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Opportunity For Whom? Neoliberal Place-Based Policy and its

Effects onNeighborhood Change

Introduction

The history of displacement in the United States is far reaching angresent. Ever
since the project of colonization began on this landfdiras and processes of dispossession
have shifted and adapted to the times: from excessive violence and biological warfare to policy.
It is essential to contextualize this land as a project of dispossession in perpetuity; settler
colonialism is a structe, not an event, and the project of land dispossession continues to adapt
to maintain the original dispossession of land, and a subsequent ongoing project of
dispossessiof® In their own ways, policies have served to create spatial divides intorder
determine who is entitled to what space. In some forms, these have been very blatant: such as
redlining and restrictive covenants. Today, the way in which people are displaced and
dispossessed is a process of gentrification and displacement predicatdointad and capitalist
views of land and property. Policies are enacted that view land and communities as
opportunities for investment and industry with the housing that they provide as an afterthought.
Policies that continue to incentivize investmembrpote industry, and rely on the private sector
to uplift communities serve as tools for displacement masquerading as a necessary aid for

disadvantaged and undexsourced communities. Pubficivate partnerships that center

! DunbarOrtiz, An Indigenous Peopl@distory of the United States
2 Wolfe, 6Setler Colonialism and the Elimination of the Natéve.
3 Harris,éHow Did Colonialism Dispossess? Comments from and Edge of Empire.
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localized placebased investnm# will be seen as the current iteration of dispossession if the

result of these policies benefits only the investor while displacing community residents.

This paper will focus on Opportunity Zones, a provision in the 2017 Tax Cuts and Jobs
Act (TCJA), asa case study for a larger exploration of similar pllaased policies. The way
that these policies have been structured for decades positicirscionve neighborhoods and the
residents who live there as the lucky recipients of private investment. Howeeeighout the
many iterations of similar policies, the lamcome communities receiving investments do not
benefit from these policies equitalfiyTime and time again, private and public investment
without serious oversight has led to displacemeuwriginal populations and a simultaneous
influx of whiter and wealthier populatiofisPlacebased policies in the way that they have been
implemented have reinforced colonial ideologies and halted any attempts to actually uplift
communities that have beaistorically disinvested. These policies, along with their current
iteration of Opportunity Zones, have served the wealthy investors that they incentivize at the
expense of longime community residents.

Now that Opportunity Zone policy has been enaetad billions of dollars are expected
to be funneled into the neighborhoods targeted by this policy, it is important to critically evaluate
its effects on displacement and the effectivenéasvestments not for investors, but for the
community residestwho inhabited that space before the flood of investment. Canljsed
policies be effective in Arevitalizitaegpodo a com

inhabitants of the existing community? If not, what steps can be taken to offati@mpafor

4 Ferrer,6Opportunity Zones and Neoliberal Policy Histoges.

S Ferrer.

8 Leitner and GarnedTHE LIMITS OF LOCAL INITIATIVES: A REASSESSMENT OF URBAN ENTREPRENEURIALISM F(
URBAN DEVELOPMENT.



Ben Smith

COMPS

Matsuoka &Rodnyansky

UEP Senior Comps Fall 2019

centuries of displacement and dispossession in communities that have been perpetual targets of

expansion and prosperity for rich investors and speculators?
Background

Defining Opportunity Zones

The 2017 Tax Cuts and Jobs Act (TCJA) adoptdddnember of 2017 amends the
Internal Revenue Code (IRGYith the primary goal of cutting taxes and simplifying the
previous iteration of the IRC. The Trump administration as well as a majority of the Republican
party claimed that this would benefitthear age Amer i can family. I n
and the Chairman of the Council of Economic Advisers (at the time) argued that American
workers would receive a pay increase if corporate taxes wefelcit.e Whi t e Houseds
claimed wages wouldge anywhere from four to nine thousand dollars anndalljis estimate
was largely disputed by top economi¥tbut was still a justification for lowering corporate
taxes in the TCJA. This Republican idea of trietttevn economics has been tested drahs
to benefit only the wealthy rather than the average American household, but it is still a
justification used by Republicans in an attempt to benefit the wealthy constituents and
corporations that continue to lobby for similar policiés.

Despite the bjections from any economist outside the Trump Administration, Donald
Trump claimed that these tax cuts would not benefit wealthy individuals like himself and that the

tax cuts are in fact a helping hand for the working class. In a speech about tmeghen

"H.R.1It 115th Congress (2012018)

8 Lovelace JGAmericans Would See up to a $9,000 Raise If US Cuts Corporate Taxes, Says Tiamip Eco
Advisoré

9 Lovelace Jr.

10 SummersgPerspective | Lawrence Summaes.

11 dThe Ultimate Zombie Ided.
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introduced) TCJA, Trump expl ained:ibdi@bdmes i s ¢

Believe me, thi% Howereottrgoad fammlywyesds done us
partial tax return from 2005 found a net savings of 22.5 miliollars for Trumg3 The stated
intentions of the TCJA are to benefit the average American family, but it seems that many
provisions in the TCJA will create millions of dollars of savings for the wealthiest Americans,
while claims that wages will increadee to corporate tax cuts have been largely disproven.

The Opportunity Zone program is just one of those provisions included in the TCJA that
is intended to benefit lomncome, working families. The Opportunity Zone program allows
states to designate 258blow-income census tracts to be Qualified Opportunity Zones, and all
low-income census tracts are eligible for designalttoBligible tracts must have poverty rates of
above 20%, or have a median household income below 80% the state average (nof‘t&dian)
Additionally, adjacent tracts that are otherwise ineligible may also be designated with qualifying
tracts, so long as they do not e X'cAaypdvatd 25 % o f
investments made through Qualified Opportunity Fund3R{Jn these designated census tracts
can have the capital gains taxes on these investments deferred. Furthermore, any profits made
from these investments, if held for long enough, are untaxed. Investments and any profits made
from them are subject to hgfcapital gains tax relief;

Al f income iIis placed in a QOF, it is defer
the money remains in a QOF for 5 years, there is a 10% exclusion benefit, if 7 years, there is a

2 Jacobsondwill the GOP Tax Bill Cost Donald Trihportune2:

13 Jacobson.

“H R. 1131

5¢r6 U.S. Codg 1400%1 - Designatiorg

6 Alexander Ferrer and DonlicDisplacement Zones: How Opportunity Zones Turn Communities into Tax Shelters
for the Riché

17¢26 U.S. Cod8 1400%1 - Designatiorg
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15% exclusion benefit. If the moneymains in a QOF for 10 years, any gains made from that
invest ment are not taxed wheh the investment

These benefits are huge incentives for investments in Opportunity Zones, and the limits on

investments are practically nonexistent | nvest ments must be hel d at
Opportuntylefuimedad as fany investment vehicle
a partnership for the purpose of #nvesting in

This broad definibn allows for investment in almost anything as long as the investments
are targeted towards Opportunity Zeshesignated census tracts. Because of the loose definition
and lack of transparency or regulation, investors are beginning to put billions o$ daita
projects in these designated areas, however very little of the investment is required to contribute
to job creation, affordable housing, or local businesses. If this policy is intended to incentivize
investment in lowincome communities rather thaerving as simply a tebreak, it is curious
that there are few guidelines directing investments into specific avenues such as affordable
housing. In fact, the policy seems to incentivize the oppoSiteeOpportunity Zone developer
that | spokewitltst at ed: APeopl e are happy to be buildin
because L.A. needs housing. For us, wWeodre bui
This developehints that the Opportunity Zone policy incentivizes investments that wotld no
create housing in lomncome census tracts. Rather, his real estate development corporation saw
this policy as a contingency for an otherwise risky development due to the incredibly auspicious

benefits of Opportunity Zone investments.

8 Alexander Ferrer and DonlidDisplacement Zones: How Opportunity Zones Turn Communities into Tax Shelters
for the Riche

PH.R. 1131

20 1bid

21 Anonymous DevelopeOpportunity Zone Incentives.
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Hence, this progra has the potential to create luxury housing and niche projects that

otherwise would be too risky or financially irresponsible. This type of investment will benefit
developers and investors looking for investment vehicles for large amounts of capgal gain
rather than the lovincome communities they are intended to supffoiithese wealthy investors
are creating pockets of investment with little to no job creation, and serve as tax shelters to
investors with endless opportunities for developers to talkerdlg on experimental projects.
Meanwhile, these developments pose the threat of displacement to community residents.
Previously lowincome communities experiencing a flood of investment could experience
gentrification as a result of higher property valfi®m speculation and further development in
nei ghborhoods deemed as Aup and comingo due t
Opportunity Zone Investments in Practice

Because the TCJA was passed in late 2017 and the Opportunity Zone designations were
not announced uihiearly 2018, it is difficult to fully gauge the potential future impact of
Opportunity Zone policy, or even its impact to date. Due to the lack of public reporting
mandates, the tracking of Opportunity Zone investments is very difficult. However, lhsaug
analysis of previous similar policies and the investments that have been made public, the policy
and its potential can be better understood. Donald Trump proposed that Opportunity Zones are
iproviding massive new inateindn vies diost Payveasd m
He is partially correct. There is certainly a massive new incentive for investment, but the
language that he and other proponents of the tax incentive uses centers the communities and the

benefit for these soalled disressed communities. Since the designations have been announced

22 Drucker and LiptordHow a Trump Tax Break to Help Poor @Gamities Became a Windfall for the Rich.
23 Drucker and Lipton.
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and the policy has gone into effect, it is the tax break and the benefits for investors that have

been centered rather than the target communiities.
The reason that so many ulreealthy investors are so excited about Opportunity Zones
is that normally, when selling assets considered capital gains, they can be taxed up to 41% on
those profits. Again, these are simply from selling assets gained from the stock market, real
estate, or other buness ventures, so it is mainly extremely wealthy individualscangorations
who are seeking to channel this money from investing their wealth into lesardened
avenueg® Some of the main proponents are also the people receiving the most paasifie b
from the program. Conservative Facebook investor Sean Parker and his economic lobbying
group helped to push for this bill by garnering support for the program, and as a major investor
in Facebook, stands to gain millions of dollars in untaxed s&ven Democratic Senator
Cory Booker has pr ai s e-sponsored theporiginal bilethattbsougketf f or t s
Opportunity Zones into the spotlight. Booker
into our ¢&'dmsmporasing i eBdoming into our communi ti
due to the nature of capital gains. In the United States, 90% of capital gains income is owned by
the wealthiest 10%, and just under 70% of that is owned by the wealthiest 1%. Capital gains
incomein the amount that is necessary for sensible Opportunity Zone investment is largely
inaccessible to the loomcome community members of designated tracts. All investment must
come from a holder of a large amount of capital gains income and is theredyediexist

outside of the community where the investment is made.

24The New York Times Editorial Boa@pinion | Opportunity Zones for Billionairest

25 Drucker and Lipton

26 Bertoni,6An Unlikely Group Of Billionaires And Politicians Has Created The Most Unbelievable Tax Béeak Ever.
27 Bertoni.
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By some estimates, up to $6.1 trillion dollars will be invested into the 8,800 Opportunity

Zones across the counfi§/ Even those who imagine possible positive benefits of the program
mention the possibility of gentrification and the displacement of-tong residents. The
deregulation of trillions of dollars of private investments into-laeome neighborhoods have
already led to investments in certain ventures that have great gagtpbtential.

For example, Anthony Scaramucci, former Trump adviser has begun developing a luxury
hot el in New Orleansdé warehouse district comp
perfect for lowincome resident! The t ax break is also being use
former adviser Chris Christie, who had been raising funds to finance luxury apartments in an
Opportunity Zone in New JerséyThe plans include a pool, a rooftop deck, a courtyard, and
space for priate event$! There is no plan at the moment for how the apartments will be
affordable for the community, which is by nature {oweome. Pictured below (in Figure 1) is the
plan for thebrandnewapartment complex. The image depicts Porsches and a nodlking
building for the luxury apartment. Who will live in these apartments if there is no affordability
guarantee? Based on the plans, it appears that the development is meant to transform the

neighborhood rather than spark opportunity for the curesdents.

28 Bertoni.

2 Drudker and Lipton

30yaffeBellany dThe Trump Associates Benefiting From a Tax Break for Poor Comménities.
31 HackensaclkgPartnership, Led by Russo, Will Redevelop FoBiterof The Record Newspager.
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Figure 1- Proposed Development by Chris Christie in a New Jersey Opportunity’Zone

Opportunity Zones and Real Estate Investments in Los Angeles
The previous discussion of Opportunity Zone investments focused on the potential for
commercial devel opments and the risky develop
program encouragesky commercial development, but is seen by many as mainly an avenue
for real estate investments Therefore, as much potential as Opportunity Zone policy has to
promote intense commercial development in designated tracts, it is poised to even more
dramaically impact the housing market in said tracts. A recent study by Zillow has already
shown a large increase in sale prices in Opportunity Zones following the 2017 desigHations.

This study was performed across all census tracts, and shows that atigu@ppZone

32 Hackensack.
33 ¢Seattle Tech Execs Fu@pportunity Zon€Housing, Harnessing New Tax Bregks.
34 ¢Sale Prices Surge in Neighborhoods With New Tax Break.
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designations were announced, the sale prices in designated tracts spiked relative to both eligible

and nonreligible undesignated tracts. This is telling, but could also be misleading. Because 200
of the 8,800 designated tracts are not-laeome (and incorporated by proximity), this data may

be skewedAdditionally, a disproportionately high amount of investments have been made in
these 200 census traétsRegardless, the impact on the real estate market is undeniable.

One ofthemain easons for this iIis the fAsubstanti al
Opportunity Zone policy. The statute requires all Opportunity Zone properties to be
Afsubstant i dméaygingithat the v@luecotitlle property at the time of purchase must
be at leaisdoubled during the investment peridBecause these standards do not consider
appreciation in its valuation, the implications are particularly destabilizing for investments in
rental housing’ Furthermore, the substantial improvement requirementastingency for
receiving the tax benefits of the policy, and therefore requires serious improvertient
properties as investments. Improvements in the case of rental housing would require either
partial renovation, or demolition and redevelopmenhefgroperty at double the original
value2® This results in the high probability of leincome tenants being displaced in the long
termas a result of these provisions in the Opportunity Zone guidelines.

In the context of Los Angeles, and Lincoln Heigspecifically, there is a serious threat
to low-income tenants. Lincoln Heights has a relatively high renter populatibout 75%°

Consequently, about 75% of the population is subject to eviction, rent increases, or illegal

35 Drucker and LiptorgHow a Trump Tax Break to Help Poor Communities Became a Windfall for tke Rich.

36 {USCO02] 26 USC 146PZSpecial Rules for Capital Gains Invested in Opportunity Zones.

37 Alexander Ferrer and DonliéDisplacement Zones: How Opportunity Zones Turn Communities into Tax Shelters
for the Riche

38 Alexander Ferrer and Donlin.

3%1 os Angeles Times Loddlincoln Heights.

10



Ben Smith

COMPS

Matsuoka &Rodnyansky

UEP Senior Comps Fall 2019

removal tactics such as cdsin key$®. Even renters protected under the Los Angeles Rent

Stabilization Ordinance (LARSO) are vulnerable to displacement due to the EllisaAatv
that is intended to offer an exit from the rental market for small larsftérbh practice, the El§
Act has been exploited as a loophole for landlords to evict tenants frostabilized units in
order to perform serious luxury renovations or demolish a building and rebuild for higher
profits *2 Tenants can be evicted from their homes (with no féudt)andlord wishes to
idemolish or permanently remove t HeWiththe t fr om
requirement of substantial improvement, it is a near guarantee that tenants will face displacement
due to the incentive of real estate investmt and subsequent fisubstant.
requirements. Several investment firms have already begun raising funds to invest in housing
across the country, but the effects are yet to be fully reelfzBécause the investment must be
held for 10 yearsotgain the full tax benefits, the investments also have about 10 years to fulfill
substanti al i mprovement requirements. The fu
investments are being made before 2020 in order to qualify investmenif &otefmptions and
deferrals.
Understanding Local Context of Private Investment in Opportunity Zones

One way to better understand the effects of the Opportunity Zone designations is to
compare the designated census tracts with similasincame tracts thavere eligible but not

designat ed. Below (in Figure 2) is a map of

40 Cash for keys refers to the process of a landlord or property manager offering a tenant any amount of money for
the tenant to move out of their unit without terminating the lease officially, often to forgo relocation fees

41 Coalition for Economic SurvivéMap of Ellis Act Evictions in Los Angéles.

42 Coalition for Economic Survival.

43 Los Angeles Housing and Community Investment Departri€ahant Is Not AFault for Eviction | HCIDLEA.

44 Sprow,éStarwood to Raise $500 Million for Opportunity Zone Investménts.

11
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There are several that are clustered together, and others that exist in solitude. This designation

pattern allows targeted investment irtte entire community that could have lelagting effects

on the neighborhood, resulting in largeale demographic turnover. While there are large
pockets of designations together, there are also similar neighborhoods that are considered low
income that ee not designated as Qualified Opportunity Zones due to the limit on designations
a maximum of 25% of lovincome tracts. For example, the Lincoln Heights neighboriiomith

a median income of around $30,003 designated in its entirefy. The adjacenneighborhood

of Boyle Heights has a similar median income (within $1,000), but only a small portion of the
neighborhood was selected during the designation p&idtis provides the opportunity for
analysis between similar communities by designatidoltp understand the incentive of
Opportunity Zones to both prospective investors as well as the community members that the
program is intended to benefit.

The Lincoln Heights neighborhood (shown in Figure 3) has already seen Opportunity
Investments andw| | certainly be the destination of mo
i feti me. With the entire neighborhooddés des
decadedong plan to expand the central commercial district of downtown into the easf side
Los Angeles’’ Several publigrivate partnerships already exist in the area such as the USC
Biotech corridor and the Cornfield Arroyo Specific Plan (CASP). With the addition of the

Opportunity Zone designation, Lincoln Heights is a compelling casly bu the effects of

45| os Angeles Times Loddlincoln Heights.
46 ¢Census Profilé.
47 Milici, 6Redevebpment Merger Seeks to Create Local Jobs, Spur Economic Growth.

12
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public-private partnerships, urban entrepreneurialism, and unchecked private invésathent

which are encompassed by Opportunity Zone policy.
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The prospect of these risky developments is not simply a prediction, rather it is already a
reality. One of the projects that is currently planned for the Lincoln Heights neighborhood is by
Diego ToresPal maés real estate development corporat
build a brewery and cider house, and while the project is still in the permitting stage, the goal for

completion is April 2020. The plans (pictured below in Figure 4) indwdeseparate buildings

that require partial demolition of industrial buildings along the 5 freeway.

OPPORTUNITY ZONE PROJECT - LOS ANGELES

PERIMETER WALL HIDDDEN FOR CLARITY

CIDER HOUSE / BREWERY CORRUGATED METAL

Figure 4- Benny Boy Brewery project plans in the Lincoln Heights neighborffood.

Developer Diego TorreBalma conveyed the magnitude of the incentirewiged by the
neighborhoods designation: fiWe would have bui

changes the investoreée it would have been a di

48 TorresPalmaOpportunity Zone Projedt.

15
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nei ghb ¢Thisexachge. shows that the Opportunity Zpoéicy is indeed effective in

attracting development that otherwise would not occur. It also shows its ineffectiveness in
creating opportunity for the local community, as the project is likely to produce very few new

jobs (if any) and is contributing fentrification in the area. This is due to its location in a

known fdgentrification clustero > dentified by

Gentrification clusters are defined as areas witlf2@Qlfoot buffer that contain at least
three of the followingcreative economy businesses, housingrfembers of thereative
economy, luxury housing, new housing developments, art live/work Spese retail, creative
retail, lifestyle and leisure retail, or new coffee shops and restaurants that cater to high
socbeconomic status individuals. The study has identified these buffer zones as indicators of
possible displacement and centers for gentrification. The brewery is located directly in an
already existing gentrification cluster and will serve as a catalyshé already anticipated
di spl acement. Pictured below (in Figure 5)

clusters, with a blue arrow marking the location of the prospective brewery.

4 TorresPalma, Opportunity Zone Incentives.
50 Urquiza and Matsuok@&NELA Vulnerability Study.
51 Urquiza and Matsuoka.

16
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Figure 5 - Lincoln Heights area gentrification clusgewith brewery location marked by blue arrow.

The indicators that deem these buffer zones gentrification clusters existed before the Opportunity
Zone designation, so the point is not to say that Opportunity Zones are responsible for all
gentrification in he area. Nonetheless, the incentive that the designation provides in an already
gentrifying census tract is strong evidence that the existence of Opportunity Zones provides
sufficient incentive to invest in gentrifying areas, subsequently acceleratipgpttess of
gentrification and displacementat least in the case of Lincoln Heights.
Why Lincoln Heights?

The focus on Lincoln Heights in this study is based on both a local connection, and its

identity as a neighborhood. Lincoln Heights is not far f@ccidental College, where other

17
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students and | worked with Professor John Urquiza in a class to further develop the NELA

Vulnerability Study. Through the work of John and Professor Martha Matsuoka in the UEP
department, the study has identified multipgaification clusters and found several points of
vulnerability in this historic neighborhood. Other than this study and a few cultural sites in the
neighborhood, the study found few organizing spaces dedicated to Lincoln Heights specifically
(as opposetb Boyle Heights, which has developed grassrootsgamtirification movements).
This leaves the neighborhood more vulnerable to outside forces, and this research is intended to
support the ongoing organizing in the neighborhood.

Furthermore, Lincoln Hghts is one of the few remaining neighborhoods within close
proximity to the college that is in an early stage of gentrification, and is in a position to halt
further unwanted development. Lincoln Heights is one of the oldest neighborhoods in Los
Angeleswith deep historical roots as a largely Latinx community. The neighborhood is relatively
close to downtown Los Angeles, which has been attracting speculation for decadéssnbw.
faces increasing pressures from projects like the Biotech Corridor, GABR, nei ghbor hoo
Business Improvement District (BID), and others, it is an important neighborhood to look at to
determine the effects of Opportunity Zone policy on vulnerable neighborhoods. It is important
to look at how this effects the neighborhooahfi the perspective of the housing market. If the
policy creates jobs in Lincoln Heights, but i
harm the community. Lincoln Heights is already experiencing gentrification pressures and the
threat of @portunity Zone investments are an added pressure. For that reason, monitoring
Lincoln Heights could protect the neighborhood and others like it from experiencing widespread

displacement and neighborhood change.

18
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Literature Review

Introduction

As thispaper focuses on Opportunity Zones as a case study for a larger discussion of
placebased policies and targeted-iagentives, this review of literature will cover a narrow
portion of the literature with a minute focus on Opportunity Zones on the easifdids

Angeles, the persistence of similar plzesed policies, and a particular focus on the impact

these policies have on the housing market and gentrification. In an attempt to explore the effects

of designation, it is important to narrow my focughe local context and further investigate how

these policies have affected both intended outcomes and unanticipated consequences. | also aim

to identify a niche beyond the specific statistical analysis that | will perform laid out in my
methodology.
Creating Opportunity in Los Angeles

As Los Angeles faces a housing cfi$éisi t h more than half of
population being rent burdenétistakeholders everywhere are calling for solutions to the
growing crisis>* According to the 2019 report rekssd by the Los Angeles County Homeless
Services Authority (LAHSA), LA County experienced a 12% increase in homelessness, while
the city saw an increase of 16%In response, policymakers, community members, and
benefactors are coming forward to offer simns to the crisis, with a large emphasis on supply

side and private market solutiotfsThe shortfalls of these approaches have been well

52 ¢The Sad, Scary Reality Seniors Face with Evictions, High Rents ini&lifousing Crisis.

53 dNewsom Backs Effort to Cap Rent Increases in California.

54 Chiland 60LAQ Homeless Crisis Is Getting Worse. Here Are the Stats.

%51 os Angeles Homeless Services Authai@919 Homeless Count by Community/City Dashb@ard.
56 @Opportunity Zones Economic & Workforce Development Department, City of Los Angeles.

19
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documented! but there is still a bipartisan reliance on these solutions that has continued to fail

those who suffefrom the housing crisis. The Opportunity Zone program affords each state the
power to designate up to 25% of lemcome or high poverty census tracts, which occurred
within 90 days of the billbds ratifieanati on. T
governor Jerry Brownds choice to designate 87
and its ability to achieve the stated godl©Of the 879 tracts designated by Jerry Brown, 193 are
in Los Angeles, with a total of 274 in Los Angeles Cowfityn conjunction with the general
confusion surrounding the bf?,the process of designation was convoluted and highly exclusive
ino public comment was r equi®%Seldctedtiattdweregh s o me
submitted to the Treasury Secretaftg@athe initial 90 days for the approval of Qualified
Opportunity Zones, and although no public comment period was required, the City of Los
Angeles offered a two week period that was hardly publicized and took pldice 613

Despite the lack of comumity feedback, Mayor Eric Garcetti continued in support of the
program, stating: AEvery Angeleno should be a
city creates. The Opportunity Zone program can deliver on this promise by spurring economic
invesment wher e i d foninfedirgdapithl imoza gmall businesses to
i ncreasi ng af® Forabedgrdmehatissupposed o benefit the communities that

it has designated, the actual potential benefit is much lower for commuhn#reor investors.

57 Sazamaglessons from the History of Affordable Housing Cooperatives in the United &tates.
58 Ferrer,0Opportunity Zones and Neoliberal Policy Histoides.

S Ferrer.

60 Tankersley and Rappepod Hasty, Handcribbled Tax Bill Sets Off an Outcry.

61 Ferrer,0Opportunity Zones and Neoliberal Policy Histoges.

52 Ferrer.

63 GAbout Opportunity Zoneg CA Opportunity Zones.

64 60pportunity Zones Economic & Workforce Development Department, City of Los Angeles.
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The Los Angeles Economic & Workforce Development Department (EWDD) states that the

community benefit provided by the program i s
i nvest ment . . . i n di st rteosrsse di sa riietahsed ,d ewheirlrea |
of capit aPThgrais alargetarsdole/isus advantage for investors, as even the stated
benefit to community is the same incentive that benefits investors. Los Angeles is in desperate
need for more affordablhousing, but the reliance on Opportunity Zones and other private
market forces to create that is a flawed approach relying on a flawed policy logic.
Policy Logic and Persistence

The Opportunity Zone program is born out of a policy logic that is inHgriéatved, but
it is one that has a long history of support from conservatives and liberals alike. This logic of
incentivizing private investment i%Thisteant Paul
refers to policy ideas that are constantly re
relentlessly forwardé bebl &Kusgmamédy Swit i anap @l
i d & the perpetually touted connection between tax cuthéorich and economic growsh.
The Opportunity Zone program relies on this same ideology that has been constantly disputed
with facts and research.

Theplacebased targeted tax incentive policy be

with theReagan administratioh, however in 1977, the Thatcher administration adopted a

65 dWhat Are Opprtunity Zones Economic & Workforce Development Department, City of Los Angeles.
66 gThe Ultimate Zombie Idea.

67 gThe Ultimate Zombie Idea.

58 gThe Ultimate Zombie &h£

69 gThe Ultimate Zombie Idea.

" Rosenthalgideology Over Reality.

" éPromise ZonesHUD Exchange.
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similar policy t ociatdyd réefdiss iBardotpaisreds fAfEintreerpr i s

created with a very similar intention as Opportunity Zones: create incerdgivieséstment from
busi ness ead tiyn tSThe dombition of tax credits and huge exemptions from
income and capital gains taxes offered an incentive that was particularly enticing. However,
there were several problems with the Enterprise Zasenell. Despite the incredibly attractive
incentives to businesses and investors, the actual intention (or stated intention) of the program
was to spark job creation, of which many critics were highly skepgfidalstead, the program
simply offered lage payouts to these business with little to no reason to believe there would be
any substantial job creation. In a statement backed by@FLO , opponents wrote:
|l i kely outcome is a reshuffling efandexi sting |
destructive fAcompet it i”Bvenind9d83 atthedbagnningpfdhei n t he
trend of these types of policies, the statement proposed that the Enterprise Zone policy relies on a
Afalse premise that reloteherdf rgponveraxmaent rlewgmud ar
climate for the enterprise system to flourish . . . allowing private sector firms and entrepreneurs
to create jobs and % KqwaverddespiethaAFBl © prcesividenpdo
condemnationotte bi | | as a fAdtax cut packagé€’thenot a
legislation continued and so did its legacy.

The Enterprise Zone policy is a crucial facet of global neoliberal policy that has been

replicated many times in the U.S. and emafter its origins in the UK, however for the purpose

72 Chaudhary and PotteéEvaluation of the Local Employment Impacts of Enterprise Zones.

73 Denton,0Reagan Proposes Enterprise Zones To Lure BusinessQiayB&iums.

74 Cantor, Benedick Jr., and Zdendk, The Proposed Reag#mterprise Zon&rogram A Sound Approach To The
Nation@ Urban Problemg?

S Cantor, Benedick Jr., and Zdenek.

6 Cantor, Benedick Jr., and Zdenek.

77 Cantor, Benedick Jr., and Zdenek.
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of this paper | will focus on the context within the United States. The program was introduced in
new iterations by several administrations after Reagan, including the Empowerment Zones by
the Clintax administration, the New Market Tax Credit program by the George W. Bush
administration, and n oWTh&legaciepod each Prpgram rare largelyt y Z
disputed and the literature is split, but most of the criteria focuses on job créafibe.Clinton
Era Empowerment Zones saw some designated zones achieve an increase in average educational
attainment as well as i ncome, but these resu
turnovero in the zon% Asingestmeet flowedenth the designdted pr ogr
zones, increasing property values displaced existing previous community members, replacing
them with a wealthier and whiter population that did benefit from the program. Therefore, it is
important to notice that the effeatiness of the program cannot be judged by how many dollars
have been funneled into the designated areas.

When the Congressional Research Service (CRS) released a report that seemed to reveal
no connection between such tax cuts and economic growth in 2042te Republicans
pressured the service to withdraw the report from circul&tiorhe political agenda of
increasing profits and prosperity for the most wealthy individuals seems to be more important
than the true impacts of these policieas seen thrugh the adoption of one private investment

based tax incentive policy after another. Opportunity Zones are an example of this furthering of

a political agenda for the wealthy while masquerading as an effective solution that benefits both

8 Ferrer,0Opportunity Zones and Neoliberal Policy HistoEes.

® Cantor, Benedick Jr., and Zdendk, The Proposed Reag#mterprise ZonéProgram A Sound Approach To The
Nation@ Urban Problems?

80 Ferrer,dOpportunity Zones and Neoliberal Policy HistoEes.

81 Rosenthalgideology Over Reality.
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wealthy investorand the targetedlowncome communi ti es. The bil ¢

top-down and informed by wealthy individuals with interests in their own prosperity. This is
evident in that it was achieved through lobbying and funding from influential biltesand
their think tank, whose sole purpose is to lobby for tax policies that will end up benefiting those
who have huge amounts of capital gains to inf4st.
Public-Private Partnerships andInvestmentin Los Angeles

Los Angeles is deeply invested ingig-private partnerships and incentives in order to
fulfill a master plan to revitalize neighborhoods and incentivize development oftmme
areas.Los Angeles has relied on publicivate partnerships and the encouragement of private
investmentfori s transformation into a gl obal metropo
campaign to revitalize the downtown Bunker Hill aadt@r the Federal Urban Renewal program
of t heOntam@ightsorhood comprised of {owwome people of color, the cigpld the
land to corporations in order to create the central commercial and business district that exists
today® More recently].os Angeles submitted a bid for Promise Zone designation under the
Obama era program, which still exists in South®AThis rogram is different from
Opportunity Zones in that it relies more on pugrtvate partnerships rather than leaving
outcomes completely subject to private market interests, however, it still serves as a piece of the
urban entrepreneurial puzzle that makpsSouth Los Angeles with developments like the

Staples Center and Expo Liffe South Los Angeles has seen a drop in its black population by

82 Druckerand LiptongHow a Trump Tax Break to Help Poor Communities Became a Windfall for tke Rich.

83 Bertoni,An Unlikely Group Of Billionaires And Railiins Has Created The Most Unbelievable Tax Breal€é Ever.
84Woocher,dThis Map Shows How LA Politicians Have Created a City for the Rich.

85 gEmployment by Industries in Los AngelesgCA.

86 ¢Promise ZonesHUD Exchange.
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up to 50% in some are&sand continued investment into the area is contributing to the push and

pull factors resliing in this demographic shift. The persistence of these policies shows that Los
Angeles cares more about its own branding as an international hub for business and commerce
than the people who are being priced out and pushéet out.

These policies and acticescan result ilmodern manifestations of redlining. When an
area is lowincome, often a proxy for race, that area is viewekasling revitalization. The
neighborhood is classified as higime&® and the solution, rather than preventing the caofes
these issues, is to revitalize a neighborhood. The consequences of these actions largely result in
displacement of longerm residents and benefits only for newcomers and the investors (whether
that be public or private). The city has a stake in esirg property tax revenue for further
funding (as discussed below) and the residents who are displaced are uprooted and left without
the resources provided to the neighborhood now flooded with investments and resources
available to the newcomet$.

This paer will focus on the Opportunity Zone policy as a case study for a more broad
discussion of similar policies that have been tried and failed, and yet persist due to the zombie
ideology. These policies have a habit of benefitting wealthy investors thatadd for these
policies in the first place, rather than the communities (or residents) that are targeted. The
downfalls of these types of policies can be seen through the previous failed attempts, however
the Opportunity Zone program adopted in 201 2&dy the intentional ignorance by policy

makers for the sake of their wealthy donors.

87 édin L.AQ Historic African American Core, a Growiatjno Wave Represents a Possiflarning PoinQ €
88 \Woocher,dThis Map Shows How LA Politicians Have Created a City for thée Rich.

89 Board of Governors of the Federal Reserve System éEalyer Vacants, Fewer Crimés?

9 Smith,éNew Globalism, New Urbanism: Gentrification as Global Urban Strategy.
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Pitfalls of Locally Focused Funding Models Without Community Oversight

In 1945, California established RDAs (California Redevelopment Agencies) with the
purpose of revitigzing urban areas. It was an essential tool in the effort to create affordable
housing in urban areas across the state. The Community Redevelopment Act (CRA) allowed for
the creation of RDAs t h%Afterd352, thgpnogranetablished e a s a's
fit-arcr e me n t%tHatiallvaed foi the guoneling of property tax revenue into the
project area. The prolgatamtseawedanlhl fighcees ses]
thriving areas that attracted millions in private investm&titéhie program also created
thousands of units of affordable housing across the state, which are cenaimigortant part in
combatting the housing crisis that California has been facing for decades. However, further
research revealed that while some RB#@isceeded in the in the creation of affordable housing,
most of the funding for the program was not being used effici&hlihany of the RDAs were
unable to produce a single unit of affordabl e
property tax reenue for failed project®. Many argue that this is proof that the creation of
housing should be left to the private seéfofhe program did spark millions in private
investment in the neighborhoods in which it failed to produce its own project, bshthikl not
be accepted as a blanket positive. While this is not an example of an explickivale

partnershipt he prompting of speculation and investm

91 Beyer,6Califonia@ Redevelopment Agenciés.

92 Blount et al. (Redevelopment Agencies in Califoraia.
93 Blount et al.

94 Blount et al.

% Beyer,6Californi® Redevelopment Agenciés.

9 SacramentogCaliforni® Secret Governmergt.
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to revitalize them has failed time and ag#if® While those arguing in favor of this type of

policy and incentive for the private sector, the difference is the measure of success. Those in
favor seem to measure success by buildings built, revitalization of downtown commercial
district, and economic growfih owever critics find themsel ves
which urban entrepreneurialism strategies have helped solve economic and social problems and
stabilize mu¥Wicipal financesbo.
Gentrification and the Housing Market

Rather than evaluating tlmpact of Opportunity Zones by the dollar amount of
investments that have occurred as a result of the program, or a change in average income as a
given success of the program, it is important to engage in the evaluation critically. Who does
this investmat benefit? Do community residents receive direct benefit from the investments of
corporations and wealthy individuals, or do the investments spark demographic change that
displaces the community and benefits newer and wealthier community residents dins t
undoubtedly benefit investors, as any tax break is creating a benefit that did not previously exist
and increases profits regardless of the success of the investment.

Gentrification is defined by Maurééen Kenne
neighborhood change that results in the replacement of lower income residents with higher
i nc o me!ldmei 2001.paper, however, goes on to detail that gentrification is an extremely

complex process that looks different everywhere it occurs. Regardf its complexity, the

97 Leitner,6Cities in Pursuit of Economic Grovéth.

98 Leitner and GarneTHE LIMITS OF LOCAL INITIATIVES: A REASSESSMENT OF URBAN ENTBEPRENEURIALI
FOR URBAN DEVELOPMENT.

%9 Leitner and Garner.

100 ejtner and Garner.

101 Kennedy and LeonardDEALING WITH NEIGHBORHOOD CHANGE: A PRIMER ON GENTRIFICATION AND POLICY
CHOICES.
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process of replacing lower income residents with higher income ones remains a constant across

all gentrifying neighborhoods. As in the cas
transform a neighborhood through pldmsed policies has the tendency to be effective in

funneling large amounts of capital into the intended areas, but with the additional consequence of
the replacement of the leimcome residents who were once intended to receive these

investments'®? The focts on incentivizing private investment without any serious guidelines to
structure or control the impact of the investments has the potential to bring about

transformational change to Opportunity Zone tracts that result in the displacement of entire
communties for the benefit of newcomers who can afford the newly invested in and

subsequently more expensive neighborhoods.

Research Question: How does the designation of a census tract as an Opportunity Zone

impact the home sale volume, property values, and réprices of its neighborhood?
Methodology

This research requires quantitative methods to determine the impacts of Opportunity
Zone designation, but the analysis of findings will involve some qualitative analysis for support.
For this case study @pportunity Zoneghe initial aim was to directly compare specific census
tracts by each variable (home sale volume, property values, and rent prices) before and after the
policy was enactedh orderto determine if the policy has already had an etteetvariables
being measuredHowever, as this policy is neand up to date census tract level data is
inaccessible for these variables as of right now, the tests are performed by neighborhood. Zillow

offers data for these variables by the geographigdason of neighborhood and allows for the

102 Ferrer,60pportunity Zones and Neoliberablicy Histories.
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initial intended comparison between Lincoln Heights and Boyle Heights. Throughout eakh test,

will be comparinghetwo neighborhoodsvhich are similar in demographics such as population,
racial composition, ahmedian incomehoweverone is acompletelydesignateds an

Opportunity ZongLincoln Heights) while the other isargely undesignate@@oyle Heightsi)

with certain sections of thigoyle Heightsneighborhood incorporated as designated tracts
(further dscussion in limitations sectian)

In this quasiexperimental research design, | am testing the effect of the designation on
home sale volume, home values, and median rent. Each of these three variables will be tested
separately as the dependent variabliés the explanatory variable being Opportunity Zone
designation. | will also compare home sale volume, home values, and median rent over time
within eachneighborhoodo determine how these numbers have been trending and what kind of
effect the designain may have had. Thissearchwill provide important insight into the local
case, which can lead to specific organizing strategies and policy recommendations on a local
level.

I chose these factors that f ocfutsdesignantd he
potential impact on the real estate market. There has already been a spike of sale prices in

Opportunity Zones relative to nafesignated tracts nationwid@ By measuring these factors, |

refocus the attent i ondisplacen@m gpecifitally.nRreivigus stnolar e s 6

policies have been measured relative to job creation or employment, but this means nothing if the

beneficiaries of the policy are new community members that have displaced the previous low

103 gSalePrices Surge in Neighborhoods With New Tax Bieak.
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income residents. will run independent samplégests, ANOVAs, and perform graphical

analyses tg@auge the effects of designation.

The first census tractdriginally chosevasCensus Tract 2043 in Boyle Heights, Los
Angeles County, California. This tract has a medliansehold income of $31,026, a poverty
rate of 36.5%, and its population is 95% Hispanic, 3% White, and 1% Asian according to census
reportert®* While this tract has a high poverty rate and would qualify for designation, it was not
selected during the 20Hésignation process. The tract thatould be comparing it to is Census
Tract 1998 in Lincoln Heights. This tract was selected, in addition to the entire neighborhood of
Lincoln Heights. Census Tract 1998 has a median household income of $31,9 7 nate
of 28.7%, and its population is 60% Hispanic, 39% Asian, and 1% Whifehis difference in
racial composition may influence the findings, but my analysis is based mainly on displacement
of lower socioeconomic status communities of color by wpf#ss white people, so due to the
very similar poverty rates, median household incomesa&ighfi Hi s p'%population this
analysis should not be affected too significantly.

The specific tests that | am using compare the means of different samgbesimuous
variables. An Independent Sample3dst determines if there is a statistically significant
relationship between the means of two sampl es
this case, the grouping variable is a dummy variablatedeto signify the period of time (before
or after designation of Opportunity Zones). For example, this takes the mean rent price in a

neighborhood from the period of time before the policy was enacted, and compares that to the

104 ¢Census Profilé.

105 ¢Census Profilé.

106 Hispanic is the category used by the Census reporter, but | do not think that the term Hispanic adequately
identifies those folks
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mean rent price after pol is enacted to compute a test statistic that will reveal whether or not
the difference in means is statistically significant. The other test is an ANOVA, which functions
very similarly. Unlike an Independent Sample3dst, the ANOVA is able to perforthe same
comparison of means, but with three or more functions of the grouping variable. For these tests,
the grouping variable is the same: period of time. However, it is now possible to compare means
among different periods of time. | created a dumnmyabde for the grouping variable for these
tests as well, with a time perialhting back to the beginning of the available data (September of
2010) up until the TCJA was passed in 2017. The next time period is between December 2017 to
December 2018 (wheredignations of zones were made) to determine if anything significant
occurred between this time period. Finally, the last time period is from December 2018 to the
present, which is the same time period that the previous test measured after the interventio
From this test, we can determine if any statistically significant changes occurred between any of
the three time periods.

| will mainly use Zillow data at no cost to perform these tests to messatigtical
significance | willalsouse Censusdasan d communi ty research such
study on Lincoln Heights for accurate demographic stati&ticErom Zillow, | will use their
collected median sale prices for homes, median rent list prices, home value index (ZHVI), and
home sales (to derminevolume).It may be the case that 2 years has not been long enough for
significant change to have occurred simply because of the designation of opportunity zones in

these neighborhoods specificalys previously mentionedertaincensus trastin the Boyle

Heights neighborhood kiabeen designated, atitatmay affect investment and other factors

107 jitvinsky QUSC Lincoln Heights Neighborhd@isange Study Fall 2016/Spring 2@17.

31

a



Ben Smith

COMPS

Matsuoka &Rodnyansky

UEP Senior Comps Fall 2019

leadingto skewed results. | will conduct the actual tests through a statistics satallace

SPSS after coding and parsing the data. By including a focused local comparison, (as a student in
Los Angeles at Occidental College), the qualitative and quantitative analyses of the findings may
provide insight for organizations engaged in advocacy etidisan around Opportunity Zones

and housing justice.

Findings
Dataset

As mentioned in the Methodology section, the data that are being used for the statistical
anal yses come from Zill owos thisaataabecausalitisrsemee ar ¢ h
of the most up to date information on the variables | was interested in, and focuses in on a
relatively narrow geographical designation. While the data does not include census tract level
data, the data can be sorted by nkearhood. The data is downloadable for free from
Zillow.com/research/data, and can be used for further analysis as the policy ages. The variables
chosen from this | arger dataset are ZRI, ZHVI
| nde x 0 resehtathe meam pf rent estimates in a neighborhood for all housing types, which
includes units not currently onthe mark®Z Hv1 , or #AZil |l ow Home Val ue
similarly in that it represents the mean home value in a neighborhood adjustetkgasal for
home type. Monthly home sales is the variable that reflects home sale volume, as the variable
reflects the raw number of homes sold in a neighborhood each nibetie. are other variables
that are important to consider for this study, ang bwincluded in further iterations of this

research. These variables include the HPI, (House Price Index) released by the FHFA by census

108 gHousing Datd.
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tract which would allow closer scrutiny between designated andl@esignated eligible tracts,

andEllis Act Filings,whichwould show if a property owner has filed to demolish a building
used for housing in order to renovate or demolish it. These two variables will increase the
holistic understanding of what type of neighborhood change is occurring at a closer level, as
these are both available by census tract.
Limitations

Because of the recency of Opportunity Zone policy, there are many limitations on the
statistical analysis that are important to consider in the discussion of findings. Two years have
passed since thECJA has been signed into law, and only one year has gone by with the
designations in place. Additionally, many of my original intentions for statistical analysis were
impossible due to the lag in data by Census Tract. This provides opportunitieshier fur
research with the same tests performed on available data at a more microscopic level in the
future. Because Census Tract data was not available for the dependent variables | was testing,
the tests are performed on a neighborhood level. Thesedegtaie Lincoln Heights and Boyle
Heights, which are intended to represent a neighborhood that is designated, and a neighborhood
that is eligible but not designated (respectively). The way that | define a designated
neighborhood in this sense is having entitan 50% of that neighborhood comprised of
Opportunity Zone designated tracts. Another limitation is that while these neighborhoods have
similar characteristics that make them comparable in many ways, they are not perfect
comparisons. The demographipsyerty rate, and median income are very similar (see
Methodology), but the rent prices and home values are generally higher in Lincoln Heights,
while the home sale volume tends to be higher in Boyle Heights (over the time that data is

available). Additimally, Boyle Heights does have census tracts within the neighborhood that are
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designated Opportunity Zones, and could affect the rest of the neighborhood due to proximity to

investment. This may affect the analysis of findings, and could play out diffeasnihe
policybs |life is extended.

In order to combat the original differences in home value and rent prices, | had to adjust
my analysis. Additionally, rent prices and home values have increased universally over the last
few decades, so it is not goprhctice to compare only the raw number from before the policy
and after, as this includes a general increase in living cost due to inflation and other confounding
variables. For this reason, | created a time series variable to complete the anatysisefor
values and rent prices, rather than using the raw numbers. The creation of a time series variation
for these variables takes the difference from one-per@d measurement to the next. In this
case, data is collected as an average value for réohoe value from month to month, so the
time series variation would calculate the change in price from one month to the next, in order to
compare if there is a statistically significant difference not in the price itself from before
implementation to aftefut rather if there is a difference in the way those values are changing.
Findings of Statistical Analysis

The first tests that | ran are separate tests that intend to answer my research question by
statistical analysiddow does the designation of aensus tract as an Opportunity Zone
impact the home sale volume, property values, and rent priced its neighborhood? The
way that | set up this test was to first create the time series variables for Boyle Heights and
Lincoln Heights in each of the depemd variables: home sale volume, home values, and rent
prices. |then created a dummy variable that represented the designation of Opportunity Zone
Census Tracts in December of 2018 as an intervention. This dichotomous variable (represented

as 0 for befee designation and 1 for after designation) allows me to test the difference in means
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