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Abstract

For a place-based policy to succeed, it must target the right areas—typically those
with lower economic development and resident well-being. The U.S. has two major
place-based tax policies: the New Markets Tax Credit (NMTC), where government-
approved entities select investments, and Opportunity Zones (OZs), where private
investors choose projects. Despite underlying design differences, both target census
tracts with relatively high poverty rates, low median income and weak labor markets.
However, OZs tend to attract more investment in areas with higher pre-existing pri-
vate investment, often located in prosperous counties and high-growth regions. Census
tracts lacking investment from either program generally have less private investment,
lower home value growth, and lower population growth, suggesting that additional
policies may be needed to reach areas less primed for investment.
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1 Introduction

Large and growing disparities across areas in the United States (Ganong and Shoag|2017),
together with research showing that place matters for long run outcomes of their residents
(Chetty et al.[2016; Chyn|[2018), have motivated renewed attention on place-based policies
that target distressed areas (Austin et al. 2018). For decades, federal and state place-based
policies have set out to strengthen distressed communities, especially by seeking to increase
hiring. |Freedman and Neumark| (2025)) in this volume summarize the key programs and take
stock of their success in improving resident outcomes. State enterprise zone programs have
been among the most prominent, and while they have sought to increase employment by
offering hiring incentives to firms, the evidence for success in doing is generally weak.

The two largest and currently ongoing federal place-based tax policies are the New Mar-
kets Tax Credit (NMTC) and Opportunity Zones (OZs). They differ from other place-based
policies such as enterprise zones by providing investment incentives not directly tied to hir-
ing workers. But the NMTC and OZs nonetheless differ from one another in important
ways. The NMTC was enacted in 2000. The U.S. Department of the Treasury allocates
tax credits to Community Development Entities (CDEs) which are in turn distributed to
private investors in return for capital to invest in low-income communities. The amount of
tax credits is limited each year which effectively caps the amount of investment made under
the program. OZs were implemented in 2018. Taxpayers with recently realized capital gains
can invest in Qualified Opportunity Funds (QOFs) that in turn invest in low income census
tracts designated by state governors as OZs. Investors are allowed to defer capital gains tax
on their original investment, and any capital gains on the OZ investment itself is exempt
from taxation if held for at least 10 years. There is no limit on the amount of OZ investment

each year in aggregate or to particular OZs.



The NMTC and OZs represent two distinct approaches to place-based tax policies: The
NMTC centralizes power with the U.S. Department of Treasury, which is empowered to
approve specific CDEs that direct investments into low-income communities. The OZ policy
delegates ultimate authority to private investors who can invest unlimited amounts in any
area, so long as it was approved as an OZ. The distinctly different approaches of these
policies, along with the fact that they have been in effect simultaneously since 2018, provides
a unique opportunity to evaluate how a more intentional, government-centered approach
compares to a more decentralized, market-driven approach when it comes to one of the
most important metrics of a place-based policy—whether it targets distressed areas (see,
for example, [Neumark and Simpson 2015 for a discussion of the rationales for place-based
policies). The fact that both the NMTC and OZs reward investment not directly tied to
hiring provides further evidence that any differences in targeting between the two policies is
less likely a result of the types of activities rewarded but instead the centralization of control.

We study this question using publicly available project-level investment data on the
NMTC, confidential tax data on OZ investment, and an array of data sources capturing
various dimensions of distress. We find that both the NMTC and OZs are generally targeted
to more distressed areas, although the NMTC is more so. Over the four year period 2019—
2022 when data on both programs are available, 65 percent of NMTC investment and 49
percent of OZ investment is allocated to census tracts in the bottom quintile of tract-level
median income. We find similar targeting to the worst off quintile across other dimensions
such as poverty (65 percent for the NMTC and 59 percent for OZs), unemployment rate
(50 percent for the NMTC and 39 percent for OZs), and high school graduates (49 percent
for the NMTC and 40 percent for OZs). However, we find that OZ investments are more

strongly directed to census tracts with higher levels of pre-existing private investment, with



65 percent of OZ investment allocated to the top quintile of commercial investment and 55
percent to the top quintile of multifamily housing investment. In contrast, the numbers for
NMTC are just 31 percent and 26 percent, respectively. OZ investment is also concentrated
in census tracts with growing populations and home values, in urban areas, within relatively
prosperous counties, and in areas of the country experiencing more growth.

We also evaluate the factors that predict whether a given tract receives investment from
one program, both or neither, potentially motivating multiple approaches to place-based
policy in order to cover a larger set of distressed areas. Among all census tracts, as well as
when considering only those tracts with low enough median incomes or high enough poverty
rates to qualify for the NMTC and OZs, those most likely to receive investment from the
programs tend to have higher levels of pre-existing private investment, higher home values,
and more population growth. This result is driven mostly by the larger scale of OZ investment
compared to NMTC investment, and the fact that OZ investment is strongly associated
with these factors. These results affirm the general conclusions from the univariate analysis
that less dynamic areas with less demand are less likely to benefit from OZ investment in
particular.

The targeting of these two distinct policy approaches offers important lessons for the
future design of place-based policies. For example, a common critique of OZs is that it
provides too much discretion to private investors who may simply invest in the least needy
areas where the return on investment is expected to be highest (e.g., [Theodos et al.[[2023}
Corinth and Feldman 2024). Across a number of static measures of distress, that does
not appear to be the case, with OZs providing a large amount of investment to distressed
areas, reflecting the decisions of state governors to select relatively more distressed areas

as OZs, and the decisions of investors to allocate substantial investment to selected areas.



However, this concern may be more valid when focusing on the trajectory of tracts, with
OZs directing more investment to places that are already improving, and to those distressed
areas located within more affluent counties. In addition, the fact that both programs leave
out a large number of areas suggests that other types of policies beyond subsidies for private
investment may be needed to help the areas least likely to succeed on their own. Finally,
we note that targeting is only one, albeit important, determinant of a successful place-based
policy. Thus, when evaluating the relative merits of place-based policies like the NMTC and
OZs, our analysis on targeting should be considered in combination with evidence on causal
impacts on investment and resident well-being as well as program costs and spillovers to

other areas.

2 Background

The NMTC is a federal initiative designed to stimulate investment and economic develop-
ment in economically disadvantaged areas across the United States. Established by Congress
in 2000 as part of the Community Renewal Tax Relief Act, the NMTC aims to attract private
capital to areas with limited access to financing, thereby promoting the revitalization of dis-
tressed neighborhoods (Congressional Research Service |2022). The program is administered
by the Community Development Financial Institutions (CDFI) Fund in the U.S. Department
of the Treasury and provides tax credits to investors who make qualified equity investments
in designated CDEs. The amount of annual investment authority allocated by the CDFI
Fund to CDEs is capped at $3.5 billion for the years 2010-2019 and $5 billion for 2020-2025.

To become a CDE, an entity must (1) have a primary mission of serving or providing

investment capital for low-income communities (LICs) or low-income persons; (2) have rep-



resentatives of LIC residents on the governing or advisory board of the entity; and (3) must
be certified by the CDFI Fund. The CDEs that receive an allocation of investment authority
from the CDFI Fund and qualified equity investments from private investors are required to
deploy the invested capital in LICs. Generally, a census tract is an LIC if it has a poverty
rate of at least 20 percent or the median family income of the tract is not greater than 80
percent of the applicable area median family income (either of the state or the metropolitan
area)E] Approximately 43 percent of census tracts are LICs, comprising around 40 percent
of the US population (White|2022).

The CDFI Fund annually allocates NMTCs to CDEs under a competitive application
process. Applications from CDEs are ranked by the CDFI Fund according to several factors,
including business strategy and community outcomes during the Phase 1 evaluation. Pri-
ority points are given in Phase 1 for demonstrating a track record of serving disadvantaged
businesses or communities and for investing in unrelated entities. Applicants that meet a
minimum standard in Phase 1 are then evaluated in Phase 2 regarding management capac-
ity, capitalization strategy, and if applicable, the consistency of the applicant’s past NMTC
investments with prior allocations (Congressional Research Service|2022; |Joint Committee
on Taxation|2024).

Investors receiving tax credits for investing in CDEs are primarily corporations in the
finance and insurance sector. These regulated financial institutions have an additional mo-
tivation for investing in NMTCs as such investment also satisfies requirements to invest in
low-income census tracts under the Community Reinvestment Act of 1977 and accompanying
regulations (Joint Committee on Taxation 2024). For 2019-2022, such taxpayers accounted

for approximately 95 percent of the NMTC reported on tax returns. Nearly 5 percent went

1There are special rules for designating targeted populations, census tracts with low population, and
tracts within a high migration rural county as a LIC.



to other types of corporations, and a negligible share (less than 1 percent) was reported on
individual tax returnsﬂ The NMTC is a component of the non-refundable general business
credit and the amount used in a given tax year depends on the amount of positive tax liabil-
ity of the taxpayer. Amounts not used in a tax year are subject to a one-year carryback and
a 20-year carryforward. The NMTC is 39 percent of the qualifying investment in nominal
terms paid out over 7 years. To maximize the value of the credit, taxpayers investing in
CDEs need sufficient positive tax liability over the next 7 years to fully use the credit.

The CDFI Fund reports that CDEs made $66.6 billion in qualified low-income community
investments (QLICIs) reported by CDEs through fiscal year 2022 (Community Development
Financial Institutions Fund|2024). Of this total, 55 percent was directed to non-real estate
businesses, 43 percent was directed to real estate businesses, and the remaining 2 percent
went to other CDEs. The most common self-reported purpose of these QLICIs was for the
rehabilitation or construction of commercial real estate (69 percent), with another 27 percent
toward business and microenterprise financing, and less than 2 percent for residential real
estate.ﬁ In addition, Joint Committee on Taxation (2024)) reports that the top four industries
receiving QLICIs through 2022 were real estate and rental and leasing (26 percent), health
care and social assistance (19 percent), manufacturing (14 percent), and educational services
(9 percent). In this paper, we focus on 2019-2022 to provide a consistent comparison with
0OZs. We calculate $13.2 billion in QLICIs for those four yearsﬂ

OZs were enacted in 2017 as part of the Tax Cuts and Jobs Act with a similar goal of

2These shares were calculated by the authors using the corporate and individual annual stratified random
samples of initial tax returns from the Statistics of Income division of the Internal Revenue Service.

3By statute, a QLICI is not allowed to fund residential rental property. The property can be mixed-use
with a portion residential if the commercial component accounts for more than 20 percent of the rental
income of the property.

4This total excludes NMTC investments made in territories and census tracts without sufficient population
to generate values for the targeting variables we use in this paper.



encouraging economic development and promoting resident well-being in lower income areas
(Bernstein and Hassett 2015). The same census tracts that are eligible for the NMTC (LICs)
were also made eligible to be OZs, of which state governors selected about 25 percent for OZ
designation| The fact that the NMTC and OZs share the same eligibility criteria ensures
that investment for neither program will ow to the approximately half of census tracts that

are not eligible due to higher median incomes and lower poverty rates. But the allocation
of investment within these eligible tracts will depend more heavily on decisions by Treasury
and CDEs in the case of the NMTC, and by state governors and private investors in the case
of OZs (see for example Frank et al. 2022 who document political factors in OZ designations
by governors).

Tax bene ts for investing in an OZ through a QOF are only available for taxpayers who
realize a capital gain, and the bene t is provided in three layers. First, taxpayers may defer
the recognition of eligible gain until disposal of the ownership interest in the QOF, or until
the end of 2026, whichever comes rst. Second, if the investment in the QOF is held for at
least 5 years prior to the required inclusion date, then 10 percent of the deferred gain may
be excluded from income (the excluded amount increases to 15 percent if the investment is
held for 7 years). Third, if the QOF investment is held for at least 10 years, then gain from
that investment is excluded from income for purposes of taxation.

The typical investor in a QOF looks quite di erent from the typical investor receiving the
NMTC, a not surprising result given the di erent structure of the tax incentive. Individual
investors, including estates and trusts, account for more than three-quarters of the amount

of deferred gains invested in QOFs.

5An additional group of census tracts were also potentially eligible under OZ rules|those census tracts
that are contiguous to a designated tract and with median income no more than 125 percent of the designated
tract to which it is contiguous. The designated contiguous tracts comprise about 2 percent of designated
OZs.



The total amount of investment owing through QOFs to OZs through 2019{2022 is
considerably greater than than the$13.2 billion owing through CDEs and earning NMTCs
during the same time period. Through tax year 2022, QOFs reported holding a total 689
billion in Quali ed Opportunity Zone (QOZ) Property, of which $82 billion is reported with
su cient detail to locate in a speci ¢ OZ. Note that the total for OZs includes $4 billion of
investment made in the last half of 2018.

OZ investment is highly concentrated in real estaté. Approximately 75 percent of OZ
investment was in the Real Estate and Rental Leasing sector through 2022nother 6 per-
cent went to the Finanace and Insurance sector, and 3 percent went to the Accommodation
and Food Services sector (mostly hotels). Notably, manufacturing accounts for less than 2
percent of OZ investment, a signi cant contrast with NMTC investment. Another di erence
with NMTCs is that OZ investment is largely in residential rental real estate. Examining
the depreciation by type of property reported on tax returns indicates that a little more than
half of the investment in structures done by Quali ed OZ Businesses (QOZBs) or directly
by QOFs is in residential rental property.

The NMTC and OZ tax incentive share similarities in the structure and targeting of the
eligible areas. Both provide federal tax bene ts to equity investors in specialized investment
vehicles that are in turn required to invest in the targeted areas. However, within this similar
structure, there are also important di erences. As already mentioned, there are substantial
requirements placed on CDEs, such as having representatives of LIC residents on the board

of the entity and being certi ed by the CDFI Fund. On the other hand, QOFs self-certify by

6Consistent with this, ? nd economically and statistically signi cant impacts on real estate in OZ
selected tracts compared to those not selected.

70z investment by sector is determined using self-reported business activity codes on electronically led
tax returns aggregated to the 2-digit NAICS codes level for quali ed investments by QOFs in Quali ed
Opportunity Zone Businesses (QOZBs) and direct investments by QOFs in QOZ business property.



attaching Form 8996 to their federal tax return and attesting that they are a QOF. Investors
in a CDE will only be able to receive a tax credit to the extent the CDE received allocation
of investment authority from the CDFI Fund. Investors in QOFs are only limited by the
amount of recently realized quali ed gains that they wish to defer. In large part due to
these di erences, QOFs vastly outnumber CDEs. There were approximately 12,000 QOFs
that led Form 8996 in 2022 compared to only 345 di erent CDEs that reported making
QLICIs from 2003{2022, and only 187 CDEs that made QLICIs from 2019{2022. In recent
years, the CDFI Fund received applications from approximately 200 CDEs for an allocation

of investment authority in a year, and approximately 100 are usually chosen.

3 Data and Methodology

Our data include \investment" from the NMTC and the OZ tax incentive by census tract,
and an array of area characteristics to evaluate the targeting of each program. Throughout
this paper we use the terms \NMTC investment" and \OZ investment" to refer to the ow of
money from tax-preferred nancing vehicles, (CDEs and QOFs, respectively) into quali ed
businesses or property located in eligible census tracts. We believe our data provide a
reasonable representation of the geographic dispersion of these funds, though for reasons
described below, the actual level of investment in a particular census tract related to those
funds may be greater or less than the reported amount of funding from a CDE or QOF.
Investment data for the NMTC are publicly available from the CDFI Fund of the U.S.
Treasury. This dataset contains the amount of QLICIs and total investment in each project,
and the speci ¢ census tract in which the investment was made. NMTC investment data are

available from 2003, soon after the program began, through 2022nvestment data for OZs

8NMTC investment is reported at the census tract level. NMTC investment through 2021 is reported for
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are not public as they are assembled from con dential tax data led by QOFs (see Coyne
and Johnson 2023). From these tax forms we compute the total amount of dollars invested
in each census tract through 2022.

While our data allow us to compare the census tract location of investment from the
NMTC and OZ tax incentive, there are several features to keep in mind when interpreting
the comparisons. First, the NMTC data are reported as a ow, while the OZ data represent
a stock. We compare the ow of NMTC investment from 2019{2022 with the stock of QOZ
property held at the end of 2022. A small percentage (5 percent) of the OZ assets are
from investment in the last half of 2018. Second, the vast majority of NMTC investment is
in the form of a loan by the CDE to a quali ed business, while OZ investment represents
the value of equity holdings by QOFs in a QOZB or quali ed business property directly
held by the QOF (for example, a building owned by the QOF). Third, a portion of the
OZ reported investment represents sources of money other than deferred gains that receive
preferential tax treatment. A primary example of this is that a QOF that directly holds QOZ
business property, e.g., building an apartment complex, will often nance the construction
by combining equity (deferred gains from QOF investors) with a loan. Our calculations
indicate that approximately $6 billion of the $82 billion in QOZ property reported by QOFs
is nanced by debt, rather than deferred gains from equity investors.

The amount of true investment in a particular census tract may be greater or less than
the QLICI amount or QOZ Property value found in our data. The most common reason for

the investment level to be higher would be that QLICI or QOF equity investment is only one

census tracts as de ned in 2010, while NMTC investment in 2022 is reported for census tracts as de ned
in 2020. Because our targeting variables are reported for census tracts as de ned in 2010, we assign 2022
NMTC investment to census tracts as de ned in 2010 as well. To do so, we assign 2022 NMTC investment
in a given census tract as de ned in 2020, to the census tract as de ned in 2010 with the most overlapping
land area.
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source of nancing, and the quali ed business is likely to use nancing from other, possibly
non-tax preferred source8. The most common reason for the investment level to be lower
is when the quali ed business uses the funds to purchase previously owned property, such
as an existing building. There are rules that limit that type of circumstance for both of the
incentives. In the case of OZs, existing property can be quali ed property only if the QOF
or QOZB substantially improves the property by making improvements that at least double
the original basis of the property within 30 months. A similar rule applies for the NMTC in
the case of real estate or rental businesses. However, it is possible for a non-rental quali ed
business to use a loan from a CDE to purchase a pre-existing building and the loan would
count as a QLICI1°

Subject to these caveats, we evaluate the targeting of NMTC and OZ investment across a
number of variables that re ect the baseline economic development of an area and the well-
being of its residents. We focus on characteristics of areas in the ve-year period ending in
2017, in order to distinguish targeting from the e ect of investment in 2019{2022 on distressed
areas. While the NMTC may have a ected census tracts receiving NMTC investment in
2013{2017, our targeting analysis only considers NMTC projects initiated starting in 2019.
Whenever the data allow it, we report targeting at both the census tract and county level,
recognizing that while census tracts represent the geographic units targeted by policymakers
with the NMTC and OZs, counties o er insight into the broader areas targeted by each
program.

We capture many of our targeting variables related to the well-being of residents from

°In the CDFI Fund data for 2019-22, QLICIs accounted for just over half of the reported total project
cost.

0 Another example is land. Suppose a QOF makes &3 million equity investment in a QOZB and the
QOZB uses those funds to purchase a building wortt$1 million on land worth $1 million and then makes
$1 worth of improvements to the building. This would count as $3 million of QOZ Property, though the
amount of economic investment is just$1 million.
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the American Community Survey (ACS), using the ve-year pooled sample from 2013{2017,
including median income, o cial poverty rate, educational attainment, student share of
the population, racial and ethnic group shares of the population, and home values. We
additionally rely on the ve-year pooled sample from the 2006{2010 ACS to capture the
growth in population and home values. We also use data from Opportunity Insights, based
on the universe of tax records in the United States, that re ect economic mobility of each
census tract, indicating the extent to which children from poor backgrounds have higher
incomes when reaching adulthood (Chetty et al. 2018). Finally, we capture aspects of the
social well-being of residents. This includes county-level data on suicides and drug overdose
deaths from the Centers on Disease Control and Prevention, WONDER database.

Our other targeting variables re ect the economic development of areas. We use pro-
prietary data from Real Capital Analytics, which contains the universe of commercial and
multi-family housing real estate transactions in the United States, for transactions &2.5
million or above (for a description of these data see Corinth and Feldman 2023). We consider
commercial real estate and multifamily real estate investment transactions separately. We
also compare investment in urban (metropolitan areas) versus rural areas.

Our analysis of the targeting of the NMTC and OZs proceeds in two parts. First, we
measure the targeting of NMTC and OZs compared to one another. Second, we analyze
the areas that received investment from both, just one, or neither program to draw lessons
about the coverage of each program and their gaps.

We measure the targeting of OZ and NMTC investment across each individual target-
ing variable. For these comparisons, we divide all census tracts, excluding territories, into
national population deciles for the variable of interest, and then determine the share of in-

vestment dollars from the NMTC and OZ tax incentive owing into each of those deciles.

12



We do a similar comparison at the county level. The amount of investment for each decile
is the result of a combination of eligibility determination of census tracts and actual invest-
ment decisions, and so these comparisons evaluate the policies as a whole. We then show
multivariate comparisons of the relationship of investment amounts from the NMTC and
OZs and each of our targeting variables.

We next evaluate the coverage of NMTC and OZ investment. We determine the census
tracts bene ting from both programs, just one program, or neither program. This allows us
to determine the characteristics of areas that are conducive to investment from one program
or the other, and the characteristics of tracts that receive no investment from either program.
We then use a multinomial logit model to provide multivariate comparisons of the factors

associated with coverage by both, one, or neither program.

4 Targeting Results

We rst report the share of NMTC and OZ investment allocated to census tracts and counties
in each decile of each targeting variable. Then we report results from a multivariate regression

indicating the targeting variables most associated with each form of investment.

4.1 Univariate targeting

Our main univariate targeting results are broken down into several groups, including (i)
median income and poverty, (ii) labor market conditions, (iii) educational attainment, (iv)
pre-existing investment, (v) dynamic factors associated with strong demand, and (vi) geog-
raphy, between urban and rural areas and across states. In the appendix we show supple-

mentary targeting results by other variables including race and ethnicity, economic mobility,
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and suicide and drug overdose mortality.

4.1.1 Median income and poverty

We begin our univariate targeting analysis by focusing on median income and o cial poverty
rates. The fact that Congress de ned eligibility for each program on the basis of census
tracts' income and poverty rates is evidence that they consider them important measures of
distress. Comparisons of the NMTC and OZs on these measures indicate the extent to which
each program directed investment to areas with lower economic well-being. While we would
expect the highest deciles of median income and lowest deciles of poverty to receive little
to no investment due to likely ineligibility for both programs, the programs may di erently
target the close to half of census tracts that are eligible.

Figure 1 shows the share of NMTC and OZ investment allocated to each decile of the
median income and poverty distribution, on the basis of census tracts (left side) and counties
(right side). At the census tract level, NMTC and OZs are both targeted to census tracts
with lower median incomes and higher poverty rates, though NMTC is somewhat more so.
For example, the bottom two deciles of census tract median income receive 65 percent of total
NMTC investment compared to 49 percent of OZ investment. Similarly with poverty, NMTC
targets 65 percent of its investment funds in the two highest poverty deciles, compared with
59 percent of OZ investment.

The commonality between NMTC and OZs of a strong inverse relationship between
economic well-being and investment at the census tract level no longer holds when zooming
out to counties. At the county level, NMTC investment is still targeted at counties with
lower levels of median income, though not to the extent of targeting at the census tract level.

The bottom two deciles of counties ranked by median income received about 40 percent of
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NMTC investment. However, they received only 18 percent of OZ investment. A similar
phenomenon holds for poverty. The top two deciles of counties ranked by poverty rate receive
about 37 percent of NMTC investment compared to only 23 percent of OZ investment. These
results suggest that while both NMTC and OZ investment target census tracts with lower
levels of economic well-being, the relationship is somewhat weakened for NMTC and mostly
eliminated for OZs at the county level. In general terms, OZ investment ows to low-income
census tracts within higher-income counties. NMTC investment ows to low-income census

tracts within not quite as low-income counties.

4.1.2 Labor market

We next turn to targeting on the basis of labor market variables in Figure 2, including the
labor force participation rate (LFP), employment to population ratio (EPOP) and unem-
ployment rate. The general pattern mirrors the results for median income and poverty:
NMTC and OZ investment ows to census tracts that are worse o in terms of each labor
market measure, with stronger targeting to worse o areas for NMTC than OZs. But when
zooming out to the county-level, the targeting of NMTC investment is maintained, though
weakened, while the targeting of OZs is generally eliminated. Thus, NMTC investment goes
to census tracts in counties with weak labor markets, while OZ investment is about as likely
to go to a county with a strong labor market as to one with an average or weak labor market.
For example, the weakest two deciles of census tracts in terms of labor market conditions
receive 41 percent of NMTC investment when ranked by LFP, 48 percent when ranked
by EPOP, and 50 percent when ranked by unemployment rate. The corresponding shares
are lower for OZs, with the weakest two deciles receiving 27 percent of OZ investment

when ranked by LFP, 31 percent when ranked by EPOP, and 39 percent when ranked by
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unemployment rate. When turning to counties, the weakest two deciles of counties receive
27 percent of NMTC investment when ranked by LFP, 26 percent when ranked by EPOP,
and 34 percent when ranked by unemployment rate. However, they receive a lower share
of OZ investment, 13 percent when ranked by LFP, 16 percent when ranked by EPOP, and
24 percent when ranked by unemployment rate. Thus, the weakest 20 percent of counties
receive signi cantly more than 20 percent of NMTC investment but around 20 percent or

less of OZ investment.

4.1.3 Educational attainment

Focusing next on education, Figure 3 shows that investment in both programs is decreasing
with the educational attainment of the adult population of the census tract. Census tracts
in the bottom two deciles of the share of the population with at least a high school degree
receive 49 percent of NMTC investment and 40 percent of OZ investment. The relationship
between investment and the share of the population with at least a college degree is more
starkly di erent between the two programs, with 45 percent of NMTC investment received
by the bottom two deciles compared to 24 percent of OZ investment. The county-level
patterns are substantially less negative, and in the case of college graduates, OZ investment
is more likely in highly educated counties than less educated ones. Counties in the top half of
the distribution of college graduates receive 42 percent of NMTC investment but 62 percent
of OZ investment. This provides further evidence that OZ investment is concentrated in

economically weaker census tracts within more prosperous counties.
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4.1.4 Pre-existing investment

We next turn to pre-existing investment transactions. Policymakers may seek to encourage
new investment in areas with little or no pre-existing investment. To the contrary, as shown in
Figure 4, both NMTC and OZ investment in 2019{2022 are more likely in census tracts with
higher levels of investment in 2013{2017. Half of census tracts have no commercial investment
from 2013{2017. These tracts receive about 40 percent of all NMTC investment but only 14
percent of OZ investment. Similarly, 60 percent of census tracts have no multifamily housing
investment from 2013{2017. These tracts receive 57 percent of NMTC investment but only
32 percent of OZ investment! In contrast, about 65 percent of OZ investment|more than
double the 31 percent of NMTC investment|is received by the top two deciles of census
tracts ranked by commercial investment. Similarly, 55 percent of OZ investment|again,
more than double that of NMTC (26 percent)|is received by the top two deciles of census
tracts ranked by multifamily housing investment.

The county results are less pronounced than the census tract-level ndings, though they
continue to show a modest upward trend over the deciles for OZ investment and more of mild
U-shape for NMTC investment. It is also important to notice that there are signi cantly
fewer counties that have no commercial or multifamily housing as compared to the more
disaggregated data at the census tract level such that even the lowest decile has some positive
commercial property or multifamily housing investment. Overall, the speci c tracts targeted
by OZ investment tend to be the tracts within counties with higher levels of pre-existing
investment, rather than spreading new investment to other census tracts with less pre-

existing investment within the county.

1\We take the bottom 5 percentiles for commercial property and bottom 6 percentiles for multifamily
housing that all have zero investment and divide the amount of NMTC and OZ investment by 5 or 6,
respectively to average it over the bottom deciles.
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4.1.5 Dynamic Factors

The annual median income and poverty rate in a census tract, along with other commonly
used measures including the previously reported levels of labor market conditions and edu-
cational attainment, are imperfect measures of economic distress. A "low-income" or "high
poverty" census tract may have an unusually large concentration of relatively prosperous
individuals who are in a stage in their life cycle with low annual earnings, such as students
or retirees (Gelfond and Looney 2018). In addition, two census tracts with similar annual
measures of median income and poverty may be on di erent trajectories (Freedman et al.
2023). Our nal set of targeting variables in Figure 5 focuses on census tract and county
characteristics re ective of strong demand not necessarily captured by static measures of dis-
tress like median income and poverty. We consider student population, which may connote
in-demand areas arti cially deemed poor due to large student bodies, and two measures of
growth over time re ected in growing median home values and population. Beginning with
student population, we see that NMTC and especially OZ investment is particularly con-
centrated among census tracts in the highest decile. This could suggest investment for both
programs gravitating toward less risky environments with strong demand from a student
population. When viewing growth in home values and population, we see that investment
from both programs exhibits a U-shaped pattern, re ecting that investment is more heavily
concentrated in deciles with the lowest and highest growth. For the NMTC, the bottom
two deciles of median home value growth account for 29 percent of investment while the top
two deciles account for another 25 percent. For OZs, 24 percent of investment goes to the
bottom two deciles while 31 percent goes to the top two deciles. Population growth reveals
a similar pattern, especially for OZs. OZ investment in the bottom two deciles account for

22 percent of OZ investment and the top two deciles account for 38 percent, compared to 30
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percent and 22 percent for NMTC investment, respectively. High median home value growth
and population growth are characteristic of areas in demand, which increases the likelihood

of pro table investments, particularly in multifamily housing.

4.1.6 Geography

While we have focused on targeting over various measures of economic well-being of residents
and economic development of areas, it is instructive to place these results in the context of the
geographic targeting of investment. Table 1 shows that OZ investment is more likely to go to
metro (i.e., urban) areas (93 percent) in contrast to NMTC investment (72 percenty. This

di erence is driven in part by a statutory requirement for the NMTC that \non-metropolitan
counties receive a proportional allocation of quali ed equity investments!® The CDFI Fund

uses 20 percent as the benchmark for ensuring a proportional allocation of QLICIs in non-
metro areas (Community Development Financial Institutions Fund 2024). States dier on

the breakdown between metro and non-metro areas and so some of these di erences are likely
driven by state heterogeneity in the usage of the programs.

Figures 6 and 7 illustrate the geographic dispersion of NMTC and OZ investment across
states. Figure 6 is normalized by state population and Figure 7 is normalized by the popu-
lation living in low-income communities that were generally eligible for investment from the
programs in the rst place. For both NMTCs and OZs, investment is widely dispersed across
di erent regions of the country, with all states and the District of Columbia receiving OZ

investment and NMTC investment from 2019{2022# Figure 6 shows that NMTC is mostly

12)n this paper we de ne a census tract as being in a metro area if it is in a Metropolitan Statistical Area.

13See section 45D(i)(6) of the Internal Revenue Code.

YFor the maps we also include NMTC investment that we could match to a particular state that we
dropped from our earlier analysis that required a su cient population to calculate census tract targeting
variables.
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concentrated in the Midwest and southern states, but with a number of other states with high
levels of per capita investment. In contrast, OZ investment is most strongly concentrated in
the West as well as Tennessee and New York, and to a lesser extent other east coast states.
The concentrated OZ investment in growing regions of the country lends further support
to the bottom two panels of Figure 5 that show a greater tendency for OZ investment to
go to areas with high population and median home value growt. In contrast, the higher
concentration of NMTC investment across the Midwest and South is consistent with the
tendency for NMTC spread investment to less prosperous and more stagnant census tracts,
many of which are located in de-industrialized regions of the Midwest and poorer regions of
the South.

Figure 7 presents broadly a similar picture but with subtle di erences. Once normalizing
by the LIC population rather than state population, the northern states show intense usage
of the NMTC program, whereas some states, like California, decrease their intensity. This
may be a result of relatively higher income states having a smaller number of low-income
communities over which to spread investment from the two programs. OZ investment per
resident of low-income communities continues to be concentrated in the Mountain West and

other growing states.

4.2 Multivariate targeting

We next evaluate which targeting variables are most predictive of each type of investment
in a multivariate context. While the results are not causal, they illustrate which factors are
independently associated with investment in each program after adjusting for other observed

factors.

150f the 10 fastest growing states in population from 2010-17, seven are in the top 12 in OZ investment
per capita.
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In Table 2, columns (1) and (2) show these relationships among all census tracts in the
United States, akin to the univariate targeting analysis presented above. Columns (3) and
(4) restrict the sample to LICs only, focusing the analysis on tracts that were eligible for
both programs. These columns evaluate the factors associated with investment decisions by
CDEs in the case of the NMTC and the combination of governors and private investors in
the case of OZs. Columns (5) and (6) further restrict the sample to LICs that were selected
by governors as OZs. This analysis compares the decisions of CDEs and private investors
of where to invest, solely among tracts that were eligible to receive investment from both
programs. Thus, the rst two columns re ect decisions by Congress, governors, the CDFI
Fund and investors, the second two columns re ect decisions by governors, the CDFI Fund
and investors, and the nal two columns re ect decisions by investors only. The dependent
variable in Table 2 is standardized NMTC or OZ investment. Independent variables are
standardized as well, and so the coe cients indicate the e ect of a one standard deviation
increase in the independent variable on standard deviations of investmétit.

We see that OZ investment is inversely related to median income among all tracts, but
that relationship weakens and disappears as we move to more targeted samples. This suggests
that while lower income tracts were designated as OZs, investors did not choose to invest in
the eligible census tracts with lower incomes, after adjusting for other factors. In contrast, the
association between NMTC investment and median income is negative and strengthens as the
samples become narrower. Both existing commercial investment and multifamily investment
become a stronger predictor of OZ investment as our sample narrows. This suggests that OZ
investors may \chase" existing investment as a signal of potential capital gains, or otherwise

observe the same underlying factors of an area that make private investment attractive.

16 Metro area is an exception, which is dummy variable with a value of 1 if the census tract is within a
Metropolitan Statistical Area.
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There is no statistically signi cant relationship between existing investment and NMTC
investment, although the point estimates suggest a strengthening association as our sample
narrows for commercial investment but not multifamily housing.

In a similar vein, OZ investment is positively associated with population growth in the
all tracts and LIC samples. However, the coe cient is smaller at the LIC-designated OZ
level. This suggests that tracts with high population growth were targeted by governors
for OZ designation, and among those designated tracts investors further favored those with
the highest levels of growth. NMTC investment has a similar but smaller relationship with
population growth at the all tracts and LIC levels, while becoming statistically insigni cant
at the LIC-designated OZ level.

The two investment types also have similar relationships with college educated population
and economic mobility. A higher share of college educated people is associated with more of
both types of investment, though the association is larger for OZs in the narrower samples.
Higher economic mobility is associated with lower investment from both sources. Given that
the mobility measure is based on conditions of neighborhoods decades ago when current
adults were children, caution is warranted in interpreting this result. Being in a metro area is
positively correlated with OZ investment but negatively correlated with NMTC investment.
This is likely due to program requirements for the NMTC that direct investment into both

urban and rural areas according to their relative population shares.

5 Coverage of census tracts

We next evaluate the coverage of census tracts receiving NMTC and OZ investment. In

particular, we divide census tracts into four groups: (1) received investment from neither
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NMTC nor OZs, (2) received NMTC investment only, (3) received OZ investment only, and
(4) received NMTC and OZ investmentt” We rst report the characteristics of each group
of census tracts. Then we estimate multinomial logit models to determine the characteristics

most strongly associated with each group in a multivariate context

5.1 Characteristics of tracts with and without investment

In Table 3 we restrict the sample to eligible tracts since both the NMTC and OZs have
broadly the same eligibility requirements® The most apparent di erence between tracts
without investment and tracts with investment from at least one program is the share with
commercial and multifamily housing investment. Census tracts that received investment
from neither program were much less likely to have prior commercial investment (38 per-
cent) compared to other tracts that received either NMTC investment only (52 percent), OZ
investment only (55 percent) or both (67 percent). This suggests there are likely underlying
factors of census tracts that we do not necessarily observe but drive both unsubsidized in-
vestment and investment through the NMTC and OZ programs. NMTC and OZ investment
may simply be more likely to be successful in areas where other private investments have
succeeded. Multifamily housing shows a similar though somewhat weaker pattern, likely
re ecting the same drivers of investment. Again, tracts that received investment from both

programs are much more likely to have private investment in multifamily housing compared

17Group (1) includes census tracts from two potential groups|those not selected as OZs and also did not
receive NMTC; and those selected as OZs and did not receive OZ investment nor NMTC investment.

8See the appendix for the average marginal e ects from a logit model on what factors in uence whether
a tract receives NMTC or OZ investment.

¥There are some di erences. Under the OZ legislation, census tracts that are contiguous to an otherwise
eligible tract and have median income no more than 125 percent of the eligible tract are also eligible to be
selected. No more than 5 percent of selected tracts are eligible to be selected according to this criterion. In
addition, there is a small number of census tracts that are eligible for NMTC investment that do not satisfy
either the poverty or income requirements.
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to those that received no investment from either program (46 percent compared to 33 per-
cent). However, the di erence between census tracts that received investment from just one
program and census tracts that received investment from neither program is less stark.
Other variables that show notable di erences between the di erent groups are population
growth and median home value growth. Population and home values are stagnant in tracts
that received investment from neither program, as well as in tracts that received only NMTC
investment. In contrast, in census tracts receiving OZ investment only, population and home
values each grew by 2 percent, and census tracts receiving both NMTC and OZ investment
experienced 2 percent population growth and 10 percent home value growth. These statistics
are consistent with Figure 5, which showed a higher share of OZ investment in particular in

areas with more growth.

5.2 Multinomial logit models

The multinominal logit model indicates which factors are associated with tracts falling into
each of our four groups|having neither investment from NMTC nor OZ, having only NMTC
investment, having only OZ investment, or having both NMTC and OZ investment|after
adjusting for other observed factors.

We estimate these models for three samples. First, Table 4 includes all tracts in the
United States?® This takes the widest view of the programs and describes which factors
are correlated with whether a tract receives investment. These results obfuscate the stage of
the decision process for which the factors matter. For example, median income is negatively
correlated with the probability of receiving investment. But that could be because high-

income tracts are less likely to be an LIC and thus ineligible to have NMTC projects approved

20We exclude tracts in territories and tracts without su cient population to generate tract characteristics
such as median income or poverty.

24



within their borders, or because projects in that tract are unattractive to investors. To
separate these stories, we next restrict the sample to LICs in Table 5. This is the baseline
set of tracts eligible for investment under either policy. This analysis shows which social and
economic factors are correlated with a higher probability of investment exclusively among
eligible tracts. Note that for OZs, this incorporates decisions made by state governors to
designate about a quarter of the LICs in the state as an OZ, as well as private investors
who decide which of those designated OZs in which to invest. Finally, we restrict the sample
further to include only LICs that were designated as OZs in Table 6. This restricts the
analysis only to tracts that could actually receive investment from both CDEs (under the
NMTC) and private investors (under OZs).

From Table 4, we see that only 9 percent of all census tracts in the United States (among
census tracts for which each of our variables are available) received investment from at least
one of the NMTC and OZs, including 1 percent from the NMTC only, 7 percent from OZs
only, and 1 percent from both the NMTC and OZs. The much larger scale of OZs plays
an outsized role in expanding the reach of place-based tax incentives. Table 5 shows that
among only eligible census tracts, 4 percent received NMTC investment, either on its own
or together with OZ investment. A much larger 18 percent received OZ investment, which
is substantial given that governors could designate only about a quarter of eligible tracts as
OZs. In fact, we see from Table 6 that two thirds of designated OZs received OZ investment.
Had governors been allowed to select a larger number of OZs, it is conceivable that the
coverage of OZ investment could have increased considerably.

The coe cients indicate the associations of characteristics of census tracts with whether
the tract received investment from one, both or neither program. Across all samples, median

income is inversely related to receiving investment from one or both programs. This rela-

25



tionship is not surprising when considering all census tracts in Table 4, because eligibility for
both programs was de ned in part on the basis of having a su ciently low median income.
However, the negative association between median income and investment in each program
is notable in the restricted samples in Table 5 and Table 6. CDEs were more likely to in-
vest in lower income tracts among those that were deemed eligible for the NMTC program.
And private investors were more likely to invest in lower income tracts designated as OZs.
This is consistent with the targeting of NMTC and OZ investment dollars on the basis of
median income reported in the previous section, though again when the sample is limited to
designated OZs, then the relationship between OZ investment and median income is weaker.
Pre-existing private investment plays an important role in predicting whether a census
tract will receive investment from each program, and especially OZs. Among designated
OZs, a one standard deviation increase in pre-existing commercial investment is associated
with a 31 percentage point increase in the probability of receiving OZ investment only. Other
characteristics indicative of greater demand also tend to predict more investment, especially
for OZs. Higher home values predict a higher likelhood of OZ investment in all three samples.
A higher share of the population with at least a college degree, greater population growth,
and greater home value growth are signi cant predictors of OZ investment, alone or together

with NMTC, in some samples.

6 Discussion

Despite di erent designs, investment made through both the NMTC and OZs is targeted
to more distressed areas on key dimensions including median income, poverty, labor market

conditions, and educational attainment. While the NMTC is more targeted to distressed
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areas than OZs, it is important to emphasize that the scale of OZ investment is larger,
and so total OZ investment (in dollars) is actually larger than NMTC investment in the
most distressed areas. For example, there was over four times as much OZ investment than
NMTC investment in the bottom quintile of census tracts ranked by median income from
2019{2022, even though the share of OZ investment (49 percent) was smaller than the share
of NMTC investment (65 percent). The OZ program also vastly expanded the scope of the
areas previously covered by the NMTC. Among low-income tracts eligible for investment
in the programs, 1,259 census tracts received NMTC investment while 5,669 census tracts
received OZ investment, including 5,149 tracts that did not receive any NMTC investment.
Because of the introduction of the OZ policy, the share of LICs receiving investment from
at least one of the two policies increased from 4 percent to 21 percent.

At the same time, we nd that OZ investment in particular tends to ow to census
tracts with greater pre-existing private investment and other conditions re ective of strong
demand, within prosperous counties, and in areas of the country experiencing greater growth.
This pattern is consistent with OZ investment owing to places that may have received the
investment in the absence of the program. As Corinth and Feldman (2024) point out, this
re ects the design of the OZ tax incentive, which induces marginal investment only if it still
has a relatively strong rate of return in absence of the subsidy, and o ers the largest incentives
to investment that would have occurred regardless. This can be seen in Figure 8, drawn from
Corinth and Feldman 2024. The solid line represents the percentage point di erence in the
return on investment between an investment in an OZ relative to an investment in a non-
OZ that o ers a normal rate of return. Thus, the OZ investment is only worthwhile if the
solid line is greater than zero. The return on investment on the OZ investment exceeds the

return in the non-OZ only if the rate of return is within 2 percentage points of the non-OZ
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investment, that is, 5 percent versus the 7 percent normal rate of return in this example.
The vertical lines in the gure represent the magnitude of the OZ subsidy, as a share of the
initial investment. The subsidy is larger for OZ projects with a higher pre-tax rate of return,
and is the largest for projects that would have occurred in the absence of the program.
We should thus expect OZ investment to be concentrated in areas with su ciently strong
demand and pre-existing private investment made in the absence of the program, consistent
with the patterns we nd in the data.

The di erences in design between the NMTC and OZ tax incentive also lead to di erences
in what types of investment are encouraged by the two incentives. The incentives are similar
in that both provide tax bene ts to private investors who make equity investments in another
entity (CDE or QOF), which in turn must invest substantially all of that equity investment in
a qualifying census tract (LIC or OZ). However, the incentives di er in that the NMTC o sets
investor tax liability regardless of whether the source is ordinary or capital income, while
the OZ tax incentive only bene ts a certain type of income, capital gains. The structure of
the OZ incentive particularly lends itself to developing real estate projects in growing areas.
With a real estate project, much of the taxable return to the investor comes in the form of
capital gains, as depreciation and interest deductions usually o set much of the annual rental
income and the underlying asset is long-lived and will often generate a capital gain when sold.
The larger the capital gain, the larger the after-tax bene t for an OZ investor. This contrasts
with an investment in manufacturing equipment, which would primarily provide a return to
investment in the form of annual prots, which are taxed as ordinary income. It is not
surprising that less than 2 percent of OZ investments go to manufacturing rms, compared
to 14 percent for NMTC. If policymakers want to encourage the location of manufacturing

jobs in low-income areas, the OZ tax incentive, as currently structured, is not likely to be
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e ective in accomplishing that goal.

We also note that while NMTC and OZs exhibit relatively similar targeting patterns at
the census tract level in Figure 1, when we restrict this analysis to LICs only (eligible tracts)
and OZ-selected tracts, we can see that NMTC continues to more heavily target lower-
income and higher-poverty census tracts. OZ investment, alternatively, tends to target the
best-o of the selected tracts in terms of median incom&. It is important to remember
that investment in selected tracts results from a combination of areas that are selected by
governors and the decisions of private investors. Even so, it is also noteworthy that not
all investment goes to the best-o of the selected tracts. The top two deciles of selected
tracts received about 35 percent of total OZ investment but this means that 65 percent of
investment went to lower-ranked deciles, with about 16 percent going to the bottom two]|
among the most disadvantaged census tracts in the country.

The comparison between NMTC and OZs also informs the discussion of centralized and
decentralized approaches to place-based policy. In general, a more centralized approach
allows the government to have more control over where government funds are targeted and
the cost of the policy but it can be more di cult to scale. Governments instead seeking to
implement decentralized place-based policies should consider the incentives facing additional
economic agents at key decision points when designing rules and guardrails around the policy
to ensure that the outcome falls within the goals and budget expectations.

Both NMTC and OZs are more on the decentralized end of the spectrum compared
to many other place-based policies more generally (e.g., public employment reallocation
explored in Freitas 2025 and industrial plant construction explored in Garin 2025 for two

examples in this book). Under both policies, the federal government provides incentives for

21These results can be seen in Figure A4.
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investors to privately invest in projects in eligible areas rather than directly investing federal
funds in local projects. However, as noted above, NMTC is an allocated credit that requires
a centralized agent to allocate tax credits to CDEs through an application process, while OZs
leave the nal investment decision to private investors and have no limit on program cost.
Furthermore, state governors nominate tracts for OZ designation subject to eligibility criteria
provided by the federal government, adding an additional layer of decentralization. Our
ndings support the general idea that a more centralized approach can indeed better target
certain areas, especially those that investors believe may have a relatively lower private return
on investment. We also show that a more decentralized approach is able to achieve broadly
similar results at scale, but attracting more investment to those most disadvantaged areas

would require stricter guardrails, which may limit scale, or relatively stronger incentives.

7 Conclusion

Using data on NMTC and OZ investment, we compare the targeting of two alternative tax

policies intended to promote private investment in distressed areas. Both programs target
more distressed areas, and the scale of OZs substantially builds on the relatively small NMTC
coverage of low-income communities. However, OZ investment in particular targets areas
with more pre-existing investment and other characteristics associated with more demand,
consistent with the OZ tax incentive rewarding investment that would have occurred in

the absence of the program. Ultimately, assisting distressed areas not ripe for productive

investment on their own likely requires alternative policies.
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Figure 1: NMTC and OZ investment by median income and poverty deciles, 2019-2022

(a) Median income

(b) Poverty

Notes: NMTC and OZ investment is for the period 2019-2022. Total NMTC investment: $13.2 billion; Total OZ investment:
$82.1 billion. Sources: American Community Survey, 2013-2017, 5-year pooled sample; U.S. Department of the Treasury. IRS
Tax Data; Community Development Financial Institutions Fund.
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Figure 2: NMTC and OZ investment by labor market deciles, 2019-2022

(a) Labor force participation

(b) Employment to population ratio

(c) Unemployment

Notes: NMTC and OZ investment is for the period 2019-2022. Total NMTC investment: $13.2 billion; Total OZ investment:
$82.1 billion. Sources: American Community Survey, 2013-2017, 5-year pooled sample; U.S. Department of the Treasury. IRS
Tax Data; Community Development Financial Institutions Fund.
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Figure 3: NMTC and OZ investment by educational attainment deciles, 2019-2022

(a) High school degree or more, 2019-2022

(b) College degree or more, 2019-2022

Notes: NMTC and OZ investment is for the period 2019-2022. Total NMTC investment: $13.2 billion; Total OZ investment:
$82.1 billion. Sources: American Community Survey, 2013-2017, 5-year pooled sample; U.S. Department of the Treasury. IRS
Tax Data; Community Development Financial Institutions Fund.
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Figure 4: NMTC and OZ investment analysis by investment deciles, 2019-2022

(a) Commercial investment

(b) Multifamily housing

Notes: NMTC and OZ investment is for the period 2019-2022. Total NMTC investment: $13.2 billion; Total OZ investment:
$82.1 billion. Sources: Real Capital Analytics data, 2013-2017; U.S. Department of the Treasury, IRS Tax Data; Community
Development Financial Institutions Fund.
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Figure 5: NMTC and OZ investment by home value and population growth, 2019-2022

(a) Student population

(b) Median home value growth

(c) Population growth

Notes: Student population is the fraction of individuals enrolled in college, graduate and professional schools living in group
quarters. NMTC and OZ investment is for the period 2019-2022. Total NMTC investment: $13.2 billion; Total OZ
investment: $82.1 billion. Sources: American Community Survey, 2013-2017, 5-year pooled sample; U.S. Department of the
Treasury, IRS Tax Data; Community Development Financial Institutions Fund.
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