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It's ironic that Los Angeles - whose 1992 riots provided the impetus for empowerment zone legislation - is not to receive empowerment zone funding. It's annoying that the federal government is using our tax money to provide benefits for constituents elsewhere. But the whole plan is ill-conceived if the objective is to achieve economic growth and prosperity: The best option is for the federal government to reject attempts at industrial policy, leaving the funds in the hands of private individuals. Industrial policy - government attempting to direct capital - doesn't work.

Politicians in Los Angeles and elsewhere understandably are interested in attracting federal grants and tax breaks to increase inner-city investment. It makes them look good. But empowerment zone subsidies (like subsidies through Community Development Banks, the Community Reinvestment Act and enterprise zones) are incapable of promoting growth in the long run.

The fundamental problem with all government attempts to promote economic activity is that the only sustainable source of jobs and wealth is the private sector. Private markets allocate funds to individuals with the best prospects of creating successful commercial opportunities, and therefore, jobs. Government programs that allocate capital and constrain its use necessarily limit the usefulness of those funds in generating employment opportunities. Government programs shift jobs from one site to another, but the aggregate effect of transferring funds is to reduce economic activity and the total number of opportunities for employment.

One obvious problem is that when the government is involved, the decision-making process becomes extremely politicized, with special interests influencing the outcome. We have seen the politicization of fund allocation in federal housing programs, job training programs and transportation programs, all aimed at improving urban life. Housing subsidies go to politically connected developers who build apartments at twice the cost of privately built units. In Los Angeles, we have watched politicians decide where Metro Rail lines will be laid and who will get the contracts.

Studies of transportation subsidies suggest that a great deal of money is spent to provide transportation for a relatively small group of commuters. It is well known that job training programs have a negligible effect on employment and earnings.

Further, as federal funds enter the inner city, public sector jobs are created for individuals who run the programs. A whole bureaucracy is institutionalized whose sole purpose is to seek federal funds. This is not real economic activity. In fact, growth in the size of government has negative effects on prosperity and well-being. Individuals compete for transferred funds rather than make efforts toward creating actual goods and services.

What other inefficiencies can we expect from federal empowerment zone subsidies?

Empowerment zones lure businesses that, by definition, can't make it in the market without government subsidies. Regulations will keep these firms from making the kind of business decisions that will sustain them when the subsidies end. Individuals who work for these firms forgo making the kinds of investments in job search and training that will pay off in the long run. Entrepreneurs learn to operate in a world of government regulation.

Well-managed firms prefer to make investments in areas and projects that look economically viable without government subsidies. Why? Because firms can't count on the subsidies being there in the future. Dealing with the government is time-consuming and constraining. If firms are required, as a condition of the subsidy, to hire specific workers or to use specific subcontractors, the costs may be too large. We have seen the deficiency of policies of this type in the labor market, where attempts to "create" jobs with temporary wage subsidies to disadvantaged workers have been unsuccessful.

In the case of Los Angeles, empowerment zone funding might have shifted attention from the things that we really need to do as a city to promote growth. There might have been the impression that something was being done. But important things might have been pushed aside.

Los Angeles will be best off self-empowered. The time and effort that politicians and others have spent trying to acquire an empowerment zone designation would be better spent on making real changes in the city to facilitate growth. We all want what is best for the city, but the City Council and the mayor's office seem sidetracked by the effort to secure public funds, instead of making the hard decisions to promote economic well-being. City government needs to make institutional changes that will encourage private business and employment in Los Angeles - by simplifying the permitting process, for example, or reducing public spending through privatization so tax rates can decline.

If they do, Los Angeles will prosper long after the last federal empowerment zone dollar is spent.
