is still unclear whether the progress is sustainable," the article stated. Only half of the residents who were in job-training programs sponsored as part of the program were still working two years after the legislation creating nine national EZs and 95 ECs (Enterprise Communities) expired in 2003.

Moreover, the growth rates within Baltimore’s EZ were uneven. In the southeast part of the city – largely white and already undergoing gentrification – private investment totaled $400 million, while only $50 million in private capital was recorded in black West Baltimore. Whole blocks of the latter were still boarded-up and derelict when the program ended.

President Bill Clinton signed the latest national effort, known as the Community Renewal Tax Relief Act, into law on Dec. 21, 2000. So far, the program has offered $15 billion in tax credits to private Community Development Entities (CDEs) certified by the Treasury Department as providing "capital or technical assistance to disadvantaged businesses or communities."

Investors often have combined these tax credits with historic-district tax credits because many U.S. historic districts are located in impoverished inner-city census tracts.

"Under this ‘twinned’ tax approach," Forbes wrote, "the investor benefits from a greater New Markets Tax Credits (NMTC) yield, and the historic tax credit developments benefit from increased equity."

Many awards, for example, have been granted to the National Trust Community Investment Corp., a for-profit subsidiary of the National Trust for Historic Preservation, and to groups restoring abandoned buildings, such as $767,000 for the Dia Beacon Art Museum near Beacon, N.Y., and $9 million to rehabilitate the Hippodrome Theater in Baltimore.

Forbes faulted the program’s bias toward historic preservation at the expense of offering low-income families opportunities to improve their job skills and establish their own businesses.

"Residents of inner-city neighborhoods live in isolated enclaves delimited by a history of residential segregation, federally sponsored mortgage red-lining, racially disparate zoning practices and spatially concentrated public housing," the article noted.

"By using low-income census tracts as boundaries to target tax incentives, the NMTC programs reinforce this spatial isolation without challenging the underlying structure that creates these boundaries. Driven by capital investment and the goals of economic development, the programs fail to promote the social change necessary to support sustainable communities."

NMTC-subsidized projects could be structured to create financial incentives for investors to improve the "human capital" of poor families. For example, projects that offered job training or child care to residents could receive more tax credits. "This would result in a greater return for the investor, and residents will become invested in a project if they can see how it will eventually benefit them," Forbes argued.
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