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Things are looking up for downtowns

An infusion of revenue, the formation of public-private partnerships, and the

establishment of innovative programs have energized American cities and persuaded

a growing legion of companies to expand and locate in urban areas.

"DOWNTOWN." For many people this simple word elicits feelings of excitement,

energy, and power. For others it conjures up images of decay, neglect, and crime

images that don't encourage downtown business investment.

In decades past, downtowns of all sizes across America encountered their share of

economic and social problems, resulting in the urban flight of commerce to the

suburbs or to rural areas. But today, massive revenue infusions, public-private

partnerships, and innovative economic development programs have worked wonders

for a number of downtowns nationwide. They're back in peak health or on the road

to recovery, anxious to once again serve as the financial heartbeat for their

metropolitan areas and ready to welcome new or expanding companies.

What's Up With Downtown?

"The reasons businesses should look at downtowns are many," asserts Betsy Jackson,

president of the Washington, D.C.-based International Downtown Association. Her

nonprofit organization represents about 700 CEOs of nonprofit groups chartered to

facilitate downtown revitalization efforts. "In good economic times like we're in

today, downtowns have some of the best real estate deals going, with the notable

exception being Manhattan," she says. "There is a wide range of real estate in our

cities, and most [of it] is less expensive than the suburbs; i.e., the roads, sewers, and

other infrastructure already exist."

Steven Budd agrees. "Yes, the economics [generally] mean it's cheaper downtown,"

says Budd, president of CityWide Development Corp, a nonprofit economic and

neighborhood development corporation based in Dayton, Ohio, and a vice chair of
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the Council for Urban Economic Development. "As office developments in suburbia

have gained critical mass and prices have gone up, in numerous cities downtowns

have become competitive with the suburbs."

Budd cites another reason downtowns are more attractive: They're simply more fun

during day and evening hours. "In the past decade cities have been creating urban

entertainment centers with multiplex movie theaters, great restaurants and malls,

museums, aquariums, art centers, and theaters. And many are taking creative

advantage of their riverfront locations." The proliferation of well-oiled downtown

management organizations, offering one-stop-shopping convenience for companies

and developers, is one more vital downtown development in the past 10 to 15 years,

says Jackson. Besides providing businesses with the information they need to

understand the marketplace and its available incentives, "the most savvy of those

organizations offer tools to help companies get to 'yes' instead of 'no' and have a

strategic plan for growth," she explains. "If you fit into that plan then you have a

much better chance of becoming profitable; you don't want to cut across the grain.

[There's no guessing] if that location will work for you." Typically these organizations

work in tandem with chambers of commerce and government agencies.

Jackson believes that downtowns on the upswing are generally doing two things: 1)

leveling the playing field to compete with nonurban sites, and 2) successfully

marketing the assets of a downtown location. She laments that "today, there's a

whole generation of developers who have never worked downtown" spreading the

misconception that suburbs are easier to access and have fewer parking and

transportation-access problems.

Richard Bradley concurs that "things are very much looking up for downtowns." He

serves as the economic director of the nonprofit Downtown Business District of

Washington, D.C., and is a former president of the International Downtown

Association. "Cities that seem to be doing better are those with a clear sense of

direction, strong private-public sector leadership, business-friendly government

services, and groups of businesses acting collectively for the common good," he notes.

He believes downtowns tend to attract companies that "in part depend on face-to-face

communication and engagement"; i.e., information and service-related businesses,

tourism and hospitality firms, and government agencies and the companies that do

work for them. Both Bradley and Jackson cite the dramatic increase in business

improvement districts (BIDs) in the 1990s as a major reason why so many

downtowns are having renewed success in attracting, enhancing, and retaining

investment. Companies in BIDs assess themselves a small amount of money, which

is used primarily to enhance public services affecting cleanliness and safety efforts -



most notably community policing - and to fund promotional and physical

improvement activities. According to Bradley, "Many BIDs focus on investor

marketing as well as consumer marketing, spending lots of time focusing on

retention issues and connecting people who have expansion or relocation concerns to

the right authorities."

Although every city operates with a different set of incentive tools, Bradley says the

ones that are typically wielded include tax-exempt financing, taxincrement financing,

tax abatements and/or (in some cases) direct engagement such as providing land,

usually reserved for strategic industries of consequence. In some cases, he adds,

businesses can benefit from a reduction of the federal tax burden by moving to special

urban enterprise zones (discussed later in this article). Downtown economic

development corporations, often funded by banks and private-industry sources,

provide another popular incentive: gap financing in the form of low-interest or

better-term loans.

Indianapolis: Modern Model of Urban Revitalization

Indianapolis, Ind., is a good example of a city that has achieved notable success in

attracting new companies to its revitalized downtown. Last year the largest

downtown relocation deal in its history was sealed. Anthem, a health-care insurance

company, agreed to locate a $50 million office complex-plus consolidate 2,300

suburban jobs - into downtown by the spring of 2001.

The reasons Anthem choose urban Indianapolis over the suburbs are the same ones

cited by many other firms that are taking a fresh look at downtown business cores.

Brian Crandall, Anthem's corporate real estate manager, says the move "solves a lot

of problems." First, it brings Anthem back to a single location, allowing the firm to

consolidate many services in a location just four blocks from its downtown

headquarters building. Currently its employees work in 20 separate, mostly suburban,

facilities. Second, since the Indianapolis downtown is in the center of the metro area,

it's easily accessible by interstate and secondary roads. "That's very inviting" from a

recruiting and retention standpoint, Crandall adds.

Indianapolis offered several carrots to cinch the deal, too. A major one: It bought 11

acres of a former salvage yard, cleaned up and prepared the land, then sold it to

Anthem at suburban land prices. To solve potential parking problems, the city struck

a deal providing free daytime parking for Anthem's large work force. Then, to further

level the playing field, the city arranged for local and state assistance to help train

employees at Anthem's operations center.



Another attraction: Downtown Indy's recent revitalization, which has added a new

mall, restaurants, stores, and a sports arena, appealed to civicminded Anthem. "As a

corporation, we wanted to support that phenomenal investment," explains Crandall.

"We wanted to make a statement that we're proud and committed to be part of the

downtown."

His advice for other firms considering a downtown site? "A move to an urban

location can sometimes be more complicated," he admits. "Generally you don't face

as many environmental, traffic, and zoning issues in the suburbs, so it's not for those

[firms] working with a short time frame. But the end result is worth it! There's no

suburban location in Indy that could offer the same amenities as this location will for

us."

USA Group, the nation's largest student loan guarantor and administrator, is another

new downtown tenant. After being given the shell of a city-owned building, USA

spent $25 million renovating it for 800 of its 2,600 Indianapolis employees.

Purchasing an existing garage created free parking.

"We needed more space, and moving to the central city helped us consolidate our

work force," explains Martha D. Lamkin, executive vice president of corporate

advancement for USA Group. "The location also allows us to draw employees from

throughout central Indiana. We could have added on where we were, but we felt it

was advantageous to be part of the city's business center; to be part of its energy." She

encourages firms considering downtowns to work closely with both public and

private leadership. "Clarify your goals and work out a mutually beneficial plan. We

worked directly with the city and its economic development group. The city has the

ability to make [significant] transactions happen."

Addressing Security and Cleanliness Issues Spurs Reinvestment

Concerns about employee and facility safety had often dissuaded companies from

opening a downtown location. However, many cities are now aggressively addressing

the crime issue, creating safe, clean, and exciting environments for businesses and

residents.

One successful federal program that is tackling crime head on is "Operation Weed &

Seed" conducted by the Department of Justice. Created in 1992, the program is

operating in 178 neighborhoods nationwide, the majority of which are in urban areas.

Specifically, this multiagency strategy "weeds out" violent crime, gang activity, drug

use, and drug trafficking in targeted neighborhoods, and then "seeds" the target area

by restoring them through social and economic revitalization. The program is



comprised of four elements: law enforcement (the "weed" portion); prevention,

intervention, and treatment; neighborhood restoration (the "seed" portion); and

community policing. The private sector is involved as a pivotal partner in the overall

strategy. For example, in 1996 Syracuse, N.Y ., began receiving its $280,000 Weed

and Seed funding for a 0.7-sq.-mile urban zone on the city's north side. "We had a

very ugly 70 percent vacancy rate," recalls Mike Kisselstein, a Chase Manhattan Bank

vice president and former vice president of the Greater James Street Business

Association (GJSBA) representing businesses in the Weed and Seed area. "We

thought we were very close to shutting down our business core. But now, just a few

years later, we're up to a 90 percent occupancy rate."

GJSBA joined forces with the federal program and various city agencies to fight

crime. Success came about primarily through community policing efforts, supported

by neighborhood projects such as youth mentoring and workshops for residents on

homeownership opportunities.

Kisselstein squarely credits crime reduction efforts for bringing back community

reinvestment. An insurance firm recently moved to a historic James Street building

from the suburbs. At least four other commercial and residential developments are in

the works; all are renovating existing structures. "Like every neighborhood, an urban

environment has its share of problems," Kisselstein relates. "However, companies

relocating to some downtowns are discovering an important advantage often not

seen in suburbs: the ability of an area to look, feel, and work like a small town. That's

what we're doing -- working together as a community to get things

done....Companies should realize it's not where your neighborhood is located that's

important, but rather the direction it's going."

Zones Attract Businesses

Recent legislation gives many businesses another reason to pursue the option of

moving to an urban environment: federally funded empowerment zones (EZs) and

enterprise communities (ECs). These specially designated regions are helping to

revitalize both urban and rural communities by bringing private enterprise, capital,

jobs, and opportunity to distressed areas. The zones are part of the EZ/EC Initiative

launched in September 1993 by President Clinton.

In December 1994, the government identified 11 EZs and 94 ECs. Thus far, more

than $8 billion in private-sector investment has been realized in these areas. This past

January, 20 new communities were designated as EZs; of those, 15 are urban sites. If

Congress approves the funding, each urban EZ should receive $130 million in

bonding authority and $20 million in grants over a 10-year period. This federal gift is



expected to help create and retain 90,000 jobs and stimulate $20.3 billion in private-

public investment. Additionally, part of the President's proposed budget for the year

2000 seeks $45 million for 15 "Strategic Planning Communities." Each of these

urban areas is scheduled to receive $3 million in 2001. (See sidebar on page 50.)

Companies relocating to any of the newly announced EZs will benefit from five new

tax incentives approved by Congress:

1. Bonding authority: Provides reduced-cost financing for revitalization efforts. It

allows communities to issue $130 million in tax-exempt bonds for Urban EZs over 10

years; $60 million for rural EZs.

2. Machinery deduction: Businesses in an EZ can take a federal income tax deduction

of up to $37,500 for machinery and equipment in the year they are placed in service

instead of recovering the cost over a period of years through depreciation.

3. Brownfields cleanup: Zones can offer tax incentives to promote the cleanup and

redevelopment of contaminated and abandoned brownfields. A business in an EZ can

deduct qualified environmental cleanup costs in the tax year the cost is paid or

incurred.

4. Work opportunity tax credit: Businesses in an EZ can claim up to a $2,400 tax

credit for hiring 18- to 24year-old zone residents and other hard-to-employ residents.

5. School funding: State and local governments can issue bonds permitting public

schools in a zone to raise funds for curriculum development or physical

improvements. To be eligible, schools must have financial commitments from

business partners.

Foreign-trade zone (FTZ) status is another incentive for businesses to move to a more

urban environment. FTZs are designated sites licensed by the FTZ Board (the

Secretary of Commerce is chairman) that allow domestic customs activity involving

foreign items to take place as if it were outside U.S. Customs territory. Thus, an FTZ

offsets customs advantages available to overseas producers that export in competition

with products made here. To date there are 236 general-purpose FTZs, typically used

for warehouse distribution activities. Another 364 FTZ special-purpose "subzones"

attract mainly manufacturing plants. Since FTs tend to be within 60 miles or 90

minutes of a U.S. Customs port of entry, the majority are urban; most large U.S.

cities have them.

Investing in a Region's "Heart and Soul"



Larry Gigerich, president of the Inchanapolis Economic Development Corporation,

maintains that many companies can find downtown locations meeting their site

selection needs if they partner with a city offering visionary leadership. He advises

businesses looking at urban space to demand that city governments "rise to the

challenge of leveling the playing field" by offering economic development incentives

as attractive as - or better than those in the suburbs. Being creative and meeting

company needs are often the keys to making a deal work.

Besides such incentives, Gigerich cites another enticement that is valuable to some

firms: "They want to invest in the `heart and soul' of a region," he says. "They

recognize that a city can't do well if its downtown collapses."
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