ESSAYS ON ISSUES

Chicago Fea

Brgwnfield redevelogment
and urban economie

Economic development pollc?/makers
are ener etlcallg dewsmg stra e(\;Les to
return idle or abandoned industrial
sites—so-called brownfields—to pro-
ductive use. The most ardent propo-
nents expect the henefits to be two-
fold. First, they believe brownfield
redevelopmenit can help attractjohs
back to the central cities, where unem-
ployment runs high and where some
Popular notions ofjustice suggest that
he wealth-generating activities of the
Past should™not be a Costly legacy to
he nation’surban poor. “Second,
many argue that urban-oriented |
brownfigld redevelopmentpollmes
are needed to offset the current biases
toward greenfield development that
tend toproduce urban sprawl. Pris-
tine ?reenﬂelds are often cheaper to
develop, hut the regionwide effects of
such development may be less benefi-
clal as congestion, environmental
degradation, and other growth-related
problems can accompany spurts of
development on the urban fringe.1

While the potential benefits of
brownfiel redeveIoPmentare sub-
stantial, unfortunately so are the barri-
ers. These sites are popularly referred
to as brownfields because they often
are contaminated with pollutants and
environmental hazards that require
extensive remediation before new
construction or redevelopment is
possible. The challenges to redevelop-
Ing urban brownfields'extend well
beyond the difficulties of cleaning
thém up. Urban development that
aims to restore bustling ractories em-
ploying semi-skilled workers at high
wages may be particularly hard to
achleve given changes in transporta-
tion practices and modes of produc-
tion. In many cases, because of the
changing industrial base of cities, non-
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industrial developmentis more likely
on brownfield locations, but such
development often requires more
stringent and therefore more costl
cleariup. Successful brownfield rede-
velopment strategies will require
creativity and must address both eco-
nomic and environmental constraints.

Thg environmental issue
and CERCLA

The backdrop to brownfield redevel-
opment is the Comprehensive Enyi-
ronmental Response, Compensation,
and Llablll'[P/ Act of 1980 & ERCLA).2
This federal legislation established
the SuperfundProgram for identify-
ing and cleamn? up contaminated
sites throughout the U.S. Superfund
has heen criticized because it poten-
tially asmgns responsibility for site
cIeanuP 0 currentor prospective
property owners (and perhaps lend-
ers), even if they never contributed to
the contamination. This responsibili-
gcan have the effect of freezing re-
development rather than accelérating
t. Current gwners may choose to
ence in_or disguise currently contam-
nated sites rather than expose their
iability to cleanup durmﬁ the sales
transaction process. At the same

ime, prospective buyers m_aK be re-
uctant to purchase Sites with uncer-
tain but potentially steep cleanug
costs. The U.S. Environmental Pro-
tection Agency estimates that a survey
of an industrial site can, cost from
$1,000 to $10,000; dI'I||In? and testing
s0il core samples can cost as much as
$70,000.3 These efforts only establish
the extent of the environmental prob-
lem; if a cleanup is required, costs
can rapidly escalate.

Several states have enacted measures
to address the “who pays?”problem of
CERCLA. Qne of the most popular
has been to issue a liability release to
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the owner of a brownfield site once
the site has been cleaned up and
certified for redevelopment. Minne-
sota has heen a leader in this area,
providing financial assistance to the
prospective purchaser to conduct
assessments of the site’s condition.4
The prospective purchaser then sub-
mits a cleanup plan to the state.

Once it is apRroved, the purchaser
undertakes the cleanup and is there-
upon released from further liability.
While this plan frees the owner from
state liability, federal liability stays in
effect. Ifsimilar cleanup standards
and release from liability could be
extended to federal rulés and requla-
tions, then these state programs,
would become even more effective,

It has.also been suggested that similar
certification processes be available to
lenders so that the latter do not fear
uncapped liabilities when, they make
loans for site cleanups, Since’the lack
of available financing is often seen as
aprimary hurdle in fedevelopment,
reducing the risk and unce,rtalntg of
lenders would help ease this problem.

A second problem with exmth feder-
al rules.is the requirement tha
brownfields be returned to nearl
pristine condition. This can lead to
an excessively costly cleanup under-
taken without regard.to the future use
of the site. The inefficiencies in
cleaning up a site beﬁond what is
necessary to_protect health and wel-
fare are obvious., Greater efficiency
would enable usmqfunds and re-
sources for some other worthwhile
private or public use instead, or for
acceleratlntg the cleanup of other
contaminafed sites.

Policies to certify sites as megtin
standards for particular levels ofclean-
liness would seem to be a natural
vehicle to promote redevelopment.
States have begun to implement such



policies, such as the aforementioned
Program in Minnesota. Ifthe proper-
y ngeds to be only partially cleaned
up in order to be appropriate for its
new purpose, a deed restriction is
attached and remains in effect for any
future sale. While the property re-

mains subject tojudicial and regulato-

rY actions under-federal laws, such
state programs commonly include a
pledge by the state to stand by the

property owners in the eventof feder-

al action.

Another wa}/ In which qovernment
can help with brownfigld redevelop-
ment isby improving the technology
transfer of best pracfices for handling
cleanups. Few developers know the
Pros and cons of different cleanup
echniques; improving the informa-
tion available on the Subject can re-
duce costs and increase Certainty
about the methods chosen.

Finally, some form of public financ-
mq may be needed to make brown-
fields attractive for investment. Even
with greater clarity in cleanup regu-
lation's and more Certainty about™
owner and lender liability, the addi-
tional site preparation costs associat-
ed with brownfields can chase devel-
opment to greenfield locations.
Public financing optlons_ range from
cleaning the sité at public expense to
providing grants, loans, or loan guar-
antees to suPport cleanup efforts.
Government support for commercial
Site deveIoPment Isnot unusual;
local and stafe governments have
Iong been willing to spend public
funds to construct roads and sewers
needed for greenfield development.
Brownfield Sites often do not need
such infrastructure expenditures. If

overnment instead contributed to

e funding of cleanup, this could
help. make redevelopment more
feasible.

I(%entti) in th? most attainable forms
ot urban development

State programs to certify site cleanup
to minimum levels, such as for indus-
trial uses, would seem to fit hand-in-
glove with the desires of urban policy-
makers to revive manufacturing

activity in_central cities. Flowever,
these desires may be largely wishful
th_mkmq. During the edrly part of .
this century, many cities were thriving
centers of manufacturing growth.
Historically, cities in the Midwest
were noted for their high concentra-
tion in manufacturing activities.
American cities that developed dur-
ing the industrial age &183_-1945)
had on average 11% of their total
land devoted to industrial use.5 For
many industries in the Midwest,
bringing together a large volume, of
bu|k>{_raw materials_such as coal, iron
ore, limestone, or livestock required a
central terminal where rail, barge,
and freighter traffic could converge.
At the sdme time, mass production of
autos, steel, food processing, and
machinery required large iumbers of
workers. 1n the ?re-auto aPeLworkers
could reach the factory only If they

lived within walking distance or street-

car distance.

Today, m,anY of the methods, needs,
and physical requirements of manu-
facturing have changed., Astruck
transport supplanted rail, narrow, city
streets and high population density
made the movement of_?o,ods in_and
out of urban factories ditficult, Sub-
urban locations with good hlphwa,y
access became preferred. Older in-
dustrial plants were built in multi-
story configurations, while new plants
require more floor space and tend

to be huilt in one story. Because
manufacturers are now often averse
to locating in urban areas irrespective
ofenvironmental problems, cleaning
up contaminated Sites may not be
enough
tee bringing back industrial jolds to
central Cities.

Such historic changes are evident in
the long-term decline in manufactur-
mg employment in midwestern cities,
a decline that began before the con-
cern about environmental impedi-
ments (see figure, 1). Asothers have
noted with some irgny, manufacturers
who left the central mtydurm? pre-
CERCLA decades weré quick to cite
lack of available space as a prominent
reason for seeking greener pastures.
In many central cities today, lack of

, In-many instances, to guaran-

jobs, such as

1. Manufacturing employment

1954 1972 1990

(thousands)
Chicago 615.7 430.1 225.7
Indianapolis 75.9 92.8 58.4
Detroit 296.5 180.4 688
Milwaukee 123.9 106.3 60.9

Sources: U.S. Department of Commerce,
Bureau of the Census, Census of Manu-
facturers, 1954 and 1972, and U.S. Depart-
ment of Commerce, Bureau of the Census,
County and City Data Book, 1994.

space to expand does not seem to be
the major issue. For example, are-
cent survey of property in Chicago
found that an estimated 18% of all

land in industrial areas, or 1,500
acres, is either inactive or vacant.6

Service options

Part of successfully redeveloping
brownfields may mean seeking alterna-
tive forms of development quite differ-
ent from the original function of the
site. This is Pa[tlcularly the case be-
cause centra -,cn){ economic growth .
today increasingly derives from service
industries.7 In tontrast to the difficult
prospects in the manufacturing sector,
core counties (those containing the
boundaries of a major city) have man-
aged to capture part of several high-
growth industries. Take business ser-
vices, for instance—services sold to
other husinesses such as accounting,
legal, or finance. Income in this séc-
tor has ?rown by over 206% in ten
midwestern coré counties from 1969
to 1992, Similarly, the travel/tourism/
recreational industry.has also grown
rapidly in core counties ésee figure 2%.
Successful central-city redevelopmen
may thus require coriverting former
industrial sites to commercial, service,
or even residential uses.

Many service {obs and related spin-off
as those in hotels, food

service, orjanitorial services, are ac-
cessible to’urhan residents but pay
low wages. Higher-paying servmedobs
require higher skill levels that budget-
Pmched inner-city schools are unable
0 provide to their graduates. While



2. Personal income by source

Manufacturing

FEEErrrrrrerrerrerrernel
1971 74 77 '80 83 86 '89 92

Note: Core county is the county encompassing the
geographic boundaries of a city. The above data are
from the core counties of Buffalo, Chicago, Cleveland,
Detroit, Indianapolis, Des Moines, Milwaukee,
Minneapolis-St. Paul, Pittsburgh, and St. Louis.

Sources: U.S. Department of Commerce, Bureau of
Economic Analysis, Regional Economic
Information Svstems.

many husiness services may prefer
urban locations, the urban work force
may not be able to qualify for the
higher-payingjobs that those firms
créate. Moreover, manuyfacturing is
no longer an easy stePplng-stone {0
middle-class income for |ess skilled
workers, as it once was, So-called lean
manufacturing technology has he-
come the ordér of the ddy among
manufacturers who mustnow keg
abreast of qlobal competition.8 The
more complex and more numerous
tasks involved with these new technol-
ogies require better education and
higher skill levels.

Location studies s,ngest that the
availahility of a skilled labor force is a
critical factor for both manufacturing
and service industries. . If the full
redevelopmentlpotentlal ofurban
sites s to he realized, the quality of
the city labor pool must be enhanced
or service firms may follow the lead of
manufacturers and move to green-
field sites near where their work force
increasingly lives. Clearly, policies
designedt0 improve the qualltY of
urban schools and to upgrade the
skill of the urban work force will be
important to improving the develop-
ment potential of urban land.

Conclusion

Addressing the shlftm? urban eco-
nomic base means that brownfield
sites need to be closely inventoried so
that their appropriateness for differ-
ent types of redevelopment projects
can be established.. Identifying'those
sites that ma?/ require the least,
amount of cleanup and re-engineer-
ing while delivering the greatest eco-
nomic development impact isa sound
strategy and can ensure that resourc-
es are-not squandered cleaning up a
location that would be of little rede-
velopment value even when returned
to sound environmental condition.

However, while making such a rank-
Ing Is an appropriate first step, it may
not lower remediation costs as much
as hoped. Allowing differential levels
of site cleanup will"lower costs only if
small-cleanup uses of land will actial-
ybe undertaken. Unfortunately,
today’s urban growth patterns favor
converting parcels from industrial to
commercial or residential uses, so
actua cleanup standards will often
remain quite high.

Finally, a critical aspect of addressing
brownfield redevelopment is to assem-
ble the proper mix of programs and
Incentives to fit the specific site and
the specific needs of the redevelop-
ment project. No single ap,i)roach can
ensure that a brownfield will be an
attractive location for redevelopment.

Brownfields can be successfully rede-
veloped if public polices are designed
to address hoth their economic and
environmental challenges. Reducing
the risk and uncertainty associated
with _redevelopln? these sites, and
looking at possible alternative devel-
opmerit paths, will help bring brown-
fields back into productive use.

~ —David R. Allardice
Richard H. Mattoon, and
William A. Testa

Tor an excellent overview of the brown-
field issue, see Charles Bartsch and Eliza-
beth Collaton, “Industrial site reuse,
contamination, and urban redeveIoP-
ment: Coping with the challenges o

brownfields,” Northeast-Midwest Insti-
tute, Washington, DC, December 1994,

22 US. Code 9607 (A).

Lasey Burko, “The quagmire of industri-
al-site’ cleanups,” Ch|ca%o Enterprise, The
Commercial Club of C |ca§7o, Septem-
ber/October 1994, pp. 26-27.

Two_examples of Minnesota’s legislation
in this area are the Minnesota Environ-
mental Response and Liability Act and
the Minnesota Contaminated Site Clean-
up and Development Account. For a
more complete description of these and
other state actions, se¢ “Recycling indus-
trial sites in Erie CountY, report of the
Environment and Development Semi-
nar, State University of New York at
Buffalo School of Law, May 1994.

3. Thomas Black, *Recycling inactive
urban industrial sites,”Urban Land Insti-
tute on the Future: Urban Growth Develop-
ment Prospects and Issues, Urban Land
Institute, Washington, DC, 1994, p. 36.

6|bid-| pp' 38'39.
Thid, pp. 40-41
8bid., p. 43,

William C. Hunter, Senior Vice President and

and Director ofResearch: David R, Allardice,
regional studies: Dou&las Evanoff, financial studies;
Charles Evans and Ken Kuttner, macroeconomic
Eollc? research; Daniel Sullivan, microecongmic

olicy research; Anne Weaver, administration:
anice Weiss, editor.

Chicago Fed Letter is published monthl bg/ the
Res?(arch Department of the Federal ReServ
Ban OfChI(mO. The views expressed are the
authors’ and are not necessarily those of the
Federal Reserve Bank ofChl_czi 0 or the
Federal Reserve System, Articles ma}%/ he
reprinted if the source.is credh}eg and the .
Research Department is provided with copies
of the reprints.

Chica%o Fed Letter is available without charge
from the Public Information Center, Fedéral
Reserve Bank of Chicago, P.O. Box 834
Chicago, Illinois, 60690-0834, (312) 322-5111.

ISSN 0895-0164



MldwestmanufacturlnF output growth eased in recentmonths Industrial
output in the replon S
turln(I; Index, afersurglng In the three months ended inJanuary. Light
vehicle production also flattened out on a seasonally adjusted ba5|s and as-
sembly schedules imply a small decline in output in't
chasirig managers’ surveys around the reglon pointed to further deceleration
In industrial output growth in March, but growth remained positive, and at a
moderate pace.

Ippeq in February, accord mg to th eMldwestManufac-
ed

the'second quarter. Pur-

Sources: The Mldwest Manuf dacturmg Index %MMI)
Isac m 05|te|n X 0 15 stries; based 0
monthl ourswore adk ow tthours, 1P rep-
resents the Federal Reserve Board industrial pro-
duction index for the US. manu acturlnﬁ secior.
Autos and |ght trucks are measured in afnualized
units, usm easonala ustments develope b the
oard. The purch asm réaag\?rs surve
ortel\fljl eséare erages o ese
sona usted pro uclon €ompo ents rom the
C icago, Detroit, and Milwaukee Purch asylg Man-
ers Assouatlon Surveys, with assistance
sho s%l?tes Comerica, and the University of
WISC nsin-Milwaukee.
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