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Economic Inequality & Investing in Opportunity 

Since the end of the ‘Great Recession,’ the gap between the richest and poorest American 

communities has widened.1 The Economic Innovation Group, founded by Steve Glickman, 

senior economic adviser at the White House under President Obama, and John Letteri, 

congressional aide to Senator Hagel, and funded by a group of leading entrepreneurs, innovators, 

and investors like Sean Parker, founding President of Facebook, co-founder of Napster, recently 

released a report that has been hailed as “one of the most detailed looks at the nation’s growing 

inequality.”2 The report finds that while employment in the most prosperous neighborhoods 

jumped by more than 20% from 2010 to 2013, in the bottom ranked neighborhoods, number of 

jobs fell sharply. According to a Brookings Institution report, 100 of the US’ largest metro areas 

have recovered all of the jobs lost in the Great Recession and added nearly 6 million more. 

However, the rest of the country combined has only added 300,000 jobs over the pre-recession 

peak figure.3 This divergence appears to reflect a combination of trends: the rise of big-box 

retailers such as Walmart, a loss of millions of manufacturing and construction jobs across the 

country, and a pullback in business lending that appears to have stung small-town and rural 

borrowers particularly hard. 2/3rd of all venture capital money flows to just six metro areas. The 

growing disconnect between actual economic growth and a largely negative public impression of 

																																																													
1	“Poorest	Areas	Have	Missed	Out	on	Boons	of	Recovery,	Study	Finds”	

2	“Poorest	Areas	Have	Missed	Out	on	Boons	of	Recovery,	Study	Finds”	

3	“A	very	bad	sign	for	all	but	America’s	biggest	cities”		



the economy can be attributed to stagnant wage growth for most workers and a lower level of 

employment among prime-age Americans in recent years, especially for those who don’t have a 

college degree.  

Current Infrastructure 

Community Development Block Grants 

The program has allocated approximately $145 billion4 in CDBG formula grants to help state 

and local governments revitalize neighborhoods, rehabilitate housing, and improve community 

and economic development efforts. The ‘block grant’ nature of the program provides recipient 

communities with fairly substantial administrative discretion. Funds are awarded by a formula to 

“entitlement communities.” Each entitlement community share is based on the jurisdiction’s 

percentage share of population, poverty, and housing over crowdedness. “Eligible activities” to 

which funds go towards must follow a set of guidelines: principally benefit low/moderate income 

persons, aid in preventing or eliminating slums or blight, and address an imminent threat to the 

health and safety of residents. Entitlement communities must submit a consolidated plan and 

each jurisdiction must submit a comprehensive annual performance evaluation report to HUD 

annually. 

Community Development Financial Institutions (CDFI) Fund 

CDFIs include regulated institutions, such as community development banks and credit unions, 

and nonregulated institutions, such as loan and VC funds. CDFIs define a “distressed 

community” as: “a contiguous area located within a unit of general local government in which 

30% of eligible residents have incomes less than the national poverty level and the 
																																																													
4	Community	Development	Block	Grants	and	Related	Programs:	A	Primer	



unemployment rate is at least 1.5 times greater than the national average.”5 The CDFI program 

introduced the New Markets Tax Credit (NMTC), which encourages investors to make 

investments in impoverished low-income communities (LICs) that traditionally lack access to 

capital. Only eligible investments in qualifying LICs can receive the NMTC – the poverty rate of 

the LIC must be at least 30% and the median family income must be below 80% of the greater 

statewide/metropolitan area. The Governmental Accountability Office reports have focused on 

the NMTC’s complex application and administration. GAO has recommended to make the 

program simpler and more accessible to those in LICs. According to a government study, 

empowerment zone designation reduces local unemployment and poverty rates by 8.7% and 

8.8% respectively, but other evaluations indicate that these policies have little effect on 

economic activity within the targeted area.  

Empowerment Zones 

Empowerment Zones (EZs), Enterprise Communities (ECs) and Renewal Communities (RCs) 

are federally designated geographic areas characterized by high levels of poverty and economic 

distress, where businesses and local governments may be eligible to receive federal grants and 

tax incentives. 6 Qualified RC assets (original-issue stock purchased for cash in an R business, a 

partnership interest acquired for cash in an RC business, and tangible property originally used in 

an RC business) that are held for more than five years are eligible for an exclusion from capital 

gains taxes. Taxpayers can elect to defer recognition of the gain on sale of a qualified EZ asset 

held for more than one year and replaced within 60 days by another qualified EZ asset in the 

same zone. This deferral is accomplished by reducing the basis of the replacement asset by the 
																																																													
5	Community	Development	Financial	Institutions	(CDFI)	Fund:	Programs	and	Policy	Issues	
	
6	Empowerment	Zones,	Enterprise	Communities,	and	Renewal	Communities:	Comparative	Overview	and	Analysis	
	



amount of gain recognized on the sale of the asset. For taxpayers other than corporations, 50% of 

the gain from the sale of qualified small business stocks held for more than five years is excluded 

from the gross income. This percentage increases as time progresses. The Community 

Empowerment Board was established in 1993 to coordinate federal agencies in implementing the 

EZ and EC programs. However, both GAO and HUD failed to link EZ and EC designation with 

improvement in community outcomes.  

Investing in Opportunity Act of 2016 (S. 2868) 

Goals 

• Create a “frictionless” way for investors to roll passive holdings of accumulated capital 

gains into investments in distressed communities by pooling their capital risk with other 

like-minded investors in special purpose “Opportunity Funds” 

• Establishes targeted new “Opportunity Zones” within each state in which investors would 

be incentivized to deploy their capital to fund entrepreneurs, grow small businesses, 

develop blighted properties, and enhance the local ecosystem.  

• Incentivizes long-term investor commitments in high risk communities. 

Summary 

“Investing in Opportunity” essentially combines different facets of aforementioned pre-existing 

infrastructure to support distressed communities. The act does not mandate the use of federal 

funds in any capacity and does not provide investors with a tax credit. Rather, it lowers the tax 

disincentives and streamlines the process by which private funds can be allocated to distressed 

communities. $2.3 trillion currently lies in ‘passively invested’ mutual funds. By bridging the 



private and public sectors, investors can logically receive similar returns in a low-effort, long-

term investment.  

Functionalities 

The act allows investors to temporarily defer capital gains recognition (similar to the 

aforementioned deferral for qualifying EZ assets), if proceeds from the sale of the appreciated 

asset are “rolled over” into investments in distressed communities (dubbed “O funds”). 90% of 

an O Fund’s assets must be invested in qualified OZ assets. The rules of deferral are similar to 

that of section 1031 of the tax code – “like-kind exchange rules” allow an investor to postpone 

paying a tax on a gain if he/she reinvests in a similar property as part of a qualifying like-kind 

exchange. The rolled over investment would appreciate tax-free until an investor withdraws. At 

this point, the amount originally deferred and any additional gains would be taxed at the 

prevailing capital gains rate. There are, however, certain exceptions for long-term investments. 

Incentives for long term investments include: A modest step-up in basis for a portion of the 

original capital gains deferral after maintaining the investment for 5-7 years. If the original 

deferral was $100, the deferral would drop to $90 after five years, and $85 after seven years as 

long as the investor has maintained the investment. The act also exempts investments held for 

10+ years from additional capital gains recognition beyond that which was originally deferred. If 

the investor maintained the investment in the distressed community for 10+ years and the value 

of the investment increased from $100 to $125, the $25 gain is exempted from recognition. The 

act uses the same definition of a “low-income community” used in the NMTC program for 

defining a qualified opportunity zone. The poverty rate of the LIC must be at least 30% and the 

median family income must be below 80% of the greater statewide/metropolitan area. However, 

only 25% of low-income communities within a state will receive designation. This designation is 



up to the discretion of the governor of the state. Governors are urged to designate LICs that have 

experienced past success with the NMTC, empowerment zones, etc.The Secretary of the 

Treasury must submit a report to Congress of the Opportunity Fund’s national and statewide 

progress 5 years after the enactment of the act and annually thereafter.   

 


