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Government assistance to private companies can be traced back at least to the late eighteenth century when colonial governments implemented tariffs to protect emerging industries from overseas competition and granted charters, which essentially gave companies monopoly rights.  In the early nineteenth century public money was used to fund projects such as roads, canals, and railroads.  The rise of the steel industry in Pennsylvania is credited with government’s involvement in creating access to rivers and railroads.   While helping some industries survive it is suggested that many of these projects went beyond necessary regional and economic growth, and instead were done solely for the benefit of individual companies.  This was the reason for many unwise and scandalous decisions that were made by state governments, which is generally the biggest concern when state money is used to assist private companies.  In 1965 the Area Redevelopment Administration (ARA) became the Economic Development Administration (EDA), which was designed to “enhance employment opportunities in specific areas by making aid available that might encourage the expansion of private enterprise. (Hansen)” Thus the enterprise zone concept was born.  At the time though, the EDA spent much of its budget on public needs such as sewage and water systems. It wasn’t until 1979 that the idea of an actual enterprise zone in which taxes were cut or regulations relaxed in an attempt to stimulate economic development caught on.
Enterprise zones have traditionally been used to increase employment opportunities and business development in economically lagging areas.  Economic development is a very important issue for many cities across the nation.   Low unemployment levels are generally seen as a positive for communities and enterprise zones are designed in part to do just that: lower unemployment levels.  Between 1981 and 1991, 38 states passed enterprise zone legislations, and as of 1995, 34 of these states still had such programs.  

The Eugene City Council and the Lane Board of Commissioners established the West Eugene Enterprise Zone in 1987.  Their goal was to create new jobs by encouraging new investment by local businesses.  Primarily non-retail businesses within the zone boundary were eligible for a 100% property tax exemption on new investment for at least three years, but up to five years in special cases. The zone boundary included about 6.5 square miles in West Eugene.  To be eligible for the program, businesses had to make a qualified investment of $25,000 or more and increase its base employment by 10%.  Businesses had to be pre-certified and then meet investment or hiring requirements within one year before applying for the tax exemption.  The hiring requirement mandated that a company must sign a first source hiring agreement with the Oregon Employment Department.  The agreement required businesses to use the Employment Department to help fill new job openings with the idea of filling jobs with local residents who were currently unemployed.  The West Eugene Enterprise Zone was terminated in 1997, partially because of the controversy regarding the Hynix semiconductor plant.  At least 13 businesses continued to receive exemptions after 1997 because of a grandfather clause, but were held to a higher standard that focused on maximizing public benefit.  Two firms, Lanz Cabinets and Hynix, are currently still receiving tax exemptions.

The goal of our research is to determine the effectiveness of the West Eugene Enterprise Zone in terms of increased employment and sales of targeted firms.  As of February 1997 companies receiving exemptions in West Eugene had made total capital investments of more than $35 million, created over 1000 new jobs.  However, the question is not whether employment increased for firms in the enterprise zone. Rather, was the enterprise zone the reason for the increase?  Some believe that many of these investment projects would have taken place even without the incentive of the property tax exemption.  To try to answer this question it is important to compare businesses within the enterprise zone to those outside of the enterprise zone boundary.  We looked at employment numbers before the creation of the enterprise zone and after its termination to see if we could find any patterns.  There are many factors that are relevant in investment decisions, so it is difficult to find a direct relationship between the enterprise zone incentives and investment, but we feel that by looking at a number of firms in and out of the boundaries we can attempt to isolate the impact of those incentives by controlling for other variables.  Denny Braud, Development Analyst for the city of Eugene, expressed concern that many small businesses have moved to Springfield because they still have an enterprise zone.  Some problems with enterprise zones are that they are set up to fail, they are not monitored well, and there are simply too many in one area.  Placing enterprise zones in economically distressed areas can lead to misconceptions; sometimes the area is so depressed that it is impossible for the enterprise zone to work.  With the popularity of introducing enterprise zones the tax breaks have become standards instead of special benefits and battles have emerged between nearby cities when competing for businesses to relocate or stay in a certain area.

Literature Review

There have been several publications that have examined the issue of enterprise zones.  The findings have been fairly mixed.  Some have found that enterprise zones are beneficial, while some have found they have not been.  Peter Fisher and Alan Peters, coauthors of “State Enterprise Zone Programs: Have They Worked?” studied 75 enterprise zone programs across the nation in 13 states.  One of their arguments against enterprise zones based on property tax exemptions are that the tax breaks are insignificant and don’t have an impact on economic development.  They argue that most firms would invest, regardless of the tax breaks they might receive.  For example, two Eugene companies, Molecular Probes and Golden Temple Foods, have recently gone ahead with considerable expansion projects despite not being eligible for tax breaks due to the determination of the enterprise zone.   The incentives might entice a firm to speed up their investment in order to receive the tax break.  So instead of a five year plan it might become a two year plan.

Another measure used by Fisher and Peters was to track the births and deaths of firms in the enterprise zones they studied.  This helped to examine manufacturing growth and decline in the studied zones.  Using the U.S. Bureau of Census’s Standard Statistical Establishment List (SSEL), they tracked the number of firms present over the course of six years.  Three time periods were used to collect data and firms were classified into seven groups: Births, Deaths, In-movers, Out-movers, Expansions, Contractions, and Constants.  Expansions, Contractions, and Constants were determined based on employment levels in three ranges: 0-19, 20-99, and 100+.  They found that in 41 of the 64 zones studied the deaths exceeded the births, and the zones averaged an annual net decline rate of about 1.2%.  While Fisher and Peters studied numerous enterprise zones, it must be acknowledged that the implementation of enterprise zones has become a craze of sorts.  In 1999 The Oregon Legislature expanded the number of allowable enterprise zones in Oregon from 37 to 47.  It is highly unlikely that there are 47 areas in Oregon that are in need of an enterprise zone and it really devalues the incentives offered.  The fact is that selecting random enterprise zones to study and compare might not be appropriate because inflated number of enterprise zones across the country.

It is important to note that the study was conducted from 1989-1994 when the US was experiencing a recession.  The authors suggest that the nation was recovering from that recession during the second and third periods of study.  However the state’s net change rate for the various sectors within each zone was about -0.4% meaning that the number of firms within enterprise zones declined more than the state’s average.  At the extremes six zones had net gains of 20% or more, where 10 zones had losses of 20% or more.  When focusing on the expansion and contraction variables, the zones actually performed quite well.  The number of establishments that remained in the zone and expanded increased during each period, while the percent that remained and reduced employment decreased.  It is noted that “expansion rates exceeded contraction rates by wide margin in the most recent period” (Fisher & Peters p151), most notably in the smaller class sizes.  This is despite a rather large range of employment levels in the middle classification (20-99).  This means that a firm expanding from 30 employees to 80 employees would not be classified as an expansion.

Fisher and Peters go on to use a computer simulation model called TAIMez (Tax and Incentive Model-Enterprise Zones).  Their aim was to reduce various incentives to a common denominator, which is the impact of incentives in various enterprise zones on business income. The model does not have a control group of areas that don’t have zones because the authors suggest that enterprise zones are not chosen for random areas, but rather those that are depressed and thus it is hard to find a similar region for comparison.  The model also does not compare zone performance prior to and after the designation of the enterprise zone because those controls were simply unavailable.  The focus of their study was on incentives and they argue that doing so is just as appropriate as comparing zones to non-zones.  A variation of 14 variables were used in their analysis.  By varying the tax variable they found that results were similar and the size of incentives had no significant impact on the rate of births and In-movers. (Fisher & Peters)

  One of the most interesting pieces is Marlon G. Boarnet’s paper, “Enterprise Zones and Job Creation:  Linking Evaluation and Practice.”  Boarnet takes a critical look at the ways of evaluating Enterprise Zones in terms of employment, looking particularly at earlier papers on the effectiveness of the Enterprise Zone program in New Jersey.  In an earlier paper published in 1989, Rubin and Armstrong concluded that the New Jersey Enterprise Zone resulted in the creation of 9,193 jobs during the first four years of the New Jersey Enterprise Zone Program.  The subsequent study by Boarnet and Bogart found that no growth could be attributed to the state enterprise zone.  


Boarnet notes that the key difference between the two studies is that Rubin and Armstrong’s paper did not account for the change in employment outside of the enterprise zone.  They surveyed only firms that were located inside of state enterprise zones.  This leads to two critical shortcomings according to Boarnet.  First, Rubin and Armstrong cannot disentangle the role of the regional economy from the effect of the enterprise zone.  Second, they cannot account for the selection process that most enterprise zones face and the possibility that only areas with high potential growth were selected to be part of the enterprise zone.  


In order to overcome these shortcomings Boarnet discusses three methodologies.  Control groups allow researchers to see the effect that a stimulant, the enterprise zone incentive, has on an undisturbed group.  Boarnet explains this as so:

In clinical drug trials, for example, one can approximate such an experiment by randomly dividing the subjects into two groups and then giving one group the drug and the other a placebo.  The hope is that randomization ensures that the treatment group (given the drug) and the control group (given the placebo) are the same for all important characteristics, so that any differences in the health of the two groups can be attributed to the drug.


A major issue in selecting a control group in enterprise zone analysis is finding an appropriate area.  Because enterprise zones are selected with much scrutiny, it is often the case the city councils select areas that are economically distressed or have a high concentration of manufacturing firms.  This is problematic because it makes experimental groups biased from the control group.  It then becomes difficult to compare the two groups with much accuracy.


Shift-share is a methodology that decomposes changes in dependent variables into various subgroups.  In the case of enterprise zones Boarnet gives three particular subgroups: one part is attributed to national growth, one part is attributed to industrial groups, and finally a third group is a residual that is unique to the region.  The main advantage to shift-share is in the data requirements.  Shift-share only requires data from two points in time rather than continuous data over a time period.  The major disadvantage, on the other hand, is that shift-share doesn’t allow for tests of statistical significance.


The last major technique that Boarnet explains is the methodology of quasi-experimental control groups.  Since it can easily be seen that it is very difficult to find a solid control group, quasi-experimental control groups allow researchers to create one.  Creating a control group that that has similar characteristics as the experimental group can do this.  In the research of enterprise zones, a researcher can find similar firms to those inside the enterprise zones.   They can then compose a group of firms that have similar growth rates, unemployment rates, and industrial make up prior to the introduction of the enterprise zone.


There are several things we have taken from Boanet’s paper and put to use in our study.  First, we used the three methodologies outlined in the paper.  Using control groups allow us to account for the employment changes that would have happened without the tax incentive.  Shift-share allows us to find changes and associate them to certain firm characteristics.  Since we also lack continuous annual data, shift-share allows us to use data from two points in time.  Lastly, we implemented the use of quasi-experimental control groups.  Because of the zoning of Eugene it is difficult to find one particular area that is very similar to the West Eugene Enterprise Zone.  We have created a control group of firms that would have been able to take advantage of the enterprise zone if they had been located in that area.  


Sherri Buri McDonald harshly criticized the use of tax breaks as an economic development tool in an article in the Register Guard.  She argued that many of the largest companies closed factories or reduced jobs after receiving the tax breaks (McDonald).  She points to the closure of HMT technology, Rosen Products, and the Sony plant.  Mel Bankoff, founder of Emerald Valley Kitchen, proposes the reason for the closures is that there is little reason for them to stay, “The large companies don’t necessarily have any investment in the community.  In the long haul, who’s going to be there five or ten years down the road?”  This is an important factor to evaluate when examining ways enterprise zones could be more effective.  Once a company has committed to relocating, how do you get them to stay?  The fact that HMT, Sony, and Rosen Products are all high-tech firms and all closed their doors during the high-tech recession also might have something to do with their reasons for shutting down.  Using a control group with similar firms and industries, we hope to minimize potential cyclical industry trends.  McDonald suggests that 95% of the tax benefits went to six of the largest firms in Eugene and that each job created by the bigger firms cost about $60,000 in tax waivers, while each job created by smaller firms only cost about $2,100 each (McDonald).  Quality of jobs created is not taken into account here with these numbers.  

Executive director of Lane Metro Partnership, Jack Roberts, states that the Sony Plant provided hundreds of jobs, which included benefits and allowed Lane county residents to earn family wages for eight years (Roberts).  When looking at job creation it is important to focus on more than just the number created.  Clearly a family wage job with benefits at a larger firm is more valuable to a community than a minimum wage paying job created by a smaller firm.   Tax incentives have been crucial in Oregon’s push to diversify the local economy and create those family wage-paying jobs.  55% of  Oregon’s economy was lumber and wood products in 1955, that percentage dropped to 22% by 1995.  Much of the diversification has been in the form of high technology businesses, which have created high-wage jobs in Oregon.  Roberts also points to the dollars spent by Sony with local vendors, and the considerable amounts of money donated to charities and nonprofits, as reasons it was beneficial to have granted them tax breaks.  Roberts also points out that tax waivers are not necessarily a loss of money because if a company decides not to relocate, it wouldn’t pay any property taxes in that area.  Hynix is a prime example of a company, which probably would not have decided to build a plant in Eugene without some form of exemption and as of 2002 Hynix had paid $5.2 million in local property taxes. 

Hypothesis Development

Our hypothesis to be tested is that employee growth among firms within the enterprise zone boundary was larger than the employee growth of firms outside the zone.  This is based on the initial reasons for creating the enterprise zone.   The tax breaks were granted to encourage investment and employee growth.  

Y = (0 + (1(branch) + (2 log(size) + (3(whsle) + (4(mfg) +(5(services) + (6(inzone) + (7(lsize * inzone) + (8(branch * inzone) + (1
The first variable, “branch”, accounts for whether the company is a branch plant.  We would expect branch plants to have a significantly smaller growth rate than the non-branch plants.  Branch plants might not grow very fast because a company might be more concerned with expanding their primary location or a headquarters rather than investing into a branch plant.  The “lsize” variable is the log of the 1985 employee levels.  Gibrat’s Law says that growth is independent of size, however studies have shown that smaller firms do in fact grow faster than large firms.  In a study by Bruce Blonigen and KaSaundra Tomlin it was found that doubling the size of a firm would lead to a nine percent decline in its 3-year growth rate. (Blonigen & Tomlin) We anticipate similar results in that smaller firms will grow faster than larger firms and thus the coefficient will be positive.  The next three variables separate industries that fall within the enterprise zone qualifications.  By isolating wholesale (whsle), service oriented (services), and manufacturing (mfg) firms we hope to analyze the growth rates for each of the respective industries.  Our fifth variable is the dummy variable that determines weather or not the firm is in the enterprise zone.  As stated before we expect firms within the zone to grow faster than those out of it, so a positive coefficient will be expected.  We combined the size and inzone variables to form a new interactive variable and also the branch and inzone variables.  This enables us to look at the particular effect of the zone on small firms, or branch plants to see if we can find any significant relationships across these dimensions of the data.

Sources of Data and Data Collected


In order to see the effect the West Eugene Enterprise Zone had on employment we needed data that met several characteristics.  Ideally we would have liked to have gathered continuous data from 1985, the year before the enterprise zone went in effect, to 1996, the year that the enterprise zone expired.  This would have allowed us to do a continuous study to see if economic recessions and economic booms had an impact on the growth rate of companies in the enterprise zone.  However, due to lack of time and resources we decided to track the changes from two points in time, 1985 and 1996.


In collecting data we had to enter the data manually from two sources, Dun & Bradstreet’s Regional Business Directory from 1996 and the Directory of Oregon Manufactures from 1985.  From these directories we collected information about a firm’s location (street address, code), type of ownership (branch, single location, headquarters), when the business began and the number employees at that location.  Our sample included all non-retail firms in Eugene with zip codes ranging from 97401-97405.  We collected this information for firms that took advantage of the enterprise zone tax incentive, firms that were located in the enterprise zone but did not take advantage of the tax incentive, and firms that were not located in the enterprise zone that would most likely have been able to take part of the tax incentive if they had been in the zone.  For example, we looked for firms that had no more than 25% of their sales to non-businesses.  By looking at the company description and SIC codes we were able to construct a reasonable set of firms.  

Data Issues


One of the most difficult aspects in doing this study was gathering data.  We had originally hoped to gather information digitally; however, due to confidentiality reasons we turned to manufacturing and business directories from Oregon.  We first came across Dun & Bradstreet’s Regional Business Directory of Oregon.  This proved to be an excellent source of information because it yielded all the information that we needed.  Also according to the introduction of each volume the publisher states the great care and effort that go into inclusion of each firm.  The volume states the following:

Great care has been taken in compiling the information in this directory.  Facts were obtained from the Dun & Bradstreet Business Information Reports, telephone interviews, and annual reports . . .

Despite the fact that this data source worked well for our needs, we ran into the problem of the obtaining all volumes.  We were only able to obtain directories post 1992; therefore were unable to use this source for 1985.  Through further research we found the Oregon Directory of Manufactures from 1985.  This directory is very similar to Dun & Bradstreet’s directories, but was focused on just manufacturing firms and was published by another party.  It was often the case that companies originally obtained from the 1996 volume that were said to have been in business before 1985 were not in the 1985 volume.  We were however, able to create a set of 170 observations that had complete information for both periods in time.  


Another issue that is inherent in our process of gathering data was the possible element of human error.  Since we had to manually enter data and that the data was at one point or another entered manually into the directories there is always the possibility of human error.  Both directories acknowledge this inherent problem and state that they made every effort possible to minimize these errors.  In our entering of the data we also worked as a team to check our data periodically to ensure that we were not making large errors.


The last issue we had with our data was in obtaining a solid control group sample.  Since the West Eugene Enterprise Zone was placed in an area that contained a larger portion of the city’s heavy industrial firms; it was difficult to gain a quality sample size.  The areas outside of the enterprise zone had very few companies that were similar to those inside of the enterprise zone.  


These two issues led us to go outside of the Eugene area to build a quality sample size.  We first looked at the rest of Lane County, then went to nearby Linn and Benton counties, and finally went as far as Bend for firms to build a quality control group.  In selecting firms from these other areas we checked several things.  First, we only included firm that would have qualified for the enterprise zone tax incentive if they had the opportunity to do so.  Second, we excluded any area that was also affected by an enterprise zone.  For example, Springfield was not included in this selection process because they had an enterprise zone in place  during the same time period.  


Even though there are possible holes in our dataset, we must point to the fact that no dataset is perfect by any means and we worked hard to improve the quality of our dataset by any means necessary.

Economic Methodology


The economic methodology we used to evaluate the effectiveness of the West Eugene Enterprise in terms of employment is fairly straightforward.  We used OLS to try and explain the 11 year growth rate for firms inside the enterprise zone and outside of the enterprise zone.  We used several of the techniques outline in Marlon Boarnet’s article Zones and Job Creation:  Linking Evaluation and Practice.


First, used Boarnet’s idea of control groups.  Our control group consists of firms that were located in lane county outside the boundaries of the enterprise zone but would have been eligible for the tax incentives had they been within the boundaries.  Our experimental group includes firms that had the opportunity to take advantage of the incentives.  Using this technique allowed us to accurately compare the change in the growth rate across the control group and experimental group.



Below is a list all variables we used and/or generated:

· gr10y = Growth rate from 1985 to 1996

· lsize = logarithm of 1985 employment

· lsize_ez = logarithm of 1985 employment times inzone

· whsle = Industry dummy variable where 1 = if the firm is in the wholesale trade industry

· mfg = Industry dummy variable where 1 = if the firm is in the manufacturing industry

· services = Industry dummy variable where 1 = if the firm is in the services industry

· mining = Industry dummy variable where 1 = if the frim is in the mining and forestry industry

· inzone = Dummy that equals 1 if a firm is located in the enterprise zone

· Bend = Dummy variable that equals 1 if firm is located in Bend

· Benton = Dummy variable that equals 1 if firm is located in Benton County

· Linn = Dummy variable that equals 1 if firm is located in Linn

There are several things that had to be taken into account before we ran OLS regressions.  First, we excluded one of the industry dummy variables to avoid perfect multicollinearity among our variables.  We chose for our regression to leave mining out.  This tells us that all results for the other dummy variables are relative to the mining industry.  For example, if the coefficient of mfg turned out to be .1, this says that manufacturing firms grew on average 10% more than firms outside the zone between 1985 and 1996.  Second, we chose to interact the variables lsize and inzone.  This was done in effort to isolate the difference in the size of firms outside of the enterprise zone and size firms inside the enterprise zone.  

Data Analysis

After we gained all the necessary data and generated all of the variables that we needed to run our various regressions we began to analyze our data to estimate the employment effects, if any, of the West Eugene Enterprise Zone.  

We first chose to run the following regression, which did not include any of the interaction terms:
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This regression allowed us to look at basic regression results, specifically it allowed us to see what effects the enterprise zone had on the overall growth rate when, controlling for industry variation, size variation, and geographic location.  It also allowed us to integrate more explanatory variables later, such as business status.  The regression yielded the following results (next page):

	Variable
	Coefficient
	t-stat

	inzone
	.6695
	1.03

	lsize
	-.8200
	-5.04

	whsle
	-.1486
	-0.15

	mfg
	.4840
	0.59

	services
	-.3353
	-0.27

	Benton
	-.3217
	-0.39

	Bend
	.2319
	0.32

	Linn
	-.4283
	-0.45

	Eugene
	-.5641
	-0.69


The first thing to notice in this regression is that the variable lsize is statistically significant.  Gibrat’s law states that firm size should have no effect on the growth rate of a firm; however, past research has shown that this is not the case.  Most studies have shown that smaller firms grow faster than larger firms.  Our results confirm this with a significant negative coefficient on the lsize variable, which is statistically significant at the 99% confidence level.  This suggests that our empirical specification is consistent with past research.  

The second interesting result from this regression was the effect of being located inside the West Eugene Enterprise Zone, represented by the variable inzone.  With about 70% confidence our estimates suggest that firms inside the West Eugene Enterprise Zone had, on average, 67 percentage points of more employment growth than firms outside the enterprise zone.  This magnitude of this effect is substantial, but reasonable, given an average growth rate of 99% in our sample over the 1985-1996 window.   The positive sign on the enterprise zone effect contradicts past research by Peters & Fisher, though we stress that the level of confidence in our estimate to this point does not meet standard thresholds of statistical significance.  An additional piece of information obtained from these results is that there is no evidence that any one industry grew faster than another.  This means that there were no systematic economic shocks to one individual industry.

From these basic results, we next explore the whether the enterprise zone had differential impacts on small versus large effects by introducing the variable lsize_ez.  This is a term that interacts the enterprise zone effect with the initial 1985 size of the firm to identify any existing differential of the enterprise zone effect across firm sizes.  We obtained the following estimates when including this new interaction term:

	Variable
	Coefficient
	t-stat

	Inzone
	2.209
	1.79

	Lsize
	-.651
	-3.28

	lsize_ez
	-.4720
	-1.46

	Whsle
	-.1051
	-0.10

	Mfg
	.4658
	0.57

	Services
	-.3553
	-0.29

	Benton
	-.3861
	-0.47

	Bend
	.3696
	0.50

	Linn
	-.3723
	-0.39

	Eugene
	-.5440
	-0.66


In fact, from these estimates, we can calculate the differential enterprise zone effects on firm growth for a range of firm sizes as the following:

	Firm Size in 1985:
	Additional percentage point growth rate for firms inside the enterprise zone:
	Additional Employees added by 1996 due to enterprise zone effect:
	Confidence level:

	5
	146
	7
	92%

	10
	112
	11
	88%

	25
	70
	16
	71%

	100
	4
	4
	4%


As the table shows, we can say with 92% confidence, given our data, that a firm with 5 employees in 1985 saw an additional 146 percentage point increase in their employee growth over the sample period (which translates into an additional 7 more employees) than a firm with 5 employees outside of the enterprise zone.  As seen in the above table we obtained similar information for firms with 10, 25 and 100 employees in 1985.   This information not only tells us that smaller firms grew substantially more than larger firms, it also leads us to believe that the enterprise zone in fact benefited smaller firms more.  


We also explored a couple other analyses with our data.  First, we wanted to look at the common perception in the public that branch firms, firms of national or multinational firms, were taking advantage of this incentive plan more than single-location, locally-owned firms.  Thus, we included a dummy variable for whether a firm in our sample was a branch plant or not and found it did not have a differential effect on employee growth.  We also explored whether branch plants may have a greater enterprise zone effect and found no evidence for this. Therefore, this goes against the popular argument that branch plants were reaping the rewards from this incentive plan more than small single-location locally-owned firms.  


As a final analysis check, we looked for outliers and found 7 firms in our sample with growth rates exceeding 500%.  To check whether our estimates were affected substantially be these outliers, we reran our estimates omitting these observations.  As one may expect the effect of the enterprise zone falls in magnitude.  However, the statistical significance of our estimates is actually stronger.  From these new estimates omitting the outliers, we get the following effects of the West Eugene Enterprise Zone for various firm sizes:
	Firm Size in 1985:
	Additional percentage point growth rate for firms inside the enterprise zone:
	Additional Employees added by 1996 due to enterprise zone effect:
	Confidence level:

	5
	69
	3.5
	97%

	10
	52
	5.2
	94%

	25
	30
	7.5
	78%

	100
	-4
	            -4.0
	12%


These effects compare now to an average of 56% growth rate by firms remaining in the sample over the 1985-1996 period.

Summary of Data Analysis


There were three main points that we found after we did our data analysis.  First, we estimate a positive impact of the West Eugene Enterprise Zone on firms that existed when the zone went into place, though there is a high enough standard error on this estimate that this effect is not significant at standard levels of statistical confidence – only about 70% confidence that this extra growth is different from zero growth.  However, further analysis shows that the West Eugene Enterprise Zone has a larger impact on small businesses and that for firms in the 1 to 10 employee range our estimates of growth are around a more acceptable level of confidence – 90%.  This more significant impact for smaller firms is important because there was a popular concern that enterprise zones only were beneficial for larger firms; however, our analysis shows the opposite.  Lastly, we found no evidence that branch plants grew any more than other types of business, such as single-location locally-owned companies.  
Data limitations make us view this paper as suggestive evidence that the West Eugene Enterprise Zone promoted growth for existing firms in the zone, rather than definitive.  The evidence for positive zone effects on smaller firms is clearly stronger and the strengthening of the results when outlier firms are eliminated from the sample is quite encouraging as to the ultimate robustness of the zone effect for Eugene.  We stress that future efforts to increase the sample size could very well increase the precision of our estimates and provide even greater confidence in the estimated effects.  
Summary and Conclusion

The effectiveness of enterprise zones is a highly debatable topic.  There are so many factors that go into a businesses decision to expand or make a new investment, it is difficult if not impossible to control for all of those variables.  Whether or not those tax incentives do result in business expansion enterprise zones continue to pop up and tax breaks continue to be granted in what has become fierce competition among communities. After a seminar in which then Secretary of Labor, Robert Reich suggested that communities needed to stop competing against one another with tax breaks, Jack Roberts said, “We all looked at each other and said ‘You first’…We all know that it‘s sort of like an arms race.  You can’t unilaterally disarm.”  Nonetheless local governments are always looking for ways to decrease the unemployment rate, especially here in Oregon where the unemployment rate was 7.2% in March of 2004, well above the national average of 5.7%. (See chart 1)

Some types of incentives for businesses are likely needed in the Eugene area, not just to attract new businesses, but to sustain the ones that are currently here.  It has been suggested that Eugene is not necessarily viewed as a great place to do business and that at some point business owners begin to feel like they are not wanted in the community if nothing is done to help them out.  The enterprise zone issue is an especially touchy subject in Eugene.  A final report done by the an Enterprise Zone Advisory Committee recommended a criteria matrix in 1997 that would make the zone criteria more selective and set up a system where the amount of the property tax exemption granted is directly proportional to the public benefit created.  It will be imperative for Eugene to not just have a similar system if an enterprise zone is put place, but to publicize that the businesses are being held to these higher standards.  Education of the public benefits created will also help to minimize the opposition to a new enterprise zone.  Added criteria might have a reverse affect though, because small firms do not have the resources to meet these criteria that larger firms do.

One of the most important parts of running an enterprise zone is the monitoring of who is approved and how much benefit they receive.  An article in the Denver Post showed that many firms in an enterprise zone in Golden, CO had continued to receive tax credits despite reducing their employment levels, yet the reason for the program was to create jobs (Kane).  A tightly run enterprise zone would enable a community to give higher benefits only to those who are creating public benefit.  When targeting a depressed area for an enterprise zone it is also important to determine reasonable expectations.  Is it really to have the area’s employment grow faster than the rest of the community, or is it to bring that employment growth closer to the level the surrounding community?  

It may be true that business expansion cannot be directly correlated to incentives given by an enterprise zone, but there are some clear benefits to granting tax incentives to local businesses.  The morale of current business owners and being able to sustain them is one benefit.  In what has become an arms race, the best tactic is not necessarily to pull out.  There is a level of competition that should be sustained in order to attract new businesses.  At the same time communities must be sure to not compromise their ability to finance local services.  Fisher and Peters suggest that tax incentives tend to favor capital over labor, and also are of greater benefit to new incoming firms compared to existing firms.  They suggest that it may be more appropriate to grant an exemption on taxable income so there is no bias for incoming firms or for various sectors. (Fisher and Peters)

Future Research

When attracting new businesses and looking to increase employment it will also be important to study the types of jobs created in further research.  How can a community differentiate the value of a family wage paying job with benefits and an extensive training program, compared to a minimum wage job?  In a modified version of an enterprise zone, higher rewards should be granted to the company that provides the family wage job.  Reports such as “Hynix: A case study on Development Incentives in Lane County”, done by Melinda Rowan and Jennifer Witt are another way to understand the benefits of having an enterprise zone.  In their study they were able to quantify the positive impact the introduction of the Hynix plant had on the city of Eugene.  Surveys for businesses on tax incentives might be another way to determine their motives for investing or their opinions of the old system.  Surveys are often time consuming and tend to have low response rates. Some sort of incentive would be helpful to increase the response rate.  Obtaining a more complete data set and applying it to the model we have set up would also help to give a clearer picture of how the firm’s employment growth in Eugene’s enterprise zone compared to the firms outside of the zone.

Chart 1
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Sheet1

		Year		National		Oregon		Oregon (NSA)		Lane County		Eugene/Spring

		1985		7.2%		8.9%		10.2%

		1986		7.2%		9.3%		10.5%

		1987		6.6%		6.5%		7.6%

		1988		5.7%		5.6%		6.6%

		1989		5.0%		5.8%		6.7%

		1990		5.2%		5.3%		6.2%		6.6%

		1991		6.8%		5.6%		6.4%		7.3%

		1992		7.4%		7.8%		8.7%		8.6%

		1993		7.0%		7.6%		8.5%		8.9%

		1994		6.5%		6.0%		6.8%		6.6%

		1995		5.4%		4.4%		5.3%		5.5%

		1996		5.5%		5.7%		6.6%		6.5%

		1997		5.2%		6.3%		7.1%		6.9%

		1998		4.7%		5.4%		6.2%		6.3%

		1999		4.2%		5.9%		6.8%		6.3%

		2000		4.0%		4.9%		5.7%		5.6%

		2001		4.3%		5.3%		6.2%		6.8%

		2002		5.7%		7.8%		8.7%		8.0%

		2003		5.8%		8.2%		9.0%		8.1%

		2004		5.7%		7.2%		8.1%		7.6%
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