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Kemp and Carcia also propose to replace the reduc-
tions in social.security taxes with refundable Targeted
Jobs Tax Credirs and employee tax credits. Thelligi-
bility criteria for zone designations are broadened"to
be comparable to UDAC "pockets of poverry" and ro
allow localities more responsibility in rhe setting of
enterprise zones bou ndaries.

To help provide financing for zone businesses,40
percent ot tnterest income on zone business loans
would be tax-exempt, similar to an automatic indus-
trial revenue bond. The moil important change. per-
haps due to concerns voiced by urban Interert
groups such as NAACP, the League of Cities, the
Conference of Mayors and others, is lhat the enter-
prise zones is.not designed to replace existing jobs,
housing, or urban development programs like CETA,
UDAC, and EDA, but to be a complement ro existing
proSrams.

Even after_all these changes, however, the primary
strategy of the enterprise zones proposal remaini
consistent. The focus is on the creation of jobs as the
most effective means of battling the social and eco-
nomic ills of the city. lt is expected that a person with
a meaningful job that pays a decent wage will have
the relf-confidence and capability to take care of his
own housing, medical care, or schooling problems.

For long-term economic stability, iobs should be
created in the private not public sector. Citing recent
studies..like the Birch report from MlT, "Enterprise
Zoner:' say that incentive\ should be targeted to
the particular needs of new and small br]sinesses
since they are the source of the greatest number of
new jobs. The enterprise zones also seek to create
the right environment for business and job growth
purely through tax incentives, or as supplyisiders
like to call it the elimination of tax disincentives,
rather than the more traditional direct Federal sub-
sidies such as job training, public improvements and
fin a ncing.

The "Urban Jobs and Enterprise Zones Act" draws
its strength and weakness from this focus on urban
revilalization through the provision of tax breaks to
generate private sector growth and the creation of
jobs. The strong tax relief and business growth orien-
tation gives the Act a tremendous basis of support
both in Congress and the White House. Enteiprise
Zones is the only new urban revitalization initiative
that older cilies can hope for in roday s political
climate.

Unfortunately it is this same single-minded, simplistic
orientation that does not bode well. This countrv has
been active in the urban renewal business for more
than three decades and we've learned that the city is
a complex environment of interwoven cultuies
where physical scale affects social life-styles and vice
versa. Urban problems interlock as well. A good edu-
cation is essential tojob training; a solid home en-
vironment is important for successful schooling.

The best and most successful development practi-
tioners know that complex urban problems require
comprehensive multifaceted solutions, nol charac-
terirlics of the Enterprise Zones and Reagan urban
policy.

Austin J. Jaffe presented a criticism of the role of
optimal holdinB periods in real estate analysis to the
readers of Rea/ fstate tssues in "Optimal Holding
Period Analysis: Much Ado About Not Much."r Jalfe
concludes that "since changes in the holding period
have been found to be relatively insignificant, the
recent attempts to identify, measure, and analyze the
optimal holding periods for real estate projects near-
ly becomes a futile exercise."2 Jaffe's conclusion that
the importance of optimal hold ing period analysis f or
decision making is barely worth the effort, if useful at
all, is based on an analysis by Messner and Findlayr
and on his own research.a

The main purpose of the Messner and Findlay paper
was, as I see it, to introduce the FMRR technique.
That and subsequent papers suggest lhat a use of
FMRR may be to identify optimal holding period.
laffe's own quote may suggest the importance of the
role of investment abandonment in real estate de-
cision making. He quotes: "From this analysis, we can
say that an investor planning to hold the propeny 15r
three years would optimize his position ... The
Breater the spread in years, the less important are
exact knowledge of the investor's circumstances or
market conditions at the optimal moment of
d isposition. ":
lnvestment decision making is a trade-off between
the holding period of an investment and its income
producing life. As the difference between the time
horizons becomes larger, risk increases and should
be offset by increased return.

Trainer, Yawitz and Marshall show this for Iixed-
income, fixed-principal securities.6 They showed an
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absolute risk in rate of return of up to 8-15 times for
holding periods unmatched to security lives. (The
risk measurement is the mean absolute value of
unanticipated changes in return over the holding
period.) ln their example, a 50 percent change in

holding period, by a reduction from 10- to 5-year
holding periods for a 30-year security, yields a 49 per-
cent increase in risk. lt is assumed that such an in-
crease in risk would underscore the importance of
holding period analysis. The parallel nature of
30-year securities and real estate investments is im-
portant in terms of durability of the investment ve-
hicle and the timing of abandonment decisions. The
fixed-principal nature of the security is quite differ-
ent from real property inveslments.

This last point elicits a comment about Jaffe's model.
Jaffe has described a bond-type investment, and he
includes depreciation, debt considerations and
income tax considerations. The model does not,
however, allow for any changes in income except for

tlaws Of The Concepl
Few critics of the enterprise zones concept oppose its
principal goals of stimulating business growth in
distressed inner city areas and providing new iobs for
needy people. Economic development and the crea-
tion of private sector jobs were the centerpiece of
the Carter urban policy. Many liberals support rhe
enterprise zones strategy of using the U.S. tax code as
a weapon to fight urban decay.

Robert Embry, lhe past assistant secretary of HUD
for community development and a chief architect of
the Carter urban policy, can detail the elforts of the
previous administration to end tax policies such as
the lnvestment Tax Credit that encouraged business
to abandon cities in favor of new plant dlvelopment
in suburban areas. The l0 percent lnvestment Tax
Credit for renovalion of commercial buildings which
are at least 20 years old, and accelerated amoitization
provisions for rehabilitation of certified hisroric
slructures, .made a first step toward encouraging
reuse of deteriorated inner city buildings. Thui,
"place specific" tax incentives as proposed by the
Enterprise Zones Act would be a major step forward
for urban redevelopment.

The great criticism of enterprise zones as the center-
piece of Reagan's urban policy is that the zones are
nol only the centerpiece, but practically the enlire
Reagan urban policy, with lhe exception of home-
steadinS. Homesteading, where homeowners buy
a vacant, deteriorated house for $1 in return foi
a commitment to renovate and live in the house
themselves, became in 1974 one of the tederal "cate-
gorical" programs so disliked by the Republicans.
Over 60 cities have experimented with varying suc-
cess with homesteading. When Reagan announced
during the first Presidential debate rhat homestead-
ing was his remedy for urban blight, knowledgeable
analysts were stunned by his apparent ignorance of
lhe. fact.that homesteading was not a new concept
and by the inadequacy of the program as a compre-
hensive solution to complex urban problems. Embry,
who directed in Baltimore what is widely acclaimed
as the most successful homesteading program in the
country, calls the concept "nice" but limited and
only a tiny component of an overall urban redevel-
opment policy.

Despite belated claims by the enterprise zones bill's
sponsors Kemp and Carcia that the "Urban Jobs and
tnlerprise Zones Act" is a complement to existing
programs, lhe intent is to present enterprise zones ai
lhe grand new solution. On a larger'scale, just as
Enterprise Zones is the new Reagan approach to city
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the decreasing tax deductibility of the debt service
payments, creating a nearly {ixed-income status.
More importantly, the model does not allow {or a

change in the eventual selling price of the asset, that
is, treats il like a fixed-principal security. The reader
may be misled and believe that IRR is insensitive to
holding period when one cannot draw that conclu-
sion Irom the data given. What Jaffe presents is a
case of apples, from which he concludes that the
presence of oranges is unimportant. Trainer, Yawitz
and Marshall deal with the situation described in
Jaffe's model, bond-type investments, but extend the
analysis to recognize price changes.T

One may simplify assumptions, but it is not okay to
assume away the problem for purposes of simplifying
the model. The analyses criticized by laffe do not
assume that real estate is a fixed-principal security.
Perhaps there is a lesson to be learned from those
analysts, the portfolio managers, and the financial
managers. We have not learned, however, from the
sensitivity analysis ol a situation that is constant..laffe
has resolved little regarding the importance of the
analysis of optimal holding periods.

The bottom line? The jury is still out on the impor-
tarrce and the cost effectiveness of optimal holding

period analysis for real estate decisions. The key
problem is an analysis that can disaggregate the ef-
fects of changes in various inpul variables simultane-
ously using a simulation approach. This is a difficult
problem, yet one that should be addressed prior to
drawing conclusions on any single factor specified in
the analysis.

Over the last few years the Federal programs that
played a key role in Baltimore's revitalization - the
Urban Development Action 6rant program, the Eco-
nomic Development Administration, the Com-
prehensive Employment & Training Act and the Small
Business Administration to name a few - pumped
literally hundreds of millions of dollars ol economic
development assistance into the city. Today this array
of Federal suppor(, a victim of the Reagan Admin-
istration budget, is on the verge of collapse. EDA
and UDAC are to be eliminated entirely; CETA and
the 5BA are to be reduced to a vestiSe of the pre-
vious e{fort.

Eackground On Enterprise Zones
Out of this radical retrenchment only one new
initiative is a possible new Administration urban pol-
icy: enterprise zones. First presented in this country
in 1980 by Stuart Butler of the conservative think-tank
Heritage Foundation, the basic concept of enterprise
zones is to "green line" distressed areas of our inner
cities by providing a host of tax incentives and by re-

ducing government regulation. This would create
what Butler called "pioneerinB in the inner city:" the
Browth of small business, creation of jobs, and in par-
ticular the stimulation of entrepreneu rship.

lntroduced in Congress last year by the partnership
of the ex-quarterback "supply sider" Republican
from Buffalo, jack Kemp, and the liberal Democrat
from New York City, Robert Carcia, "The Urban Jobs
and Enterprise Zones Act" is soon due for reintro-
duction. The '8"1 version that was introduced June 11

is substantially improved over the somewhat primi-
live original version. Kemp and Garcia deserve much
of the credit for making a major effort to solicit ad-
vice on the enterprise zones concept from a wide
range of local elected officials, urban development
prolessionals, community organizations and business
groups.

The new bill responds to many criticisms raised. A
complaint voiced by the NAACP is "gentrilication,"
the claim that middle-class home renovators ol
inner-city neighborhoods displace poor residents.
The response was anti-speculation provisions and tax
incentives for construction of low income rental
housing. The National League of Cities raised the
criticism that jobs won't go to those most in need;
the response was that businesses would be required
to hire 40 percent of their workers from those
who are "CETA eligible" in order to receive tax
breaks. The National Conference of Mayors ob-
jected that property tax reductions proposed were
neither legally nor politically feasible; the response
to this was to drop the property tax reduction fea-
ture and substitute a more flexible local com-
mitment. Now cities could streamline zoning
and building regulations, build streets and sidewalks
or provide financing. Private orBanizations could
offer technical assistance to new zone businesses.
Funds Ior this local commitment could come from
other Federal gra nt programs.
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