
INDUSTRIAL
INCENTIVES

Competition
among

American
States and Cities

Peter S. Fisher
Alan H. Peters

1998

W.E. Upjohn Institute for Employment Research
Kalamazoo, Michigan



CONTENTS

Acknowledgments xi
The Authors xiii

1 State and Local Incentive Competition for New Investment 1
The Expansion of and Justification for State and Local Incentives 5
Criticisms of Incentive Competition 7
Why Economic Development Incentives May Be

Useful: Revisionist Research 10
Issue 1: Can Incentives Reasonably Be Expected

to Influence Business Location Decisions? 13
The Survey Technique 14
The Case Study Technique 15
The Econometric Technique 15
The General Equilibrium Technique 17
The Hypothetical Firm Technique 18
Conclusions: How We Propose to Deal with the

Incentive Question 19
Issue 2: The Spatial Distribution of Incentives 20
Measuring Incentives and the Standing Offer 24
The Structure of the Book 26
Notes 27

2 An Overview of Method 31
What Are Competitive Economic Development Incentives? 31
Taxes and Tax Incentives 33

Corporate Income Tax 35
The Sales Tax 36
The Property Tax . 38

Non-Tax Incentives 39
General-Purpose Financing Programs 40
Customized Job Training and Wage Subsidies 40
Infrastructure Subsidies 42
Other Incentive Programs Not Included 43

The Hypothetical Firm Method: An Introduction 45
Extensions to the Hypothetical Firm Method to Include

Non-Tax Incentives 49
Selection of the State and City Samples 50
Notes 52



3 The Hypothetical Firm Method Extended 55
Alternative Approaches 56

Aggregate Tax Measures 56
Program Counting 57
Program or Tax Expenditures 58

The Hypothetical Firm Method 58
Which Industries and Firm Sizes? 63
Firm, Plant, and Headquarters Location 70
How Are the Firm's Sales Distributed among States? 72
Interstate or Interlocal Competition? 75
Measuring Effects over Time 78
Disaggregating the Results 82
Simulating the Worth of Non-Tax Incentives 83

Infrastructure Incentives 87
Wage Subsidy and Worker Training Incentives 89
General-Use Grants, Loans, Loan Guarantees, and Related

Debt Instruments 90
Generating Incentive Amounts and Incentive Terms 91
Distributing Incentives across Asset Classes 95
Awarding Grants, Loans, and Loan Guarantees 95
Adding State and City Incentives 98

Limitations of the Analysis I: The Administration of Incentives
Alters Their Worth 98

Limitation of the Analysis II: Completeness of the Non-Tax
Portion of TAIM 103

Limitations of the Analysis III: Targeting Geography 104
Conclusions 105
Notes 106

4 Tax Systems and Incentive Programs in States and Cities 109
Variation in Taxes and Tax Incentives 110

Sales Taxes 110
Corporate Income Taxes and Credits 113
Property Taxes 118
Targeted Tax Incentives 118

Basic Tax Systems versus Tax Incentives 119
The Importance of State versus Local Taxes and Tax Incentives 129
Non-Tax Incentive Programs and Their Value to the Firm 134
The Spatial Pattern of Taxes and Incentives 142
Conclusions 171
Notes 173



5 The Effects of Taxes and Incentives on the Spatial
Distribution of Investment Returns 175
The Pattern of Returns among States 176
The Pattern of Returns among Cities 186
The Effects of Enterprise Zones 190
Conclusions 200
Notes 201

6 Incentive Competition and Public Policy 203
Are Tax and Incentive Differences Important? 203
The Spatial Pattern of Incentives and the National Benefits

of Competitive Economic Development Policy 211
Taxes, Incentives, and Efficiency 213
Incentive Competition and Equity 218
Can and Should Incentive Competition Be Curbed? 219
Notes 221

Appendix A Characteristics of the Sample States and Cities 223

Appendix B The Hypothetical Firm Model: Assumptions

and Details of Operation , 237

Appendix C Computational Structure of TAIM 247

Appendix D Additional Results on the Worth and Spatial
Distribution of Taxes and Incentives 253

Appendix E Detailed Results: Correlations between Project

Returns and Unemployment Rates for States and Cities 265

References 277

Author Index 289

Subject Index 293


