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Urban Enterprise Zones
&
Inner City Growth

With President Reagan proposing substantial cuts in urban

programs, many have expressed grave

concern over the future of the inner cities. But while most of the public focus has been on the

proposed cuts,

the Reagan administration has been developing an entirely new urban policy with

substantial prospects for success in reversing the fortunes of declining inner city areas.

Stimulated by the intellectually charismatic Rep. jack Kemp (R-N.Y),
for the designation of depressed inner city areas as “Enterprise Zones,”
at the federal, state and local levels would be dramatically reduced.
these reductions would then hopefully spur sharply increased private
leading to their redevelopment and revitalization.

activity within the zones,

the new policy calls
where taxes and regulations
The incentives resulting from
investment and economic

The Enterprise Zone concept embraced as the centerpiece of this new Reagan urban policy
is based on an entirely fresh paradigm of thought concerning urban economics. The old approach to
the inner cities was based on two elements— subsidy and central planning. This involved taxing
away some of the hard earned income of workers and producers to give subsidies to poor inner city

residents, maintaining or increasing

cratic urban renewal projects and other central

economic activity.

their economic dependence. It also involved mass ively bureau-

planning tools aimed at redirecting existing

The new Enterprise Zone approach is instead based on wealth creation and decentralized

market processes. Instead of subsidy,
and economic growth, such as taxes

it focuses on removing government barriers to wealth creation
and regulations. And instead of central planning, it seeks to

create a general climate of open markets where entrepreneurs and economic activity could Hourish.
The goal is to bring the urban poor, as well as the inner city geographic areas in which they live, into
the mainstream of the economy. These individuals can then create, produce and earn their own
incomes and inner city revitalization can be financed through inner city economic growth.

ICEPS recently brought together a panel of experts on this new urban approach to speak toa
luncheon audience of New York City academic, business, media and civic leaders. A transcript of

the proceedings is reprinted below.

George Gilder —Welcome to the ICEPS series “Op-
tions for the 80s.” One of the key options, as we
gather, is the launching of urban enterprise zones. It's
one of the major themes of policy for the new admin-
istration with relation to the cities. To chair the ses-
sion, we are fortunate to have James Ramsey, who is
Chairrnan of the Economics Department at New York
University, a major theorist of econometric econom-
ics, and aiso an expert on energy policy, who has at
the same time come to focus on the problems of spe-
cialized markets in the big cities. He also, I'm told,
even teaches undergraduates. $6 I'd like to turn over
the meeting to Professor Ramsey.
James Ramsey—Thank you. On behalf of all the
guests here, as well as myself, | would like to thank
George and Bill Hammett and the other members of
iCEPS for this opportunity to have a delightful funch-
eon in elegant surroundings, even at the heavy cost of
having to listen not to just one but five speakers,
charming and informative as they are. Nevertheless,
duty calls and the goodly turnout tuday is testimony
to our dedication and public spiritedness. We may al!
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congratulate ourseives on our forswearance of alter-
native opportunities. The issue is important and the
moment of discussion is timely.

Now;, there is—and this is something for a guide for
listening to five speakers with disparate backgrounds
~~a major central theme in the discussion by the
speakers. All the speakers believe that they have
learned essentially two fundamental lessons. First, a
decentralized market-structured process for making
decisions does in fact produce what people want
when and where they want it, and—surprise, sur
prise—with minimal cheating.

- Now, it's recognized that there are problems with
markets having to do with what economists call “the
concept of externalities.” Pollution is the classic
example, of course, but with these people who are
recommending enterprise zones, there is also the
recognition that in ail but a few cases, market struc-
tures can be easily created which internalize the
externalities and enable the market process to func-
tion in a facile manner and account for potential
problems of such things as polfution. This may be of
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The traditional economic policies that we have used
to deal with the problems of the urban poor

have not worked.

some surprise to some members of the audience. Asa
part of this it is recognized by the members of the
panel that a decentralized market process releases
enormous amounts of human energy and ingenuity,
and it is this concept that has so much of the appeal
to sa many people who are contempilating the idea. it
converts a society from one characterized by people
sitting around waiting for someone else to do some-
thing to one characterized by great activity and
enthusliastic innovation.

The second thing recognized by members of the
panel and those who are investigating the concept of
enterprise zones--which is something that stifl needs
debate, discussion and elaboration— is that, while we
al understand the deleterious effect of special in-
terest legislation--we all understand those prob-
lems—what we are now beginning to recognize is
that often weil-intentioned legislation, humane legis-
lation, kindly-meant legislation, frequently makes the
situation addressed far worse. For example, legisia-
tion to be ‘fair to small refineries led to creating a
clientele of smail refineries whose sole inefficient
existence was due to the enabling legislation. We all
lost on that one. Legisliation to aid the poor, the
fatherless, homes, etc. —aibeit inadvertently and not
by design in terms of what people intended —often
increases the poverty of the poor and adds to the
number of homes abandoned by fathers.

Finaily, a caveat. To avoid arguments at cross-
purposes, no one here, 1 trust, is recommending enter-
prise zones on the basis of simple-minded textbook
notions of pure or perfect competition, which are un-
realizable, in fact, and even, indeed, in principle. We
are dealing with a dirty, “nitty-gritty” world of high in-
formation costs, high transactions costs, consumer ig
norance, producer mistakes, producer etrors and
gross incompetence. What is not being advocated is
something akin to jungle warfare—nor chaos, nor
irresponsibility. All concepts of enterprise zones are
based on notions of orderly markets, the enforce
ment of contracts, and all property rights, Cheaters
must be punished for cheating. All must be respon-
sible for their actions, Markets only perform effec-
tively, indeed, when social order prevails, It is in-
tended that the idea of enterprise zones will lead to
orderly markets. And this is a point on which there
might well be some debate. Do or do not the concept
of enterprise zones lead to orderly markets! So
without further ado—and this is background as you
go through the speeches of five different people—let
us begin.

My first speaker is my good friend Al Rabushka. Al
Rabushka is a Senior Fellow of the Hoover institution,
and he’s written or edited apparently a total of nine
books now, including Hong Kong: A Study in Eco-
nomic Freedom and you all know about his film. His
major field of interest is British history, particularly
the period of the Industrial Revolution, and so as a

political scientist who, as | said, has been associated -

with economists for some time now, and without fur-
ther ado, 1 now give you Alvin Rabushka of the
Hoover Institution.

Alvin Rabushka— Thank you. Let me begin by telling-

you that the idea of enterprise zones in its more con-
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ceptual form is not a new one. it’s an old one. In fact,
as I've searched back through history, I've tried to
compile a list of examples that would be enterprise
zones. The oldest one that | can find goes back to 166
B.C., which lasted for about 97 vears, with an inter-
ruption, to 69 B.C. it was the island of Deves. Fm not
going to go through the long and complicated history
of the Fastern Mediterranean in the second century
B.C., save to tell you that the island of Rhodes was the
dominant commercial power and derived its reve-
nues from a very small harbor fee were it to provide
various kinds of harbor services to trading vessels in
the area. And due to some wars between the Persians
and the Romans, which the Romans won, the price
the league of powers in the Eastern Mediterranean
paid was that the island of Devos was ceded to
Athens with the proviso that no taxes could be im-
posed on its inhabitants. In one year the revenue col-
lections which the island of Rhodes had at approxi-
mately one million drachma fell to about 150,000
drachma, and Devos became for almost a century the
dominant port in that whole part of the Mediter-
ranean; 20,000 Itatian families came and the pros-
perity of the place was extraordinary and remarkable.
Quite a bit has been written on it. | cannot find an ex-
ample of a complete, pure, real, no tax, nonregulated
economy before it,

“Given the city’s ability to foul things up,
would you suggest putting into the na-
tional legislation something to prevent
cities from abusing the concept?”

Now, | don’t want to run you through ail the other
examples save to tell you that Antwerp in the 15th
century was very similar. If you look into the eco-
nomic structure of Antwerp you find the most pros-
perous city in the whole of Europe, from about the
1480s up to the Spanish pillage in 1576. | can't
guarantee these things last forever, but during their
periods you do find live examples of nonregulated,
lively to lowly to nontaxed areas with tremendous
economic dynamism, full employment, high stand-
ards of living, goods and services available. The cur
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The assumption used to be that areas of urban blight
suffered not from too little private enterprise, but from
too little public enterprise and public attention.

rent examples really derive out of the British empire
~places like Hong Kong and Singapore, Gibraltar,
some past examples which are no longer territories of
Britain like Malta, the lonian islands, etc.—wherein
the British, upon establishing them, simply declared
them free ports. That is, they were areas that were
simply untaxed, There were no duties, there were no
import taxes, no export taxes, no income taxes. And
these territories have produced the modern examples
of Hong Kong and Singapore which we see as the
most dynamic, full employment, high income econo-
mies in the Far East.

But, more important, and now germane, 1 think, to
the idea of the enterprise zone, is the post:World War
Il phenomenon of what we can call the “free trade
zone,” “the export processing zone” —there is a ser-
ies of labels—and they really begin in their full glory
in the island of Taiwan in 1966 where the government
established an export processing zone that, in effect
efiminated by a stroke of the pen sales taxes, com-
maodity taxes, all corporate income taxes for eight
vears, all customs barriers, all exchange controls
regulations, all red tape. They only created one
square mile, but the one square mile was able to
generate seven percent of the country’s foreign trade,
The surplus on the balance of payments from that
trade was equal to the entire deficit on the rest of the
country’s foreign trade, It created 50,000 jobs in a
matter of three years— all at rapidly rising leveis. This
concept was so successful that they created, in fact,
an exhibition hall to which pecple from other coun-
tries could come to learn how to set them up.

Several years ago there was an election in Sri Lanka
(formerly Ceylon) in which the new government
decided it had to move away from what had been the
better part of 27 years of stagnation on a Socialist
model. To do so, they decided to move in the direc-
tion of incentives and exemptions. So they set up an
export processing zone in Sri Lanka. To ensure that
capital would move in and jobs would be created,
they established what ! would call unprecedented tax
incentives, which include, for example, 100 percent
tax holiday for up to 10 years on all personal and cor-
porate income, no limits on equity holding by any
class of investor, free transfer of shares, no tax or ex-
change controls, no tax on dividends, no import
duties, no barriers, na capital controls. It is almost the
very perfect model of the purest free economy you
can imagine. And it has literally contributed to turn-
ing the country around. Economic growth rates in the
two years after these zones were established are dou-
ble what they were before, job creation has been in
the tens of thousands, the country is considering
establishing two more of these zones in other parts of
the country. So what you have had is a vehicle that
combines economic growth with job creation—
largely through the concept of a free trade zone or an
enterprise zone as you would which is really applying
to a part of a country an economic system that we
find in places like Singapore and Hong Kong in much
mare full-blown form. But anyway, there’s vour
history, and | think I've saved you some minutes.

Ramsey - Well done, Al. Are there points of clarifica-
tion?

*. APRIL 1981

Thomas Jones, Merrill Lynch— With the idea of a free
enterprise zone or a free trade zone, | think you can
go through history and find all sorts of examples, it
seems to me that the attributes and success of those
particular examples are due to the fact that there has
been concentration both politically and government-
ally from a community standpoint on making these
zones wark and become successes. However, if you
go through history you will find that practically all of
them have failed at some point in time. And the key
ingredients of the failure, | think, would be more
revealing to us, especially if we were thinking in
terms of the implementation of free enterprise zones.
Rabushka | can answer that very briefly by just say-
ing in the historical examples, some went through pil-
lage, torture, the plague, shifting trade routes, etc.
And there is no permanent “forever” guarantee to
any given set of political or economic institutions.
Jones—1s it not true that most of the free enterprise
zones or free trade zones have been based on goods
that are being exported rather than on goods that are
being internally absorbed?

Rabushka — In the example of countries where you'd
simply draw on a geographical territory and you par-
titioned it off, the better part of those praducts are in
tended for export, largely because these countries
were interested in earning foreign dolilars and being
able to use that money and also to have exports fuel
economic growth. But in places like Singapore and
Hang Kong where you get, in effect, country-wide
enterprise zones, no distinction is made between
goods for export or internal production. it doesn't
have to be that way. It's simply a developmental
strategy that's been invoked by a number of Third
World countries.

Ramsey—Our next speaker is Stuart Butler, Palicy
Analyst with The Heritage Foundation, who has been,
in & sense, one of the key people involived in import-
ing what, surprisingly, was a socialist, British idea
from Britain to the U.S. And without further intro-
duction on that basis, Mr. Butler.

Butler—Well, 've rarely been accused of introducing
socialist ideas into this country. If you know anything
about Heritage, it’'s not something that we specialize
in. i think one of the most interesting things about the
whole concept of enterprise zones is the fact that the
thinking behind it and the people advocating it span a
very wide political spectrum. Now, as Alvin Rabushka
introduced the idea from a historical perspective,
what 1'd kike to do is to look at the sort of under-
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