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One primary god of economic development programsisto help
communitiesattract or retain businesses consdered vita for economic stability. Many
stateand local governmentsoffer tax abatementsasa mgor form of economic
development policy. Tax abatementsexempt taxpayersfrom taxesfor adesignated time
period and can includethe entire amount or a partid amount owed.

Offeringtax abatementsislogicd snce property returned to tax rollsgenerates
incomefor locd taxing entities. Becauseloca government officidsare hestant to raise
taxesor cut services, they frequently examine waysto expand their taxing jurisdiction'stax
bases by recruiting new businesses.

Professond literature assessescurrent economic development programs, such as
economic incentivesand tax abatements. Unlike the careful andyses performed on
whether tax abatements enhance economic devel opment, few studieshave chronicled ad
andyzed attitudesand opinions of officils making decisons.

The purpose of thisresearch project isto: (1) examine economic deve opment
policies, but more specificaly propertyt ax abatementsand (2) to describe Texas county
judges attitudesand opinionsabout tax abatement decisions. Texas county judgesarea
crucia component of the processsincethey decidetax abatement issues.

Thisreport isdesgned to close some gapsin the literatureof stateand local

government officiasopinionson tax abatements. A sdf-administered questionnairewas



used to survey Texas county judges. Sixty judgeswere selected from 254 Texas counties
basad up the population of the jurisdictionsin which they serve. The represent counties
with the largest populations and were selected non-randomly because larger countiesare
more likely to offer tax abatementsthan smaler counties.

Smple descriptivestatistical anayses were used to quantify the survey responses.
The frequency, percentage, and mode of each question was calculated. The mode
determined the respondents overall perception for each statement.

Most scholarly literatureon economic development policiesincludesthree main
areas. economic factors, politica factors, and locationd factors. Economicfactors
addresswith the financial reasons abatementsare offered. Politica factorsincludelocal
government's decisions on whether to offer tax abatements, to whom abatementsshould
be offered, and what amountsare abated. Palitica factorsalso ded with the public's
approval of those éected officidsdecidingwhether or not to offer abatements. Findly,
locational factors ded with local government's strugglesto maintain, expand, or recruit
new business

Thissurvey of Texas county judgesindicatesthat officidsin postionsto offer
abatements are aware of ramificationsbrought by such decisons. Most opinions
expressed by the judgesare corroborated in current literature. Officials fed compdled to
offer incentivesto expand tax bases, and do so in farge part, because of politica and
economic advantages. Officiasagree abatementsdo not erode tax bases; however, they
aso understand that more effective and less costly economic development toolsare

avallable,



Thisresearch prgedt isnat condusve however, it does provide indght into some
of the economic, palitical, and locational factors affecting Texas county judges opinions

on tax abatement isues.
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Chapter 1. Introduction

Many state and loca governmentsoffer incentivesto attract and retain busnesswithin
their jurisdictions. Thereis a veritabledphabet soup of economic development programs
avalable. Those Programsincludetax increment finance districts(TTFs), tax abatement
programs{TAPs), historic preservation sites (HPs), empowerment zones (EZs), enterprise
communities(ECs), enhanced enterprise communities (EECs), reinvestment zones (RZs), and
environmental opportunity zones (EOZs).! Each of these different economic development
programs have dight variationsin the rules and proceduresused to goply them, but the
purpose of all of them isto stimulate economicgrowth and development.

Stateand locd budget dollarsare stretched tighter than ever. Locd officidshave the
option of usng many different toolsthat will lower business cogt, in turn, spurring economic
growth (Bowman, 1996:1). Some past development strategiesthat were used include
establishing economic devel opment agencies, advisory boards, and councils; and forming
partnershipswith universitiesand the private sector (Burnier, 1991:171).

The primary god of economic development programsisto hep communitiesattract or
retain busnessesthat are vitd for economic stability. Businessesthat are recruited through
these programs provide employment opportunitiesto the community aswel asincreasethe
tax base. Thisincreased tax base hdps pay for locd infrastructure, which includes services
like fire and police protection, buildingand maintaining roads and bridges, and paying for

public education.

' For adefinition and explanation of the aboveprgjects seethe attached glossary.



A mgor form of economic development istax abatements. The Texas Research
League(1994.7) describesabatementsas' controversial.” From where doesthiscontroversy
sem? "'The high visibility and political expediency of select tax abatement projectshelp
explain theincentive's popularity among local policy mekers™  But the question remains, are
they effectiveand equitable?

Economistsand community devel opment experts continue to debate the extent
towhich tax abatementsand other incentivesinfluence busnessrel ocation or
expandon decisions, while sometaxpayersare concerned about unfair shifts in tax
burdensand their possible negativeimpact on public service.?

According to David Swenson and Liesl Eathington (1998:4), theimpact of abatements
continuesto create much discussionin thefield of economic development. When assessing
theimpact of abatement programs, it isimportant to examine all aspectsof abatement
programs. |t iSalsoimportant to remember that abatement agreementsapply not just to aty
taxing authorities but also to other taxing unitswithin ajurisdiction. Thesejurisdictions
include, but are not limited to, taxing authoritiesfor counties, schools, and community
colleges.

During thelast two Texas legidativesessions, over 127* bills have passed that are
directly related to property tax lawsin Texas. This has bean in part dueto Governor George
W. Bush's promises for property tax rdlief; tax relief demanded by taxpayers. If asked,

however, mog taxpayers paying property taxesdam they have seen tittle or no tax relief.

? The Texas Research league Vigs a taxpayer public policy group who targeted economicand fiscal policy
issues to improve t he business climateof the state. On January 1, 1996, the TexasResearch League became
part of the Texas Taxpayersand Resear ch Association (TTARA). TTARA focuses on economic, fiscal, and
public policy issues. They investigate and analyzet he use of public resources, and educate their member ship.
thegeneral public,and public officials on the results of their investigations (The TexasResearch Leegug po.
7.

3 The TexasResearch League, pg. 8.

* Information suppliedby the Texas Sate Comptrolier of Public Accounts-Property Tax D vi si on.



Perhaps more immediate than legidation, abatementson property taxes have an impact on
locd governmentsand the taxpayerswithin these taxing jurisdictions. When property taxes
are abated for any reason, dl other taxpayerswithin thejurisdictionend up paying taxeson

any abated amounts.

Purpose

State and locd governmentscontinue to offer awide range of often-costly incentives
in order to retain and attract business. Lynn Bachelor (1997:704), reportsthat existing
evidence showsincentives have tittleinfluence upon the location of economic activity.

Why, despite criticismand evidence of the ineffectiveness of loca economic
development incentives, do public officids continue to offer subsidiesand other forms
of asdstanceto encourage businessinvestment?®
Incentivesare offered to attract or retain new business. Both the scope and range of

incentivesoffered continuesto grow. Larry Ledebur and Douglas Woodward (1990:221)
state that with the escalation of incentive awards, state and local government officiasare
voicing mgor concernsabout expanding state and local economic development policies.
Current professiona literature provides assessments of economic development
programs and other economic incentives, such astax ebatements, that are offered. Unlikethe
careful andyssperformed on whether tax abatements enhance economic development, few
studies have chronicled and andlyzed the attitudesand opinionsof loca officials who make
thesedecisons. DelysaBurnier (1992:14) offersit is possiblethat government officiasfed

forced to offer economic development incentivesto stay competitivein the economic

* Lynn Bachdlor," Regime Mi nt enance, Solution Sets, and Urban Economic Development” June 1994, pg.
5%.



development field. Burnier (1992:15) continues, economicincentivesare not the only factors
cong dered when firms make decisons about wheretolocate. Palitical, economic, and
locational factorsare often more important.

Thiscan be seen asthe product of threefactors: (1) the uncertainty and
insufficient informeation that characterizeeconomic development policymaking; (2) the
presenceof 'policystreams in which sol utions become attached to problems through
the actions of palitical entrepreneurs...; [and] (3) the maintenance needsof a
governing codition that promotethe ingtitutionalization of a policy that servesthe
interestsof regimemembers.®
Burnier acknowledges, however, when all other factorsare equa, economic

development policies and incentivescan have an effect on businesses location decisions.

Thereisagapin thetax abatement literature. Thisgap exits becausethereisvery
little systemic information about the attitudes and opinionsof public officid's economic
development policy. Kevin McKethan’s study of city officidsconcerningtheir opinionson
tax abatementsis a notable exception. Thisstudy buildson earlier work of McKethan because
it describesthe opinionsand attitudes of 60 Texas County Judges on the granting of property
tax abatements.

The purposeof thisresearch project isto: (1) examine economic development policies,
but more specificaly property tax abatementsand (2) to describethe attitudesand opinionsof
Texas county judges about tax abatement decisions. McKethan (1997) noted, thereare
surveys reflecting corporate executive's opinionson tax abatements, but thereisagap in the
literatureof state and loca government officid's opinionson tax abatements.

Thisstudy isafollow-up to one performed by Kevin McKethanin 1997, McKethan

administered his questionnaireto city leadersin Texas. Thisstudy extendsthefindingsto



locd county judges, another key set of Texas policy makerswho are responsiblefor making

tax abatement decisions.

Chapter Summaries

Chapter 2, the Settings Chapter, furnishes a history of abatementson anationd leve
and Texasin specific. A Literature Review in Chapter 3 summarizesthe available professona
literature surrounding tax abatementspecificaly and their placein economic devel opment
theoriesin generd.

Chapter 4 detailsthe projectsconceptud framework and how the survey ingrument is
connected to theliterature dealing with tax abatements. Thisaso includesthe strengthsand
weeknesses of a survey asa research methodology. Chapter 5 describesthe survey results.
Chapter 6 concludesthe paper with an overview of study findingsand suggestspossible

research.

¢ Lynn Bachdor," RegimeM aintenance, Solution Sets, and U ban Economic Development.” June 1994, pg.
5%.



Chapter 2: Settings Chapter

Purpose

The purpose of this chapter isto furnisha history of abatementson a nationd leve and
in Texas. Abatements are the outgrowth of economic development policiesthat hed their
origin traced back to the state of Missssippi in thelate 1930s. These policies continued
successfully until the Post World Was 1T period.

At the beginning of the 1980s, there was a declinein the nationad economy, whichin
turn affected stateand loca governments. At the same time, Texas was beginning to

experienceitsown budget problems because of fdlingail prices.

Growth of Economic Development

What can truly be termed the beginning of state economic development programswas
the Missssippi Balance Agriculture With Industry Program (BAWTI) of 1936 (Forcesof
Change Shapingthe Future d Texas, 1994:134). The strategic development of this program
was to enticemanufacturing plantsfrom Northern stateswith both high land and |abor costs
to Missssppi. The program marketed the low costs of land, labor, living, and government in
Missssppi. "*The state augmented dready advantageous production costswith government
subsidiesin the form of direct financing or grants raised through theissuance of tax-free

bonds, tax abatements, or customized training.™*

? Texas State Comptroller." Earcesdf Chanee. ShavingtheFutureofTexas" 1994, pg. 134.



Replication of thisrecruitment strategy throughout the South in the post-
World Wer 1T period was quite successful in attracting someindustries. In particular,
cost-sendtive industries with standardized product practiceswere susceptibleto this
eraof smokestack chasing that lasted into the early 1970s. At thistime, two events
merged which began a process of changein the way economic development should be

done®

Firg, Northern statesbegan to enter the bidding war for relocation. Second, the book
Job Generation Process by David Birch redefined how economic growth occursand how
economic development could improvethis process. Birch saw growth asthe result of ax
processes pardleling demographic change: birth of new firms, deeth of exigting firms on-site
expangon of existing firms, contraction of existing firms, and out and in-migration of firms
from an area. "' Specificdly, over thelong term, stateeconomic deveopment policy needsto
focus on promoting business birthsand expansions, and mitigating deaths and contractions,
while placing much less emphasison attracting new firmsfrom outside the state.” Birch's
book could be seen asinstrumental in how the government and business communitieslooked
at economic growth, and how thisin turn could ad in the economic development process.

National -staterdations changed during the 1980s. Accordingto Burnier (1991:174),
the nationa government was stepping away fromitstraditional role as lead policy naker in
economic development initiatives. Stateswereforced to assumethe roleof policy naker and
they began to scramblefor economicgrowth. Thisscramblefor economic growth was seen as
azero-sumgame, and nany loca government officia sthought federal legidation was needed

tointerveneon policiesthat pitted state againgt state,

”Te<asStateComptroIIer 'Earcesof Chanee, Shapingthe Futureof Texas" 1994, pg. 134.
® Texas Sate Comptroller. “Forces d Change.” \/glumell, Part 1, 1994, pg. 135,



Overview of Economic Development Policy on the National L evel

A nation wide local property tax revolt began in Cdiforniain the late 1970s with
Proposition 13, organized to reform property tax policy. At that time, property valuesrose
with inflation. Incomes of homeownersgrew dower. Many citizensviewed the inflation
windfal of locd government asunfar. Citizens throughout the country organized to reform
stateand locd property tax policy. One common changeincluded placing limitson the
growth of municipa spending and taxation. Ann Preston and Casey Ichniowski (1991:134),
addressgrowth limits, especidly limits placed on thegrowth in property tax levies. Hence,
state and loca governmentswereforced to reducetherole property taxes played in ther
budgets. Helen Ladd (1991:477) reported that during the early to mid 1980sthefedera
government eliminated, cut, or consolidated federal ad into block grants. Programs
previoudy funded under categorical grantslost a securefunding source. Thisad wasfor
many of theintergovernmenta programsthat wereintroduced in the early 1960s and
expanded during the 1970s. As aresult, state budgets were squeezed because there were cuts
at both thefederd and locdl leves. In order to expand shrinking budgets many loca
govenunent officiaslooked to expand their tax basesby recruiting new businessinto their
areas.

Economicingtability led stateand local governmentsto step up their competition for
economic development by attracting new businessto their location.

Asde from increasing direct public spending on infrastructure devel opment,
governmentshaveincreasingly turned to tax subsidies, abatementsand creditsto spur

economicgrowth. This practice, in turn, hasled to the creationsof economic
development 'zones acrosstheU. 8."

19 Texas State Comptroller. “Fiscal Notes" January/February 1998:6.



During the 1980s economic development "' zones* were afederad intergovernmental
tool to combat duggishloca economies. State and local governments realized that it would
be necessary to establish palicy prioritiesfor loca governments because of the downturnin
the economy.

Burnier (1998:385) citesvarious reasonsfor increased economic development, ranging
from chronicloca economic distress, a nationa recession, increased capitd mohility,
corporatedownsizing, and reductionsinfederal urbanaid. In response to thiseconomic
downturn on the nationd level, many loca governments turned to economic development,
especidly the growth gpproach, asa meansto generate both new jobsand revenue. The
growth approach brings privateinvestment into acommunity. It wasthought private
investment would affect the whole community and ultimately benefit all residents. To hdp
ease graining state and loca budgets, thefederal government began to take stepsto hep
distressed communities.

Congress updated thefederd version of enterprisezonesin 1993 (Fiscal Notes,
1998:6). Thelegidaionwasdesigned to provide economically distressed communitieswith
toolsand incentivesto foster economicgrowth and revitadization. In addition, programswere
intended to encourage economic opportunity for smdl businesses, sustain economic planning,
encourage public-private partnerships, and promote strategic planning.

According to Haron Battle(1998)"!, dong with thefederally mandated changesto
enterprisezones, there was dso authorization for empowerment zone/enterprise programs.

Initidly, there werethree rurd empowerment zone designationsalong with 30 rural enterprise

! Haron N Battle “NACe WantsMore Rrd  Enterprise Areas.” National Association of Counties. County

News Online Homepage, July, 1998:<hitp://www.naco org/pubs/cnews/98-07-06/rural. htm>. Haron N. Battle
istheassodiatelegidativedirector for the National Association of Counties




communities(See Glossary) and thisincluded an unspecified number of urban areas. Jared
Hazelton (1996:1) reported that ad vaorem property tax abatementswere used; with the goal
of attracting new industry and encouraging expanson of exising businesses. By 1993, 41
statesoffered tax exemptionsor moratoriumsfor investment in equipment and machinery,
while 36 states offered these incentivesfor land and capita improvements.

"In 1994, thefederd government designated 71 urban areasand 33 rural areasas
empowerment zones or enterprisecommunities, and another six cities as supplementa
empowerment zones or enhanced enterprisecommunities” ** Congressingtituted a 10-year
program that would provide these areaswith $1.3billion in grantsand makethem digiblefor
varioustax credits and incentives. Thisincluded creditson wages pad to enterprise zone
residents, the zones becamedigibletoissue tax-exempt bonds and were dlowed increased
deductionsfor depreciationin the zones. All measuresdesignedto stimulateeconomic
development.

The next mgor piece of legidation that was passed wasthe federd Taxpayer Relief
Act of 1997 (Battle:1998)." This made changesto the empowerment zone/enterprise
program and authorized a second round of the program. Thistime the program waslimited to
15 urban aress, five rurd empowerment zones, and nNo new rurd enterprisecommunitieswere
authorized. These decreases were because of the reduction inthe amount of ad alowed.
These expansons and changesin federa legidation filtered down to the stateleve. Itis
important to see how loca communities, in statessuch as Texas, pardld the federa

experience.

' Texas State Comptroller,” Fiscal Notes"" January/February 1998, pg. 6
'* Haron N. Battle. “NACo Wants More Rural EnterpriseAreas” County NewsOnline Homepage, July.
1998: <http: s .org/pubs/cnews/98-07-06/rural him>,



Texas History of Economic Development and Tax Abatements

Inthe state of Texas, there are no state property taxes, dthough the Texas
Condtitution authorizesloca governmentsto levy property taxes. Thesetaxesarelevied by
counties, cities, school digtricts, and specid districtssuch asjunior colleges, hospitds, rura
firedigricts, and flood control districts. School property taxes represent dmost 60 percent of
dl property taxeslevied. |f abusiness or an individud recelvesan abatement of their school
property taxes, this congtitutesa 60 percent reduction in property taxes. In Texas, the
majority of property taxesgo to subsidizeeducation through theform of property taxes pad
to school districts, naki ng school tax abatementseven morevaugble.

Tax abatementsare popular but a the sametimeare controversd and the rules that
govem them have changed considerably over theyears."* The amount of local property taxes
levied areimportant to the state because thisdetermines how much state ad is needed to
support public education.” If onetaxing jurisdiction grantslarge property tax abatementsthis
affects the digribution of stateaid. If disparitiesin abatementsare great, thiscould cause
taxpayersin onejurisdictionto pay for abatements granted in another jurisdiction. Changesin
school funding formulas would need adjusting, however, other changeswere aso occurring.

Even beforethe federd government took action to ease straining state budgetsin
genera by looking at economic development programs, Texaswas dready having financia
problems dueto declining ol prices. Dueto declining revenuesfor state and loca
governments, the property tax system was overhauled in the late 1970s.'* The economic

atmosphere was changing in Texas. The state economy, which had previoudy been dependent

" | nterim Report on Economic Development | noentives”" July 1996, pg. 31.
¥ Texas State Comptroller, Windows on Sate Government website,
hitp://www.window.state. tx.us/taxinfo/incidence/proptax. htmi.
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on ail revenues, could no longer function soldy on ail revenues. New sourcesto pay for state

and loca government servicewould haveto befound.

Continuing Economic Changes

Billy Hamilton, Chief Deputy Compitroller of Public Accountsof Texas(Fiscal Notes,
1995:17)"7, reported that the Texas economy took adownturn in 1982 becauseof faling oil
priceswhich undermined the stability of thestate tax syssem. Fdling ail prices, which wasthe
primary source of state revenue, produced a decade-long strugglewith statefinances. Texas
hed gonefor 13 yearswithout a mgor tax bill and Hamilton reported that changesto the tax
base neaded to be made. In Texas, on thelocd levd, the over-rdianceon property taxes has
led to a heavy burden on both businessesand homeowners, with property taxes being the man
tax levied againgt businesses.

Generdly, in Texas, state and locd tax burdensfdl more heavily on low- and
moderate-incomecitizens. Accordingto Hamilton, in 1992 Texas overall tax burden ranked
Texas 31" among the 50 states. The per capitaproperty tax burden of $731 ranked Texasas
17 ¥ Sincethe Uy 1994 issue of Fiscal Notes, The Texas State Comptroller's office has
annualy published, Texas Where W Stand, which reported a steadily increasing per-capita
stateand loca property tax revenue burden rising from $750 in 1993, to $753 in 1994, to

$758in 1995,

' Billy Hamilton,'Fiscal Ntes," August 1995, pg. 17.

¥ Blly Hamilton has served in that capadity si nce 1991, with abrief ventureinto public service from February
1998 to January 1999. Hamilton is responsible for the day-to~day management of the Comptroller'soffice.
The Comptroller isTexas chief fiscal officer reponsblefar datetax adminigtration, statewide financial
management, and Saletreasury operations.

1% Billy Hamilton, " Eiscal Nates" Augugt 1995, pg. 17.




The Texas Property Redevelopment and Tax Abatement Act
With the changing economic atmospherein the state, changes were mede in ng
and collecting property taxes. Following is achronicle of the Property Redevel opment and

Tax Abatement Act with highlights of the legidative changesfrom 1981 to the present.

TheAct

Droppingail pricesin Texas and the stat€'s overrdianceon oil revenues, found Texas
needing to stimulatea lagging economy. In 1981, Texasvotersapproved aconditutiona
amendment know as the Property Redevelopment and Tax Abatement Act (the Act)*®
(Chapter 312 of the Texas Tax Code, V.A.T.C.). Thislegidationincluded smultaneous
goprova of acongtitutional amendment that enabled the use of tax abatementsasa
development tool (Article8, section |-G, TexasConstitution). Hazelton (1996:1) reports
that new abatement provisons provided local governmentswith the ability to grant
abatementsfor either new facilitiesor structures, or for the expanson or modernization of
exiding facilities and structures. Other key componentsinduded limiting abatementsto
blighted areas, authorized abatement periodsfor up to 15 years, authorized abatementsfor
red property only, authorized abatementsof existing values, and required county, school, and
specid didrict participation in municipd tax abatements.”*

The Act d<0 authorized implementation of reinvestment zones. Al of these measures
wereintended to simulae locd economieshy attracting new businesses and encouragingthe

growth of existing ones. In Texasan enterprise zone designation is digiblefor awider variety

" Interim Report on Economic Development I ncentives" Jdy 1996, Appendix Six.
% “Interim Report on Economic Development Incentives" Jdy 1996, pg. 29.
3 “Interim Report on Economic Development Incentives" July 1996, Appendix Six,.
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of stateand locd incentivesand is obtained through a state-admini stered gpplication and
gpprova process. A reinvesment zoneis done through aloca ordinance or resolution.
When an areaiis designated as an enterprisezone thisautomaticaly condtitutesthe areaas a
reinvesment zone. There are no other actionsor proceduresrequired, per Section 312.2011

[Texas Tax Code], provided the taxing unit hes adopted the required guidelinesand criteria.Z

68" | egidative Sesson—Changesin 1983

Theinitid legidationthat authorized the Act was passed during the 67* legidative
sesson. From the 68" legidativesesson forward changes in tax abatement agreementsand
subsequently school funding formulaswould begin a processwhere the requirementsand
conditionsof abatement agreementswould change with dmost every legidativesession.

Prior to 1983, school districts were required to grant abatement agreementsthat were
identical to thetaxing jurisdictionsin which they werelocated. The Texas Asociation of
School Boards had |obbied against mandatory participation provisons, but failed in ther initia
efforts. In 1983, thelaw was amended to allow school districts the option of granting
identica abatement agreements. However, if a school district dd not grant the sametax
abatement agreement the taxing jurisdiction granted, the school district could then be required
to grant an abatement agreement it hed aready declined. Not only could theschool didtrict be
required to grant the abatement agreement that maiched the taxing unit's agreement, now it
would be granted for twiceasleng.® The result wasthat school districtswere required to

grant abatement agreementsthat weredeclined. Then thedistrictswere pendizedfor faling

2 Texas Department of Grmer ce. “Reinvestment Zones & Tax Abatements An Qervi envd Texas Data and
Trendsthrough 1995." March 1997, pg. viii.
2 “Interim Report on Econom ¢ Development | noentives." July 1996, pg. 31.
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to accept the initid abatement agreement offers by having to offer abatementswith termsthat

extended thetime periodsfor the agreementsto remain in effect.

70" | egidlative Sesson—Changesin 1987

Bet ween 1987 and 1993 there wasa high leve of school didtrict participationin
abatement agreements. School districtsreceived state ad based on their wealth per Sudent
level (WADA), which is"'the taxablevaue of adistrict's property divided by the number of
studentsin weighted average daily attendance.™™ Under Texas Government Code, Section
403.302, in order to computethefair market value of adigtrict's property, specific
exemptionsare subtracted from the taxable vaue of a property. Thisformula, which included
abatement agreementsas an exemption, wasin use until 1993. The Statewould offset any
local revenue lossfrom abatement agreementswith additiond statead. This provided very
little incentivefor school districtsto not participate in tax abatement agreements.™*

Some of thekey changesto the Act included:

¢ diminating the requirement that reinvestment zones be located in blighted aress;
authorizing school districtsto opt out of municipa or county tax abatements

without pendty;
e rediricting abatementsto new vaue(i.e. improvements); and

e requiring loca government to adopt written guidinesand criteria. ”
71" LegidativeSesson—Changesin 1989

Tax abatements had generally been granted for up to 15 years. Policy changesfrom
this session changed the naxi numto 10-year tax abatement agreements. Specid digtricts

(such as hospitd didtricts, ete.) could opt inor out of municipa or county abatement

# “Interim Repart on Economic Devdopment | ncentives”  July 1996, pg. 32.
3 “Interim Report on Economic Development I ncentives." July 1996, pg. 32.
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agreements. Abatementswere specificaly allowed for plant expansonsor modernization.
Another change authorized tax abatementsfor tangible persond property.

To compileinformation on available and ongoing abatement agreements, a
reinvestment zone and tax abatement agreement central registry was created. One of thefind
changesinduded sunsetting tax abatementsin 1995.%” Sunsetting provisionsalow for state
agencies and programsto be evaluated by the Sunset Commisson. The Sunsat Commission
overviews state government operationsand if an agency or programis no longer considered

viable, the agency or programis expended.

73" LegidativeSession—Changes in 1993

Senate Bill 7 was passed on May 31, 1993. S.B. 7 was an emergency hill that went
into effectimmediately. Thislegidationmet the court-imposed deadlinefor establishinga
congtitutiona finance systlem for Texas schools, or what isknown as the"Robin Hood" plan.
Onereason thisbill wasimportant was becauseit began*a mgor policy shift in the relm of
economic development and tax abatement.”?

SenateBill 7 was aso designed to protect the state's equalization messuresfor school
digtricts. The optima wealth per student level was st at $280, 000. If aschool digtrict's
wedth per sudent exceeded $280, 000, the"'surplus” of locd revenueshed to be sent to the
Statefor redigtribution. Thisprocess, known as recapture, sent surplus funds to poorer

school districts. These provisonswere designed to prevent wedlthy school districtfrom

* «Interim Report on Economic Development | noerti ves. " July 1996, Appendi X Six.
7" Interim Report on Economic Development I ncentives” July, 1996: Appendix 3 X.
2 Texas Ressrch League " Tax Abatement Policy in Texas.” Deoember 1994, pg. 37.
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granting excessve abatementsto lower their wedlth per sudent levd thus avoiding state
recapture, and to hold down state education costs.”

SenateBill 7 gave wedthy schoolsfive optionsto reduce their wedth. The options
included: voluntary consolidation; voluntary property detachment; tax base consolidation; the
option to contract to educate studentsin another school district; and the option to purchase
attendancecredits from thestate. Thelast three options required voter approval. Statelaw
dlowed a school didtrict to enter into atax abatement agreement with a property owner.
However, the Texas Education Agency would consider the valueabated as part of the
districts taxable vaue when determiningthe districts' taxable wedth for school funding
purposes. In addition, the school digtrict would have to consider the abated vaue as taxable
vauewhen caculating itscurrent tax rate. Both meant aloss of revenuefor school districts. ™

The Texas Education Agency (TEA) was responsblefor implementing the Chapter 41
provisons of the so-caled**Robin Hood" plan. School districtshave dways hed the option to
decide whether or not to participatein abatement agreements. Prior to 1993, if a school
digtrict entered into an abatement agreement, the value of that exemption was excluded from
thedidtrict'stotal property vaueas certified by the State Comptroller'soffice. As aresult, the
property vauesthat TEA used in thefinding formulaswerelesst han they would have been
hed no abatement been granted. By using the reduced property vauein the funding formulas,
the school district received more state aid than it would have otherwise. Thet additiond state
ad, in mogt cases, offset the lossof loca taxesthe digtrict incurred by not collecting taxeson
exempted property. Thestate, in effect, was paying for the abatements by flowing additiona

dollarsto the didgtrictsso they did not loseany revenue.

2" | nterim Report on Economic Development I ncentives” July 1996, pg. 32.
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The Texas Legidature changed the law and directed the Texas State Comptroller's
office not to excludethe value of any abatement granted after May 1993. The effect was that
no additiond state dollars would go to schoal districts, sncethe ditrict's total property vaue
iIsno longer reduced by the vaue of the abated property. School districts still loselocd
revenue by not taxing abated property, but thelossis no longer offset by additiond state
dollars. Now, generdly, school boards do not grant abatements because of thelossof state

funds and,local property tax revenues.!

74" Legislative Sesson—Changes in 1995

Two hills affecting tax abatements—House Bill 2065 and SenateBill 345—which re-
adopted and made changesto Chapter 312 of the Texas Tax Code were implemented during
thissesson. Thesechangeswent into effect September 1, 1995, and made significant changes
for tax abatement agreementsthat were granted for reinvesment zonesthat are also state-
designated enterprisezones (Texas Department of Commerce, March 1997:viii).

Under the legidative change the State Compitroller's office took over maintenanceof a
centra registry, previoudy compiled by the Texas Department of Commerce. It wasbdieved
thischange would increase compliancefor required reporting.*  Since previous compliance

hed been incomplete, it was hard to ascertain how many tax abatement agreementswerein

% Information provided the Texas Sate Comptroller'sPraperty Tax Division.

% | nformation provided by the Texas Education Agency.

* Therewas a general assumptionin the L egidaturethat reporting d abatement agresmentshad becone lax
and the Comptraller's office would garner better compliance, due tothe reputationfor compliance that
Comptroaller'sagency enjoyed at that time



effect,what the abated amounts were, and when the agreementswould end. Al of the above
information is needed for budget and Statistical purposes.*

Taxing unitswere notified that in order to designate a reinvestment zone or executean
abatement agreement they hed to notify the State Comptroller's office (Fisca Notes, 1998:2).
Taxing units mus describethe sze of the zone, the duration of the agreements, the typesof
property in the zone, and the guiddinesand criteriaas stipulated under the tax code.

A specific provison of Senate Bill 345 included increasing the number of provisons
that must be contained in atax abatement agreement. \While House Bll 2065 authorized

taxing jurisdictionsto grant non-identical abatement termsin enterprise zones.**

75th L egidativeSesson—Changes in 1997

During this session, House Bill 1239 and Senate Bill 15% alowed municipditiesto
grant tax abatementsfor voluntary cleanup agreementsfor contamination sites designated by
the Texas Natural Resource Conservation Commission. These abatement could last up to
four yearsand would allow a 100 percent valueexemption thefirst year, decliningto 25
percent thefourth year. School digtricts, however, were restricted from entering into

abatement agreementsrelating to property subject to voluntary cleanup agreements.*

* TexasResearch League'Tax - Abatement Policy in Texas" December 1994, pg. 53. The TexasRessarch

L eague suggested that a therebe a non-compliance penalty clause inserted in the Property Redevdopment &
Tax Abatement Act requiringtaxing unts toreport annua economic activity in desgnated reinvestment zones
and/or wheret hey haveexecuted tax abatement agreements. Locd taxing jurisdictionswere nat sending the
required aTUA report forms and they recommended perdl ti s beimposedfor non-compliance.

34 “Interim Report on Econoni ¢ Development Incentives. July 1996, Appendix Six.

3" Satement." August 1997, pg. 14.
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76" Legislative Session-Changesin 1999
The mogt recent changesto the Act included House Bill 3034 which amends tax
abatement agreements S0 that counties can enter abatement agreements containing different

termsthan the agreements entered into by acity.*

Texas Trends

The Texas Department of Commerce (March, 1997:viii), reported that sncethe 1980s
there has been a steady risein the number of abatement agreements executed, induding an
increasein abatementsfor resdentid properties. Abatement agreements are covering shorter
time periods, with most new agreementslasting for fiveyearsor less. When abatementswere
initidly granted, they generally abated 100 percent of improvementsfor the entireterm of the
agreement. Currently many tax abatement agreementsvary or decline over the term of the
agreement.

Economic development policiesand tax abatement agreementshave changed over the
last 20 years. Thereare many reasonsfor the changes. Stateand loca government officids
continueto offer abatements, dthough they have questionableresults. Since abatementsare

dtill being offered, it is beneficid to look at factors that affect abatement decisions.

% “Statement > August 1999, pg. 15.
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Chapter 3: Literature Review

Purpose

In order to assess Texas abatement policies, it is beneficid to examineloca
govenunent officia'sattitudesabout abatements. Before doing that, it isimportant to
conduct aliteraturereview to determinewhat prevalling attitudesexist towards abatements.
Most scholarly literature on economic development policy coversthree man areasof concern:
economicfactors, palitica factors, and locational factors.

Economic factors usudly ded with thefinancid reasons abatementsare offered.
Political factorsincludelocal government's decisonson whether to offer tax abatements, who
to offer abatementsto, and are substantia in determining the abated amounts. Political factors
alsoded with the public's approva of dected officidsfor their decisonsto offer abatements
or not. Findly, location factorsded with local government's Strugglesto maintain, expand, or
recruit new businessinto communities,

Someof the scholarly literature on economic development policies maintain that these
policiesare surrounded by controversy. Then why do governments continueto rely upon
what some call cogtly incentives? Thereare varied reasonsfor offering economic
development programs. The remainder of the chapter examinesthe avallable literaturededling

with economic development programs, and property tax abatementsin specific.
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Definition of Tax Abatement and Reasens for Offering

Tax abatementsare™atotal or partia tax exemption for adesignated time period.”*’
The Texas Research League (1994:58) describestax abatementsasalegd and popular
economic development tool.

While relocation and expansion decisonsare influenced in large part by
traditiona economic factors(such at the avalability and quality of the labor forceand
accessto markets and transportation), business incentiveslike tax abatementsdo play
atantalizingrolein relocation or expanson decison. Thedegree to which tax
abatement influencessuch decisonsisasubject of continuing debate among both
economistsand public policy practitioners. Nonetheless, tax abatementsare an
important component in state and local economic development efforts.*®
One aspect of economic development programsvirtualy impossibleto quantify, but

one with untold worth, isthe symbolicand politica vaue of keeping businessesaready
established in the community from relocating. Another considerationis attracting new
busnessinto a community. While these aspects may not be measurable, they are,
nevertheless, very important.

According to Bachelor (1997:705), there are difficultiesassociated with ngthe
return on an investment for economic development programs. Government officias
frequently haveinsufficient data availableto determine when and in what form and amount
incentivesshould be offered. Sincegovernment agencies operatein the public eye, private
corporationsgain an advantage when bargaining for economic development incentives. Since

opinionsvary on incentive policies, examining generd opinionson tax abatementswill be

beneficia.

7" | nterim Report on Economic Devdopment I ncentives” July 1996, pg. 4.
3 Texas Resear ch League." Tax Abatement Policy in Texas. " December 1994, pg. 58.
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Examining Opinions on Economic Development Programs

Objectionsexist for using economic development programs, and there are hundreds of
reasonsfor soundly regjecting these programs. Economic development projectscan stimulate
the economy, ad in new development, advance renovetion efforts, or further the expansion
and modernization of areasthat were probably dready neglected. While objectionsdo exis,

economic development programs are a so advantageous.

Brownfield Redevel opment Projects

Thereate current trendsto initiate Brownfield redevel opment projects, which takes
old and neglected property and convertsthe property into useful development sites. InalLad
Linesarticle, Thonas Wright and Ann Davlin (1998)* discuss Brownfield redevel opment
projects, breaking them down into three distinct categories. First, are Stesthat contain some
contaminationissues but are ill viablefor economic development. Second, some sitesare
attractive but are less marketable because they have higher contaminationrisks. Sitesin this
classrequire sometype of incentivesfor redevelopment. Findly, thereare siteswith high
environmentd risks, that even when cleaned, would still be unusable becauseof poor location,
lack of access, or some other feature making it unmarketable. These siteswould probably not
be cleaned up without the help of abatementsand incentives.

Wright and Davlin (1998), examinethe Newark, New Jer sey Ironbound neighborhood
wherea $4.5 million compressed gas-packagingfacility was opened on an old Brownfield Ste.
Thisexamination of asuccessful redevelopment project highlightsthe problems of Brownfield

and vacant |ot redevelopment. Many of these siteshave become public property, some



throughinvoluntary tax foreclosures. Oncethey become public property, they are no longer
on thetax rollsresultingin a monetary loss for taxing entities. Offering economicincentives
makes sense because once the development is compl etethe property goes back on the tax
rolls and again generatesincome for locd taxing entities. Many of these sitesarelocated in
lower-income communitiesand pose significant health risks. In casesof contamination or
where sites present public health problems public policy must concentrateon redevel opment
and remediation of these sites. Whilethisisa case of necessity, thereare nany more

exampleswhereincentivesare not a necessty and can be seen as corporate charity at best.

Economic Development Seen as Cor porate Charity

Peter Downs(1997:9) writingfor the St. LouisJournalism Review discusses the
remarksmade by Mdvin Burstein and Arthur Rolnick, two vice-presidentsof the Federa
Reserve Bank of Minnegpolis. Burstein and Rolnick expressed disdain at the amount of public
subsidiesexpended on the St. LouisRam's professiond football team. They " cited the public
subsidies St. Louisand Missouri showered on the owners of the Rams,™ even going <o far as
to characterizethisasa nationa cadamity. Thisappearsthat a professona football team's
decison on whereto locate a new stadium is based on the amount of public assistance
granted. Granting thesetypes of abatementsto privateenterprise comesat the expense of
other taxpayers. Prudent fisca management for local governmentsis not to shift thetax
burden from one group of taxpayersto another, rather to goply tax assessment evenly.

Downs(1991:9) citesanother example, wherethecity of St. Louiswas being

pressured to subsidizeUnigroup (a largelocal corporation)to move their corporate

* <hrp.//www.lincolninst.edu/main html>



headquartersto the city. St. Louis's economic development network gpplied pressure to and
pushed metropolitan St. Louisofficid's to offer and grant economicincentives. Unigroup
received the incentivesand moved to the sitein St. Louis. Unigroup hed dready planned to
moveto thislocation, even before any incentiveswere granted.

Apparently not wanting to appear foolish, the presdent and CEO of the St. Louis
Regiond Commerceand Growth Association made the argument that these dealswould bring
jobsinto the region, jobs that would have gone dsewhere. This could be seen as corporate
charity.

Another exampleof how abatementsand incentivescan be viewed as corporate charity
was a 1998 ingtancein the city of Warren, Michigan. HawkeFracassa (1998:1) discussesthe
case of the City of Warren granting Chrysler Corporationa12-year $4 milliontax break. A
Chryder representative admitted to the city council that the company did not have a financial
hardship but they wanted the tax abatement anyway. A locd resident, who favorsreform,
complained that she does not see large amountsof money being returned from companies
recalving the abatements. Additiondly, the president of the city council stated that wmpanies
receiving abatementsjust use thethreat of leaving asawegpon to hold over acity's head to
get money off thelr tax billsfor doing nothing.

Accordingto Downs (1997:9), statesoften do not get what they pay for when they
spend money on economic development programs. Even loca development officias admit
that incentivesmight have a harmful effect on the nationa economy. With the appearance that
incentive programsare a runaway train, what if anything is being done to stop or even control

them? Even though locd government officialsadmit there are problemswith economic

“ Peter Downs, " St. | auis JaurnalismReview." February 1997, pg. 9.
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incentive packages, the one ultimate avenue would beto initiate*'federd mandates,” but

amog dl officidswant to avoid those.

Economic Development Factors: Supply- and Demand-Side I ncentives

LauraReese and Amy Mamer (1994:116) discuss supply- and demand-sideincentive
policies. Supply-sdeincentivesaredirected towardsreducing the costs of productionat a
specificlocation. In addition, supply-sideincentiveshavethe tendency to increase inter-loca
competition; costsare borne by the citiesand capitd is simply moved around. Tax abatements
are aform of a supply-sideincentive.

Demand-side incentives, on the other hand, involve governmentsactively developing
and identifying marketswhich includesrecruiting business, identifying foreign markets, and
offeringvariousincentivesto help reducethe costsof setting up a new location. Thiscan aso
involvelocd governmentsaiding in the costs associated with the creation or expansion of
loca firra Many timesloca firms looking for assistanceare in their initid start-up stage,
where costscan be high. See Table 31 for examplesof supply- and demand-sideincentives.

Reese and Malmer (1994:130-131) cite tax abatementsas supply-sdeincentives
because they are directed towards reducing the costsof productionin a specific locae. Reese
and Mamer continuethat demand-side policiesare superior to supply-sdepoliciesin
promoting economic development. Demand-sidepoliciesare seen as superior becausethey
support research and development, provide businessincubators, support amdl businesses, and
include supporting strategic planning for job creation. They also suggest that development of
quality-of-life(demand-side) policiesare more beneficia than effortsto reduce coststo

businesses(supply-9de). Reese and Malmer (1994:115) continuethat thereis strong support
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for demand-sde incentives, althoughiit Hill appearsthat few cities are using these techniques.
""Demand-gdepoliciesare not just areformulation of the supply-sdemodd but, rather,
represent new policy srategies*'  Accordingto (har| es Spindler and John Forrester
(1993:33), these new policy strategiesemphasize demand-sde stimulation over specific
government incentives. Additionally, demand-side policies have grown out of thefailure of
supply-sde palicies.

Table31

Supply- and Demand-Side | ncentives

Supply-Side ] Demand-Side
Marketing Tools
Videos, brochures, and trade shows Solicit foreign business
Visits to prospects Market development planning
Promotion of specific sites Develop export markets

Financial Tools

Tax abatements and deferred tax payments

Shared equity in projects

Direct loans, loan guarantees, and loan
subsidies

Centralized management services

Donations of real property and cash
contributions to projects

Training

Bonds Sale/lease-back arrangements

L and and Property M anagement Tools
Land donations, acquisitions, and Technicd assstance

|_condemnation
Water and sawage systems provided Rehabilitationof old buildings
Leasing, sdling, and clearing of land Industrid property management
Businessrelocation Trander of development rights
Office/retail property management

Reese, Laura A. and ANy B. Malmer. ' The Effects of State Enabling L egidationon Loca Economic
Development Palicies.” Urban AffairsQuarterly 30 (September, 1994:130-131.

4! CharlesSpindler and John Forrester, “Urban Affairs Quarterly” September 1993, pg. 33.
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Samud Nunn (1994:584) arguesthat if there were a conversion to more widespread
use of demand-side development incentive policies(induding human and physca capita
investment) local governmentswould trade-in the highly speculative benefits of tax
abatements. What wereindirect budget expenditurescould now bet urned into budget money
for job training programs or infrastructure improvements. Communitieswould derive adirect
benefit: investing in the community, the peopleof the community, and improving the fixed
assets of the community by providing more services or amenitiesfor locd citizens.

Citiesare unlikdly to convert to demand-sde policies becausethere would be an
immediate cost of rasingtaxesor cutting existing services. "'If tax abatementscould be
restricted to useonly in 'needy’ aress, it isconceivablethat other areasmight be moreinclined
to use demand-sidedevel opment policies.”** However, the definition of "'needy”" can be very
subjective.

Loca government official sare hesitant to raisetaxesor cut services. Moreand more
local government officialslook to expand the tax base of their taxing jurisdiction by recruiting
new businesses. There are other factorsthat affect abatement decisions, and thesewill be

discussed.

Economic Factor sAffecting Abatement Decisions
Communitiesin many statesgrant sometype of cash-likeincentivesfor both
businessesand residences. " Qver the decades communitieshave relied on countless

gimmicks, gadgets, and enticementsfor promoting economic growth.” *  Many of these

42 Samud Nunn, " Pdlicy Studies Journal.” VVol. 22, No. 4, 1994, pg. 584-585.
“3 David Swenson and Lies] Eathington, “The Efficiency of Housing Tax Abatementson Husi ng Starts”
April 1998, pg. 1.
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incentivesare rooted in nationa urban renewad law, and othersare state derived. Incentives
were origindly designed to improve blighted areasor reversethe declineof an area. "It israre
to find acommunity that does not by ordinance possessand gpply the entire panoply of
development tricksallowed by locd, state, or nationd lav."**

Researchers are chalenged to determinewhether these programs have merit.
According to Swenson and Eathington (1998:2), it is hard to measure a program'sefficiency
sincethe nation hasenjoyed a prolonged period of economic expanson. "'Absent knowledge
of the effectivenessof the various gpproaches, many communitiesfed compelled to offer the
sun and moon, fearing not to do so would make them appear non-competitive.”*’

Burnier (1998:385) reportsthat one god of economic development programsis
expangon of theeconomic pie. | ncenti ves like tax abatements, low-interest loans, and
building and infrastructureimprovementsare the devel opment tool sthat will spark new or
retain existing investmentsin the community. Communitiesare Smilar to businesses because
they too arelimited by the dictatesof the marketplace. In addition, communitiesjudtify
economic development initiatives on the groundsthat there is no choicebut to competefor
dready scarce development opportunities.

Downs(1997:9) statesthat one of the dynamics of preferentid subsidiesisthat states

just continueto give more and more away.

* David Swenson and Lies! Eathington, The Efficiency of Housing Tax Abatements on Housing Starts.”
April 1998, pg. 1.
 David Swenson and Liesl Eathington, The Efficiency of Housing Tax At engnt s on Housing Starts.”
April 1998, pg. 2.
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At the same time states spend hillionsof dollars competing with one another to
retain and attract businesses, they aso struggleto provide such public goods as
schoolsand libraries, policeand fire protection, and the roads, bridges, and parksthat
arecritical to the successof any community.*

Locd governments, however, continueto offer subsidieswhen everyone elseis doing
the samething. With the use of preferential subsidies, taxpayerscan end up payingfor levels
of servicethey do not receivefrom their local governmentsbecause public officidshave given
money away to private busnesses. Another drawback isthat most often incentivedealsare
confidentia with taxpayershaving no input into the terms of the agreements.

According to Michad Wolkoff (1992:340), while expertsdo identify the importance of
economic development incentives, they aso suggest that theseincentive betied to the
development goal s of the community. Policy naker s are cautioned to take an accounting of
the cost and benefitsof development policies and to conduct the paliciesin an arbitrary

manner (Wolkoff, 1992:341). While economicfactorsareimportant, there are severd other

factorsthat the literaturesuggest are equaly important.

Leocational Factors Affecting Abatement Decisions

What factorsare most predominant in deciding whereto locate a business? According
to the Texas State Comptroller (Forcesd Change: Shapingthe Futured Texas. 1994:136),
firms evauating a location often examineinformation about the levd of costsat aternative
locations. Dan Dabney (1991:325) reportsthat financid incentivessuch astax refunds,
credits, and abatements only have a marginal effect upon afirm’s locationdecision. While

Janes Papkeand Ledie Papke(1986:357), statethereisaso little doubt the business

* Quated from an interview by Peter Downs with M elvin Burstein and Arthur Rolnick; taken from the “St.
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community has along stlanding perception that favorabletax comparisonsprovide an
unambiguoussgnd that state and loca governmentsare senditiveand respongveto a
conducive bus ness environment.

Dabney (1991:325) citesearly theories on location decisons, which stressed thet a
firm chosealocation, based on itsahility to maximize profit or minimize cosgts a acertain
location. Costswere generdly dassfied asthose of rawv materids, transportation, and labor.
An American economist, Edgar Hoover, expanded classic location theory when he provided a
more thorough approach, which induded agglomeration (defined as acluster of disparate
elements), and deglomeration forcesas well asinditutiona factors.

Since World Wer 11, location choice studies have shown thet classiclocationfactors
areamgor dement in afirm's location decison. Factorssuch astransportation, labor, and
market proximity continue to dominate afirm's locationd decision even though the firm may
aso beinfluenced by secondary considerations.

Dabney (1991:328) cites non-traditiond factors, such as quality-of-lieamenitiesand
behaviord factors, as moreimportant € ementswhen meking alocation decison. Non-
traditiond factorsaso include mild dimeates, affordable housing, cultura and recreationd
activities, and the qudity of educational opportunities. In order for a busnessto operate, it is
important to take non-traditiond factorsinto consderation. Therese McGuire (1986:371)
statesthat it would do afirm no good to move to alocation where peopledo not wart to live.

Theimpact of taxes on growth has tended for economic growth to be more sensitivein

cities.*” This occurs because firms are more concerned about other costswhen meking

' iew," February 1997, pg. 9.
¥ Texas State @matrd | er, Forcesof Change: Shaping the Future of Texas, 1994, pg. 136.
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decisonsabout whereto locate. After aregion is selected, companiesare then more sengtive
to taxes when deciding whereto locate within that region.

According to Downs, (1997:9), when a company decidesto relocate, it iseither the
right location for them or it isnot. When locationsare economicaly inefficient, fewer private
goodsare produced and money ends up being diverted to privategoodsin order to subsdize
inefficiency. With that logic, if a particular Siteisthe best locationfor the company then they
do not need subsidies. (See Table32 for factorsthat affect location decisons). In 1992, the
state of Minnesotamade a dedl with Northwest Airlines. Northwest nesded to build anew
maintenancefadility. It would have been cheaper to run thiski nd of facility in Louisana
where the weather waswarmer. Instead, Northwest was given a $380 million loan to build
thefacility in Minnesota. Even though Northwest estimated that it would be 30 percent
chegper to run thefacility in Louisana, the decision was mede to build in Minnesota because
of thestate subsidies.

Whilebusinessesmay not renouncetax abatements, many have expressed concerns
about the lack of funding for public schools. Businessesrecognizethat tax abatementsdivert
needed money away from schools. Therefore, companiesthat receivesubsdiesto move from
onetaxing jurisdictionto another within the same school district arethe mog “perverse”. The
reason they are consdered "' pervers2 isbecause the school districts have no choice but to
participate in abatement agreements. However, legidation has been proposed, and in some
cases passed, so that school districtscan opt out of abatement agreements.

Downs(1997:9), continuesthat abatementsand subsidiescontinueto be offered

because everyoned se offersthem. If, however, pendtieswereinitiated that ended the
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subsidy game, companies would beforced to make location decisions based upon the
fundamentals of business rather than just going with the highest bidder.

Table3.2

Factors Affecting L ocation Decisons

Ranking of Factorsin Location Decison, Reported in 1994

1. Real Estate Costs 10. Utility Services

2. Labor Force Issues 11. Utility Costs

3. Transportation 12. Quality of Life

4. Real Estate Availability 13. Business Services (Technical Support)

5. Market Access 14. Incentives

6. Regulatory Environment 15. Education System/Training Infrastructure
7. Labor Costs 16. Proximity to Suppliers/Raw Materials

8. Community Image 17. University Resources

9. Tax Image

Jahn W. Mackay, Senior Consultant with Deloitte & Touche, Economic Development Review, Fall 1994,
conducted the original study. Study cited in “Interim Report on Economic Development Incentives” Senate
Economic Development Committee, 75" Legislature, (July, 1996:11).

Political Factors Affecting Abatement Decisions

Somecitiesand states devel op economic devel opment policy instrumentsand others
do not. Richard Feiock (1989:267) givesthreegenerd explanationsfor adoption of these
policies: they are a responseto socid and economic conditions; the organizationor structure
of government ingtitutionsmay facilitate or impede adoption policies, and theinterna
dynamics of palitical systemsand the organization of businessinterests.

Citiesthat "' need" economic development are those most likely to pursueit, continues
Feiock (1989:267), dthough™ need issubjective. Generdly, citiesand stateswho are

suffering fiscal stress and a declining employment or tax base are better off if thereare more
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businessesand jobswithin their boundaries. The poorer and more fiscally stressed acity is,
the more likely it isto rdy upon expensiveand concess onary economic development policies.

At the state level, some development actionsare linked to economic need. At leest
one study, however, found that prosperousstatesare the most likdly to offer tax abatements.
Neighboring jurisdictionsare often perceived to be in competition with one another and
comptition for development resourcesresultsin a development'armsrace.” Stateand locd
governmentswill attempt to match economic development policiesofjurisdictionswithin their
geographicarea, epecidly those with comparable economic bases and smilar economic
conditions. Not only do thelesswdl off cities pursue economic development policies, but
they tend to adopt the most costly policiesin afeverish attempt to attract investment in the
face of competition from better-off but less ambitious municipditied

Politicians often use economic argumentseven when they are not justified by evidence.
Feiock (1989:269) reportsthat studies of economic development policieshave shown that tax
abatements are some of the most expensiveincentive policiesand arethe most popular. Other
relatively inexpensivepalicy instrumentsmay actualy be more effective. The continued
popularity of expensive policiesmay be partly related to the competitive environment facing
stateand loca governments desperate to do something regardiess of thecost. Thiscan aso
providehigh visibility for public officiasfor "*credit daming”. If an areaisexperiencing
economic declinethere can be tremendous pressureon officials to do something. "In this
environment visible policieswith tangibleeffects, such as luring alarge manufacturer with tax

abatement, may provide political benefitsfor whoever can daim credit for it.™*

“8 Richard Feiock,'Econamic_Development Quarterlv,” August 1989, pg. 269.
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According to Ann Bowman and Michael Pagano (1996:1), cities can be described as
shiftingdynamic entities, moving in responseto shifting economicand politica coditions.
Subgtantia factorscan affect acity's approach to economic development; changesin city
leadership, the amount of state aid received, or the closure or downsizing of a mgor firmcan
haveamgor impact. Thereareasolocd politicsto consder, which can bea mgor factor in
the direction any city takes. Another sgnificant factor that can affect a city's approachto
development policiesare the underlyingloca market forcessuch as the price of land, labor,
and capital, any or dl of, which can bevery influential. Nevertheless, acity's most effective
means of controlling growth isto invest in and regulate devel opment.

Pursuing avisonfor the future or responding to tax sarviceimbadancesisthe
respongbility of city officials (Bowman and Pagano, 1996:1). When a city sponsors
development through incentives, it lowersa businesses costs, while stimulating economic
growthand is a purposeful political decison-making processthat isundertaken sdlectively.

Accor ngto Burnier (1998:388-389), locd government officiasare cautioned to
keep in mind that economic development, especially in smaler communities, could affect a
community's entireway of life. Programs should be consdered in the fullest senseasa
community Process, rather than in the more narrow senseasatechnica project development
that is accomplished by a handful of *'growth" dlited!

Tom Fowler {1992:2) reportsthat some officid sgrant abatementsbecausethey
believe new businesseswill spend other money and pay other taxesthat will be made up in the
tax base, for examplethrough salestaxes. For example, citieslike Round Rock do grant
abatementsto local companiesfor expanson. But, they also have an agreement with other

taxingjurisdictions, likethe city of Austin, not to offer incentivesto companieswho smply
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desireto move from onecity to theother. Austin and Round Rock economic development
officidsare also considering asking other Central Texas communitiesto join in thistype of
agreement.

According to Richard Bingham and William Bowen (1994:590), thereis no question
that in the political redm incentivesare offered. However, few definitiveempiricaly
established answersare availableto assess their successesor judtify these expenditures. Such
studieswould be useful to substantiate which programs are the most cost efficient and

effective. Therearelocational considerationsthat should aso be evaluated.

Credit for Offering I ncentives

With such intense competition facing state and loca governmentsfor economic
devel opment, officiascan be desperate to do something regardlessof the cost (Feiock,
1989:269). When it comesto offering incentives, thereis the high visibility that many of these
policiesbring.

According to Larry Ledebur and DouglasWoodward (1990:221), increesingly state
and loca government officialsmeasuretheir public performance by plant announcementsand
job creation. Public officialsengagein fervent battleagainst one another for new plants,
expangons, and relocations. Not only that, they are armed with increasingly expensive
incentive packagesthat tietogether everything from land acquisitions, job training, new roads
and sawers, to tax credits. With dl these different factors affecting decisions, however, there

are risksfor not offering tax abatements.



Risksfor Not Offering Incentives

While thereis consstent and increased competition for economic development monies
thereare risk associated with not offering them. Bowman and Pagano (1996:1), report that
county and city governments are condirained to operate within fixed territoria jurisdictions,
but thereare no such constraintson capital. To keep businessesfrom going elsewhere, it is
important for officidsto try to maximize serviceswhile minimizing taxes.

In Michigan, the Detroit News ran a point-counter point article. CuyahogaHeights
school board member, Ronald Kryznowek, and superintendent, Peter Guerrera, asked if
abatementswere money lost or gained. On the other Sde of theissue waslocd attorney,
Jeffrey Rich, askingif abatements were seeding jobsor sdling out.

Kryznowek and Guerrera (Detroit News, 1998:1-3) ask the question, is 25 percent of
something better than 100 percent of nothing? Kryznowek and Guerreramaintain loca and
national experts agree that abatementsare afact of life, but thereis no universal agreement on
usng them. If the CuyahogaHelghtscommunity did not offer abatements, when others were,
thiscommunity would |osea significant number of jobs. The resulting lossof business would
cause further economicdisiress. Thereisa redization that intense competition surrounds
economic development issues, nevertheless, tax incentivesare important. Kryznowek and
Guerreraend by saying they believe abatementsare, in truth, money gained.

Rich (1998:1), statesthat every time someone receives an abatement everyone who
works and livesin the taxing jurisdiction that granted the abatement hasto work alittle harder
to subsidize somebody else's business. All communitiespay for abatementsin the form of

higher taxes.
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Cities are becoming heroes because they are giving avay somebody € se's money
(Rich, 1998:2). Origindly tax abatementswere designed for urban renewa. Today in order
to recelveatax abatement, companies mey only be required to create jobs. Intense
competition for businessesto locate within a jurisdiction, in turm, have states battling against
states, ad cities battling againgt cities. Too often, it appearsthisstiff development
competition isfor development that would have taken place even if no incentives had been
offered.

More often than not, abatements are awarded to companieswho are prosperous. |If
that isthe case, aretax abatementsjust wefarefor the politically powerful and wedthy
busnesses? Somearguethat it is.

Other than periodic debate over tax abatement programs sparked by complaintsfrom
local taxpayers, thereisan underlying fear amonglocd officids. Some officidsfear that if
they reped abatement ordinances they are sending an anti-growth messageto developersand
industria prospects, and loca governmentswould automaticaly be disadvantaged. Thereare
creditsand risksfor offering or not offering abatements. Below isan examinationof the types

of incentivesoffered.

IncentivesOffered

When ta king about economic development packages, the question of **how much will
cogt™ isan important one. Althoughit can be difficult to find comprehensiveinformation on
the exact amount of dollarsspent on these programs, it is quite a bit easer to locate

information on abatements that have been granted.



Fowler (1991:1) reportsthat the city of Round Rock granted a computer company
$220,000 in tax abatementsbeginning January 1999, with afive-year extenson. The
agreement includesa 100 percent tax exemptionfor the years 1999 and 2000. The property
tax abatements are estimated to be $4.4 million and there will be abatementson $12 million
worth of equipment. The company must provide211 jobshy theend of 1999 and 244 jobs by
theend of 2002. A point of irony isthat the company has dready met both goals. They now
have 250 employeesand plan to increase to 350 workersin the next few years.

According to Swenson and Eathington (1998:4), many timestax abatementsapply not
just to city taxing authorities, but aso to taxing authorities on the county, school, and
community college level. In 1987, the state of |owa offered awide rangeof incentives. Any
new housing construction or value enhancementsto existing homeswere digiblefor ten-year
local government tax abatement. These communitiesin lowaissued abatements that were
based upon asix year dedlining abatement amount, (e.g., 85 percent abated thefirst year, 60
percent abated the second, and so on). Therewere aso three-year 100 percent abatements,
whilesome used a 10-year 15 percent schedule. Thecity of Des Moineseven went sofar as
to grant ten-year abatementsfor al quaifying properties.

I ncentives can comein many different forms, fromland acquisitiontojob training. To
obtain agenera ideaof the wide range of incentives available Table 33 listsincentives that

were granted in the automotiveindustry.
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Table3.3

I ncentivesOffered in the Automobile Industry from 1978 to 1990

Company Name Typesof IncentivesOffered Incentive
Amounts
Diamond-Star Land purchase assistance; site improvements; road, $ 118.3+*
water, and sawer improvements, property't ax
abatements; and savings on water and sewer fees.
Generd Motors | Road improvements, job training, and 40-year locd $ 70 +
t ax abatement.
Honda of America | Property tax abatements on buildings and $16.4 $ 164+
million grant for adjacent motoreycle factory.
Isuzw/Fuji Motors | Cultura ad trangition funds for Japanese workersand [ § 86 +
their families; job training; road, highway and sawer
assstance; and land purchaseassistance.
Mazda/Ford Specid loans, tax abatements; job training; and road $ 52 +
Motors highway, and sewer improvements.
Nissan Motor Job training; property tax abatements; and road, rail, $ 66 +
Company sewer, and siteimprovements
ToyotaMotor Land purchase assstance, site preparation, highway $325 +
Company improvements, job training, and education programs
for Japanese employeesand their families
Volkswagen AG | Rail and highway improvements, job training, $ 86 +
property tax abatements, and low interest loans

*Larry C Ledebur and Douglas Woodward. " Addinga Stick to the Carrat: Location Incentiveswith
Clawbacks, Recisions, and Recalibrations.” Economic Development Quarterly 4 (August 1990): 222.

* |n millions

IncentiveControls

Many incentivesand tax abatementsare granted because businessesare promising to
develop new jobsfor the community. There are, however, provisonsthat can be used when
the promisad jobsdo not develop. Incentive controlsare contract provisonsthat work within

aframework of alegdly binding contract. When abatementsare granted contract provisons



providesome recourseto redam dl or some of thefinancid incentivesthat are offered. For
ingtance, if afirm fallsto meet performance requirements; such as supply X number of jobs
(Ledebur and Woodward, 1990:221), incentive controlscan reclam someor dl of the money

that was awarded through pendty provisons.

Penalty Provisons. Recisons, Penalties, Recalibrations, and Clawbacks

Ledebur and Woodward (1990:229) state that both incentive packages and incentive
controlscomein many shapes. Penalty provisonsare contract provisonsthat offer recourse
to redam dl or someof thefinancid incentivesthat were awvarded. Pendty provisonsfal
into four basic categories. arecison cancelsasubsdy agreement; recalibrationsare subsidy
adjustmentsthat reflect changing business conditions; pendtiesare special chargesfor
nonperformanceor rel ocation; and clawbacksare a recovery of dl or part of subsdy costs.

Accordingto Alen Peters(1993:328), there continuesto be an increase in negative
commentsabout incentive packages. The competitionfor economic development projects
between statesis often stiff and intense, with more officialsvoicing their opinionsthat the

subsidies and incentivesbeing offered are much too extravagant.

Clawbacks

Oneway of deding with publicly subsdized firms that do not achieve specified
performance goalsisto impose sanctions on them. Suggested sanctions include cancellation
of subsidy agreements, assessment of penalties, adjustment to the Size of theincentive
package, or even recovery of all or part of theincentive costs. Thesetypes of sanctionsare

genericaly referred to as" clawbacks™ Clawbacksare usudly goplied to poorly performing



manufacturingand wholesdefirms with performancebeing measured in terms of job creation
or retention.

The range of economic development subsidiesoffered is continudly growing (Peters,
1993:329). Asit currently stands, examination of economic development programs and
policiesindicate they are operating to the detriment of sound public policy. As negdtive
publicity increasesand more extravagant packages are offered, there are increased cdlsto
place some sort of controls on economic development packages.

Clawbackscan be used to control economic development packages. Normdly, firms
are offered incentivesto relocate or expand within a certain taxing jurisdiction. Incentives,
like property tax abatements, are offered for companiesthat agreeto either createor retain a
certain number of jobsover asgt time period. When clawbackswerefirst offered, however,
severd legd questionsarose. One of the mgor court cases deding with theissue of
clawbackswasthe city of Duluth v. Triangle Corporation. In thiscase, Trianglereceived IRB
bond money fromthe city of Duluth in Minnesota. The city of Duluth hed placed stipulations
on the receipt of the bond money. Thisinduded alimited clawback provison prohibitingthe
transferenceof equipment that was purchased with bond money to locations outsidethe city.
After the abatement was granted, Triangle began moving not only equipment but aso jobs out
of thecity. The city sued and won an injunction, which prevented further transfers. The
Minnesota Supreme Court later upheld the case.

This case wasimportant for two reasons (Peters, 1993:331). One wasthat thiswas
thefirst fully litigated casethat dedlt with clawbacks. Second, it was aso thefirst case
resulting in afavorable verdict for aloca government entity. Thisaso showed government

officialghat in order to protect their taxing jurisdictionsit isbest to specify in fill afinancial
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recovery program beforehand. In the event that a plant should began to shut down or scae
back, protectionsare dready in place to recover tax amountsthat were abated.

Although clawbacks are an option to protect taxpayer's money, it isonethat isrardy
used. Most officidsbdievethat it is unwiseto punish a company whose performanceisless
than adequate. Locd government officialsthink the additional pressureonly servesto
compound the problems a company may be experiencing. And, additiona pressure may not
achieve pogtiveresultsfor thetaxing unitseither. Infact, it can act asacatdys for worse
resultsfor the company and then taxing units receive no return on their investment. Many
officidsaso choose not to imposethe clawback provisions becausethey perceivea nexd for

governmentsto maintain an understanding attitude toward inherent businessrisks.

Promoting Alter native Economic Development: Stateand Local Level Options

If abatementsare nat offered, there are other optionsavallableto promoteeconomic
development. First, other optionsnead to be examined. Nunn (1994:581), suggeststhat one
of the strongest locdl optionsisthrough thebalotbox. Citizenscan show their disapprova
by not redecting officids who favor and approve abatement policies. Second, it isdwaysa
good ideato put timelimitson tax abatements, epecially, so future generationsare not
unduly burdened. Nunn (1994:581-582), also recommendshaving adtrict evaluation of tax
abatement renewalsafter they have expired. Nunn cites severd reasonsfor increasing the
public debate on tax abatements. The responsbility for financing infrastructure impacts
differently upon individuasand businesses. Businesses can often shift their tax burdens
forward to consumersin theform of higher prices. It isdifficult to assess theimposing cost of

property taxeson current individua taxpayers. Taxpayersend up paying their total tax bills,
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have no way of shifting their costsfor tax hills, and end up with a greater shareof thetota tax
burden.

Isit likdy that citiesand stateswill correct the inter-urban competitionfor economic
development? These are the same entitiesthat engage in competitionfor busnesscapitd, a
timeswith great intensity. With thissad, it isunlikely that this Strategy will change. There
arefew incentivesto createalevd playing fidd for development competition. Nunn
(1994:583), suggestsa converson to demand-sideincentive policiesand inter-jurisdictiona
cooperative agreements. In essence, loca governments could Sgn ano compete agreement.
Keth Thlanfeldt (1995:3341), statesthat a sensbleapproachisfor statesto 'hedge ther bets™
with comprehensveeconomic development plans, using both supply- and demand-side
policies. Thiswould allow statesto diversfy ther portfoliosand alow for experimentation
with novel gpproaches.

In Rich's (1998:3) opinion, if government officidswant to offer tax abatements,
taxpayersshould tell locd officds, if they want to be heroes, they should do it with their own
money. Rich offersother ideasfor attracting busnesswithout destroyingatax base: givelow
interest loans, offer bonds, hdp with land acquisition, waive dty incometax payments, build
infrastructures, and offer cash grants. Accordingto George Whdan (1985:13), another
option to help reducethe cost of granti ng abatementsisfor public bodiesto assume
partnership rolesin deve opment ventures. Public officidscan explore mutudly beneficid
economic devel opment packageswith businessesthat are congdering locatingin their
juridictions. Whelan (1985:13), statesthat a community isnot required to prosirateitsdf at

thefeet of private developers, as may have once been the case.



Ledebur and Woodward (1990:226), writethat an additional option isfor state and
local governmentsto form contractsto control interregional competition. Severa states
(Massachusettsand Minnesota) have proposed such contracts. States, however, appear
resistant to sign such pactsand have shown they will do everything they can, within budget
congtraints, to entice more investment.

State and local governments can take control of incentive packagesby doing the
following:

e Edtablishingclear and consistent policieson subsidiesand avoid ad-hoc case by case
packages.

o Establishing budgetsfor each fiscal year that identifiesthe amount of money the entity
iswilling to invest.

e |dentifying atarget rate of return on subsidies.

Requiring jurisdictionsto use the most cost-effective subsidies(tax abatementsare

seldom the most cost-effective).

¢ Deveopingthe analyticd capacity to evaluatethe benefitsand costs associated with
the subsidies.

If these steps prove ineffective, thereare options availableat the federal level.

Promoting Alter native Economic Development: Federal Level Options

There have been callson Congressto end the bidding war between citiesand states by
using its power under the Commerce Clause of the Constitution (Downs, 1997:9). One
option would require companies receiving economic incentivesto declarethis money as
income and then it would be taxed at 100 percent.

Only the federal government can take stepsto correct thefiscal disparitiesthat have
created the competition for businesscapital. Nunn (1994:582-584), maintainsthat it isthe

responsibility of the highest tier of government to correct what thelower levels of government



cannot. Suggested measuresfor reform include: withholdingfedera funds or threateningto
withhold federal funds; using legd or legidativeremediesto promotejudicid intervention and
activism; limiting abatement agreementsto areasthat have the' greatest need"; and prohibiting
abatement agreementsaltogether. While the options appear limited and most expertsagree
that economic development is essential, many agreethat steps need to betaken to limit the
"armsrace.” Current scholarly literaturesuggeststhat many states fear the unilatera
withdrawal of abatementseven though acknowledging they may not be effective. George
Morse and Michael Farmer (1986:235), report that thisis perhaps another indication that it
would take nationd legidation to prohibit incentives. Contacting state and or local officidsto
determine the prevailing attitudes about abatement should provebeneficial. A statewide

survey of Texascounty judgeswas doneto determine specific attitudes on tax abatements.
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Chapter 4. Conceptual Framework and M ethodology:
Connecting the survey instrument to theliterature

Conceptual Framework

This chapter presentsand explainsthe framework used to organize and construct the
survey insrument. Thisties current tax abatement literature to the survey instrument. Next
the specificsof the methodology such as the strengths and weaknesses of survey research, the
samples, and the statistics used are discussed.

The purpose of the research project isto (1) examine the issues surrounding property
tax abatements, and (2) to describethe attitudes and opinions of Texas county judges.

Most economic devel opment literaturefocuses on threeissues:

e economicfactors
e paliticd factors
e |ocationfactors

Economicfactors usudly ded with thefinancia reasonstax abatementsare offered.
Paliticd factorsare sgnificant in determining how much of a property's vauewill be abated
and who will receive the abatements. Some authorsmaintain that politica factorsalso
encompass public gpprova of dected officids. Fndly, locationa factors ded with local
governmentsstruggleto maintain, expand, or recruit new busnessinto communities.

Previous survey research on abatement issues has indicated a pattern of locd officids
having reservationsabout offering and granting abatementsor incentives. Officidsfed that in
order to remain competitivein attracting and retaining businesses in their communities, they

have no choice but to compete. for economic devel opment projects.



The literaturereview provides background information necessary to assess past
attitudesand opinionson tax abatements. In addition, each factor islinked to sourcesin the
larger literature. Sinceit would be difficult to question dl 254 county judgesin Texas, a
sample of 60 will be used. Respondentsare a non-random sampleof county judgeswho were
selected on the basis of the population of the countiesin which they serve (See Appendix A).
The countieswith the 60 largest population were surveyed, because larger countiesare more

likdy than smdler countiesto offer tax abatements as economic devel opment incentives.

Operationalization

This project's conceptua framework encompasses three working categories,
economic, palitica, and location considerations. The survey questions are a replication of
questionsMcKethan (1997) used to assessthe attitudesof municipd officias. The survey will
help assess county judge's opinionson tax abatementstaking the three above factorsinto
congideration. The generdized categorieson the questionnaires correspond to the conceptua

framework asfollows:

e Questionsl, 2,3,4,5 = Economicfactors
e (Quedions6,7,8,9 10,14 = Politica factors
= Locational factors

e Questions 11,12, 13, 15

Economic Factor s Affecting Abatement Decisions
Many communitiesin many states have enacted ordinancesgranting cash-like incentive
to new businesses, indudtries, ingitutions, and homeowners. Incentiveswereorigindly

designed to improveblighted areas or reverse areasin decline. Swenson and Eathington
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(1998:2) report researchersare chalenged to determine whether these programs have merit.
Many communitiesfed compelled to offer incentives, fearing not to do so would makethem
appear non-competitive.

According to Burnier (1998:385), onegod of economic development programsis
expangon of the economic pie. Incentiveslike tax abatements, low-interest loans, and
building and infrastructureimprovements are the devel opment toolsthat will spark new or
retain existing investmentsin the community. In addition, communitiesjustify economic
development initiatives on the grounds that there is no choice but to competefor aready
scarce development opportunities.

Questions one through five represent economic cons derationswhen ng
opinionsand attitudeson abatements. (See Table4.1) Thequestionslinking economic
factors address whether incentives: are effective tool s in attracting devel opment; create jobs;
are supply-sdepoliciesthat are superior to demand side palicies; result in a zero sum game;

and causeerosion of locd tax bases.

Political FactorsAffecting Abatement Decisions

Citiesthat ""'need" economic development are those mogt likely to pursue economic
development, although*' need" is subjective. According to Feiock (1989:267), generdly, cities
and states suffering fiscd stress and adeclining employment or tax bases are better off if there
are more businessesand jobs within their boundaries. Poorer and morefiscaly stressed
communitiesare more likdy to rely upon expensive and concessionary economic development

policies.



Neighboring jurisdictions are often perceived to be in competition with one another
and competitionfor development resultsin a development "armsrace.” Not only do the less
wdl off cities pursue economic development policies, but they tend to adopt the most costly
policiesin afeverish attempt to attract investment in the face of competition from better-off
but less ambitiousmunicipalities!

Feiock (1989:269) continuesthat tax abatementsare thought to be one of the most
expensve policieswhen there are other relatively inexpensive policy instrumentsthat may
actually be more effective. The continued popularity of expensive policies may be partly
related to the competitive environment facing state and local governmentsdesperate to do
something regardlessof the cost. Economic development policiescan aso provide high
vighility for public officiasfor " credit claming.”" If an area is experiencing economic decline
there can be tremendous pressureon officialsto do something. When alarge manufacturer is
lured with offers of tax abatements, there may be politica benefitsfor whoever can dam the
credit.

Bowman (1996:1) reportsthere are many factors that can affect a city's approachto
economic development; changesin city leadership, the amount of state aid received, or the
closure or downsizing of alargefirm can aso have a mgjor impact. Thereareaso local
politicsto consider, which can be a decisivefactor in the direction any city takes.

Fowler (1999:2) makesthe casethat some officialsgain political benefitswhen they
explain the reasoning behind granting abatements. Officids believe new businesseswill spend
other money and pay other taxesthat will be made up in the tax base, for examplethrough

sdestaxes.
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Questions number 6-10 and 14 represent political cons derationswhen assessing
opinionsand attitudeson abatements. (See Table4.1) The questionslinking politica factors
include: how taxpayersview abatements, whether [uring large corporationshas sgnificant
advantagesfor locd officids, whether abatementsare seen asgiveaways, but a necessity to
compete; whether it is a necessity for officiasto appear activein the economic development

fied; and whether locd officidsdo not trust other citiesnot to offer them.

L ocational FactorsAffecting Abatement Decisions

Frms evauating alocation often examineinformation about theleve of costsat
dternativelocations(Forcesaof Change: Shaping the Futureof Texas. 1994:136). According
to Dabney (1991:325), financial incentives such astax refunds, credits, and abatementsonly
have a margind effect upon afirm's location decision.

Early theorieson location decisons stressed that afirm choosesa location based on its
ability to maximize profit or minimizecostsat a certain location. Costsare generdly classfied
asthose of raw materids, transportation, and |abor.

Factors such astransportation, labor, and market proximity continueto dominatea
fims  locational decision even though the firm may also beinfluenced by secondary
congderations. Non-traditional factors, such as quaity-of-life, are a so more important
elementswhen making alocation decison (Dabney, 1991:328). Non-traditional factors
include mild climates, affordable housing, cultural and recreational activities, and the quaity of
educationa opportunities. After aregion is selected, companiesare then more sendtiveto

taxes when deciding whereto locate within that region.
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Downs (1997:9) reports that when a company decidesto relocate, it is either the right
location for them or it isnot. When locationsare economicaly inefficient, fewer private
goods are produced and money ends up bang diverted to private goodsin order to subsdize
inefficiency. With that logic, if a particular Siteis the best location for the company then they
do not nead subsidiesanyway.

Questions 11, 12, 13 and 15 represent locationa consderationswhen assessing
opinionsand attitudes on abatements. (See Table4.1) The questionslinking locational
factorsask if abatementsare: the primary reason a business picksa location; more important
than qudlity of life factors; a deciding factor after the choice of locations has been narrowed
down; and viewed by executivesasa primary factor in making location decisions.

A summary of the conceptual framework shows how each dement of the framework is

linked to questionnaireitemsin Table4.1.
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Table4.1

Connecting the Conceptual Framework to the Literatureand Survey

Reference County Judges’ Opinions of Questionnaire
Tax Abatements Item
I. Economics

Burnier, 1992: 14 Effective tool in attracting industrial development Item 1

Thlandfeldt, 1995: 339 Job creation is primary goal of municipal economic Item 2
development

Reese and Malmer, Abatements are more effective attracting industrial Item 3

1994: 115 development than small business loans

Nunn, 1994: 576 Abatements erode local tax base Item 4

Bachelor, 1997: 711 Abatements result in a zero-sum game Item 5

II. Political

Nunn, 1994: 580 Taxpayers favor granting abatements Item 6

Feiock, 1989: 269 Recruiting business is politically advantageous for Item 7
municipal officials

Bachelor, 1994: 603-604 | Abatements are viewed as corporate “giveaways” Item 8
but are a necessity to conpet e with other
communities

Nunn, 1994: 575 Abatements are offered because other cities offer Item 9
them

Bachelor, 1994: 603-604 | Political necessity to appear active in economic Item 10
development

Nunn, 1994: 575 Municipal officials offer abatements because they Htem 14
do not trust other cities not to

I11. Locational

Dabney, 199]: 328 Primary factor in making location decision Item 11

Downs, 1997: 9 Quality of life and other factors considered before Htem 12
abatements

Spindler and Forrester, Abatements considered only after choices have been Item 13

1993: 31 narrowed

Dabney, 1991: 326 Executives view incentives before any other factor Item 15

in making location decisions
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Methodol ogy

This section examines methodol ogical issues such as survey research, the sampling
technique, and the statistics. Accordingto Earl Babbie (1998:255) and Robert Yin (1994:3),
survey research isthe most appropriate methodology for the descriptive phase of socid
research, and for that reason will be used for thisresearch project. *Today, survey researchis
perhapsthe most frequently used mode of observationin the socid sciences.”*

Survey research questions can be categorized as"'who," "what," "where," "how" and
"why" questions. Thereisatypeof "what" question that isactudly aform of "how much or
"how many" and thisisbest answered by using asurvey. In addition,"*a survey can be readily
designed to enumeratethe what’s.”*® In this case, the"what" iswhat are the attitudesand
opinionsof county judgesin Texas?

There are strengths and weaknessesfor dl typesof socia science research. An
important aspect of survey research isthat it is strong on reliability and wesk on validity.”!
The categoriesfor this project are: SA=Strongly Agree, A=Agree, NO=No Opinion,
D=Disagree, and SD=Strongly Disagree. According to Babbie(1998:274), peopl€e's opinions
sddom take the form of strongly agreeing to strongly disagreeing to a specific statement. In
this case, survey responsesmust be regarded as only an approximateindicator of what the
researcher had in mind when framing the question. Babbie continuesthat by presenting dl
subjectswith standard stimulus, a survey will go along way toward diminating unreliable

observationsmade by a researcher. Carefully worded questionscan dso sgnificantly reduce

“ Exl Babbie, The Case of Social Research. pg. 255.
%0 Robert K. Yin, Case Study Research: Design and Methods, pg. 5-6
! Exl Babbie, The Case of Social Research, pg. 274.
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the subject's own unreliability. Below are Babbie' s(1998:272-274) suggested srengthsad

weaknesses of survey research. (See Table4.2)

Table4.2

Strengthsand Weaknessesof Suwey Resear ch

Strengths Weaknesses

Are very useful in describing the Can appear superficial in the coverage of

characteristics of a large population. complex topics.

Make large samples feasible. Can seldom deal with the context of social
life.

Allow the development of operational Researchers rarely develop the feel for the

definitions from actual observations. total life situations in which respondents are
thinking and acting.

By asking many questions there is Standardization often represents the least

considerable flexibility in the analyses. common denominator in assessing attitudes,
circumstances, and experiences

Have an important strength in regard to Standardization can resemble putting square

measurement generally—researchers have | pegs into round holes, people’s opinions
to impute the same intent to all respondents | seldom take the form of strongly agree or
to a given response. strongly disagree.

Can be inflexible because they typically
require that the initial study design remain
unchanged throughout.

Are subject to artificiality. Surveys cannot
measure social action; they can only collect
self-reports of recalled past action or of
prospective or hypothetical action.

Source: Earl Babbie, The Practice of Social Research 8ed. Belmont, California: Wadsworth Publishing
Company, 1998. Pages: 272-274

Survey research requiresthat the survey ingrument be tested for reiability. McKethan

(1997) conducted a gmilar sudy in which he surveyed mayorsand city officialsof the 60
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largest Texas municipalities. The survey isa replication of McKethan’s survey, but will be
administer to county judgesinstead of city mayor's or their representatives
Asthe number of available survey items hasincreased dramatically, so hasthe
tendency to replicateexistingitemsfrom other surveys. Asidefrom saving thework
involved in developing new items, preexisting itemstypicaly carry some evidence of
reliability and validity with them.*
Vdidity isdefined asa measurethat accurately reflectsthe concept you intended to
measure. Rdiability isthe quality of a measurement method that suggests each timea

guestion was asked to a diierent survey population you would come up with the samerélative

answers.

Survey Information

This sdlf-administered questionnairewas mailed to respondentson August 31, 1999,
with a cover letter explaining the purpose of thesurvey. The respondentswere asked to
return the survey by September 27, 1999 (See Appendix B). County judgeswere asked to
completethe survey (See Appendix C), and return in an enclosed, stamped, self addressed
envelope. County judgeswere selected from 60 counties. Judges were selected on the basis
of the population count of the jurisdictionsin which they served. Countieswith thelargest
populationswere selected becauseit isthought that thelarger countiesare more likely to offer
tax abatementsthan smaller counties. A list of the judges selected are Liged alphabetical by

the name of the county they serve (See Appendix D).

32 David L. Morgan, FocusGroupsas Qualitative Research, pg. 25.
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Sample I nformation

In order to assessthe effectivenessof the survey an acceptable response rate needsto
be reached. Alsoif thereisa high response rate, there islesschance of significant response
bias. Accordingto Babbie(1998:262), aresponse rate of 50 percent is adequate for reporting
and anadysis, 60 percent isgood, and 70 percent isvery good. Thissurvey was sent to 60
Texas county judges and 51 were returned, whichisan 85 percent responserate. A second
mailing was not done dueto the high response rate.

Respondentsare a non-random sample of judges who were chosen on the basis of the
populationsin their respectivecounties. Accordingto Babbie(1992:262), a process of
purposive sampling in selecting a specific population may be appropriate based on the
researcher's knowledge of the population. T o determine prevailing attitudes on tax

abatements, it isinstrumental to survey respondentswho have knowledge of the subject.

Statistics

Oncethe surveyswere returned, Ssmple descriptive statistical analysis was performed
to quantify the survey results. For each question, the frequency, percentage, and mode of the
responses are calculated. The modefor each question determinesthe overall perceptionof the
respondentsfor each statement. The following chapter providesa detailed andysis of the

survey results.
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Chapter 5: Results

Chapter 5, the Results Chapter provides a description of the resultsof the survey.
(SeeTable5.1) Also provided isan andyssof the responserate, datatabulation, and an
overdl datasummary. The perceptionsof the county judges concerning economic, political,
and locationd factors, as pertains to abatement issues, are discussed in detail. Significant
issuesare identified and discussed.

There are strengths and weaknessesfor dl types of socid scienceresearch. People's
opinions seldom take the form of strongly agreeingor disagreeing to a specific Satement. By
using standard questions, a survey will go along way toward eiminating unreliable
observationsmade by a researcher. In addition, carefully worded questionssgnificantly
reducesthe researcher's own unreliableobservations.

Theinformationin thissurvey is assessed on ascae of 1 to 3 usng an interpretation of
Likert-typeanswerswith the data compressed into three categories. (1) respondentsagree
with the statements; (2) respondentsar e neutra or have no opinion on the statements; and (3)
respondentsdisagreewith the statements. An examination of the findings for economic,

political, and locational factorswere examined usng a mean rating of between 1 and 3.

Economic Summary of Findings

Economic considerationsin offering tax abatementsarethefirst set of factors
examined. (SeeTable5.1). Respondentswere asked if they found tax abatementsand
incentivesto be effectivetoolsin attractingindustrial development. The judges strongly

supported thisstatement with 96 percent of them agreeing that abatementsare an effective
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industrial development tool. When asked if the judges believe job creation isthe primary goal
of economic devel opment, 90 percent of them agreed.

Tax abatements are seen as supply-sideeconomic development policies, while business
recruitment and smal businessloansare seen as demand-side policies. Respondentswere
asked if they believed that supply-side policieswere more effectivein attracting businessthan
demand -side policies. The range of opinions on this question were more varied; however,
nearly 60 percent of the respondents agreed supply-side polices are more effectivethan
demand-side policiesin attracting development.

Thejudges were asked if they agreed with the statement that tax abatementserode the
local tax base, morethan 65 percent of the respondents disagreed with this statement. Some
of the literature suggeststhat tax abatementsresult in a zero-sum game where corporations
smply move from one city and one incentiveto another. Nearly 70 percent of the judges
disagreed with this statement.

Of economic factors considered, the statement receiving the greatest support (96
percent) from the judgeswas that abatementsare an effectiveindustrial development tool with
job creation as one of the primary goals. Another questionthat had the second highest rate of

approval waswhether creation of jobs isthe primary goal of economic development.

Political Summary of Findings

Political considerationsare the next set of factorsexamined. (See Table51) The
county judgesbelievethat most taxpayerslook favorably upon the granting of tax abatement
with nearly 60 percent agreeing. In addition, 67 percent of the judgesthink bringing business

into a community has significant political advantagesfor municipd officias. The judges
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acknowledgethere are palitica advantagesto offeringabatements; but only 49 percent agreed
that property tax abatements are viewed as corporate' giveaways" that are a necessity to
compete with neighboring communities. Overdl, the judges disagreed that abatementsare a
"giveaway."

Nearly 80 percent of the respondentsagreethat abatementsare offered in large part
because other cities make them avallable. Respondentswere asked if they believeit isa
politically necessity for locd officidsto appear activein the economic development field, to
which 78 percent of the judgesagreed. Only 49 percent of the judgesagreed with the
Satement that tax abatementsare offered becauselocal officials do not trust other citiesnot to

offer them.

L ocation Summary of Findings

Thefind st of factorsexamined are location considerations. (See Table51) The
judges were asked if they believethat businessesview the availability of abatementsasa
primary factor in deciding to locate in acommunity. The respondentswere more evenly split
on their answersto this question; however, therewasgenerd disagreement with this
statement. Overdl, only 47 percent of the judges agreed that abatementswere a deciding
factor in making location decisons. Exactly 65 percent of the judgesbelievequdlity of life
factors are condgdered before abatement considerations. Tax abatementsare not viewed by
thejudgesasa mgor factor in alocation decison; however, over 80 percent of the judgesdo
think abatement considerationsare a mgor factor once a business has narrowed down the ligt

of locationsto aamdl number of cities.



Findly, the judges were asked if they believethat most corporate executivesview
incentives before any other factor in deciding to locate in a particular area? The judges
strongly disagreed with this statement, with over 60 percent in disagreement. The judge's
responsesindicate that businessesconsder factors other than incentives as a primary factor in

meking location decisions.

Summary

The scholarly literature does not provide comprehensiveinformation on loca
government officia's attitudeson specificissues deding incentivesand abatements. The
survey of Texas county judgesdoesindicatethat officiasin the positionsto offer abatements
are aware of the ramificationssuch decisonscan bring. Most of the opinionsexpressed by
the judgesin thissurvey are corroborated in current literature. Officidsfed compeledto
offer incentivesto expand tax bases, and do 0 in large part, becausethisoffers political and
economic advantagesto local governmentsand their officials. Thereisgenerd agreement that
abatementsdo not erodetax bases, but at the sametime officia sunderstanding that thereare

more effective economic development toolsavailable.
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Table51

Survey Results for Economic, Political, and Locational Factors

Percent Distribution

Factors Agree [ Neutral Disagree Tota *
('Yo) ('Yo) (%) (N =51)
Economic:
attract industrial development 96 2 2 100 %
n=35l
' creation of jobs 90 4 6 1100%
n=351
supply-sde policies more effective 59 29 12 100 %
t han demand-side policies n=51
erosion of locd tax base 13 20 67 100 %
n=351
tax abatementsresult in a zero-sum 12 20 69 100 %
game n=5I
Political:
taxpayers look favorably upon 57 16 28 100 %
granting abatements n=>51
sgnificant politica advantages 67 22 12 100 %
for locd officias n=>51
administratorsview abatementsas 49 16 35 100 %
"giveaways' n=49
offer abatements because other cities 73 6 16 100 %
do so n=49
political necessity to appear activein 78 12 10 100 %
economic deve opment n=49
do not trust other citiesnot to offer 49 2 29 100 %
them n=49
L ocational:
Abatements are a primary factor in 47 12 41 100 %
location decision n=49
qudlity of lifefactors consdered first 65 19 17 100 %
n=49
to narrow list of possiblelocations 82 8 10 100%
n=438
corporateexecutives view incentives 12 27 61 100%
beforeother factors n=49

* Totals do nat sum o 100 due to rounding.
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Chapter 6: Conclusion

The professiond literature on economic development, and tax abatements in specific,
sporadicaly report the opinionsof loca government officials on tax abatements. However,
survey research targeting affected officidsdoesnot exist to provide empiricd evidence. This
research project isnot conclusive; but does provideingght into some of the economic,
political, and locationd factorsthat affect Texas county judges opinionson tax abatement

iSsues.

Summary of Opinionson Economic Factors

The Texas county judges surveyed have offered their opinions on tax abatementsand
given their perceptions on wha offering abatementsmeansto their individua communities.,
(SeeTable6.1) Concerningeconomicfactors, the judges believeincentivesand tax
abatementsare effectiveeconomic development toolsthat attract industrial development. The
judges dso support theideathat job creation isthe primary god of economic development.

Respondents agreed that supply-sde polices are moreeffectivethan demand-side
policiesin attracting development. Thejudgesdisagreethat tax abatementserode the local
tax base. Some of theliterature suggeststhat tax abatementsresult in a zero-sum game where
corporationssmply move from one city and oneincentiveto another. The respondents

strongly disagreed with that statement.
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Summary of Opinionson Palitical Factors

Political considerations are examined next. (SeeTable6.1) Thejudgesbelieve most
taxpayerslook favorably upon granting of tax abatements. They also agree that bringing
businessinto a community by offering incentives has sgnificant political advantagesfor
municipa officias. Thejudgesdisagreed with the statement that corporationsview tax
abatements as corporate "' giveaways." The judges agreed that abatementsare a necessity to
remain competitivewith other communities.

Texas county judges agree that abatements are offered in large part becauseother
citiesoffer them. Findly, thejudgesbelieveit isa political necessity for loca officialsto
appear activein thefidd of economic development. Finaly, the judgesdisagreed that tax

abatementsare offered because loca officidsdo not trust other citiesnot to offer them.

Summary of Opinionson L ocation Factors

L ocation considerations arethefina set of factorsexamined. (See Table61) The
respondents do not believe corporationsview the availability of abatementsas a primary factor
in deciding to locate in acommunity. Thejudgesagree that corporationsview quality of life
and other factors before considering tax abatements. The judges did agree, however, that
after a corporation narrowsdown alist of possiblelocationsto asmal number of cities, offers
of tax abatementsbecomea consideration.

Findly, the judges disagreed with the statement that incentivesare a primary factor for
corporations making alocation decison. Thejudgesrecognizethat factors other than

incentivesare considered before making a fina location decision.

64



A study conducted by McKethan (1997) asked municipal officialsthe same questions.
(See Table6.1) A comparisonof McKethan’s 1997 findingsare presented with thefinding of

thisresearch project.
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Table6.1

Summary of Economic, Palitical, and L ocation Consider ations

McKethan’s 1997 Findings

Anderson’s 1999 Findings

Agree/Do Not Agree Agree*/Do Not Agree
Economic Considerations
Effective tool in attracting industrial Agree Apree
development
Job creation is primary goal of Agree Agree
economic development
Abatements more effective attracting Agree Agree
business than small business loans
Erode local tax base Do Not Agree Do Not Agree
Result in a zero-sum game Do Not Agree Do Not Agree
Political Considerations
Taxpayers look favorably upon Do Not Agree Agree
granting
Significant political advantages Agree Agree
View abatements as “‘giveaways,” Agree Do Not Agree
but still a political necessity
Offer abatements because other Agree Agree
cities do so
Political necessity to appear active Apree Agree
in economic development
Do not trust other cities not to offer Do Not Agrec Do Not Agree
INCEIHives
Location Considerations

Primary factor in location decision Do Not Agree Do Not Agree
Quality of life factors considered Agree Agree
first
To narrow list of possible locations Agree Agree
Corporate executives view incentives Do Not Agree Do Not Agree
before other factors

N=34 N=51

*Apree = 50% Or mored respondentsagree with statement.
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Suggestionsfor Further Research

In comparing the reported resultsfrom McKethan’s study, there are two areasthat city
officials differed from county judges. Thefirst areawasthe statement that taxpayerslook
favorably upon the granting of tax abatements. Thissurvey showed that 57 percent of the
county judges agreed with the statement that taxpayersl|ook favorably upon granting
abatements. The 1997 study of municipa officialsfound that only 26 percent of respondents
agreed that taxpayerslook favorably upon granting abatements.

Another question with a differenceof opinion was with the statement that corporations
view abatementsas "' giveaways," but are still a political necessity. In thisstudy, exactly 49
percent of thejudgesagreed that corporations view abatementsas' giveaways,"" but were still
a political necessity, whilethe 1997 study showed that 54 percent of municipa officias
agreed. Whilethere wasa differencein opinion with this statement, the survey respondents
were closdy split on thisissue.

In Texas, the responsibility for assessing what exactly has been abated for property tax
purposesfallson the county appraisal districts. It would beinteresting to survey the chief
appraisersto seeif their opinionsare smilar to municipa officiadsand county judges.

SinceMcKethan’s findingsdiffer dightly with these reported results, another
population to examine would be taxpayers. Taxpayer should be surveyed to find out
specificaly what their opinionsare on tax abatementsand if they agree with local government
officialson tax abatement issues.

The scholarly literature seemsto suggest that officialsoffer abatementswithout a
complete pictureof what isbeing offered. County judgesunderstand that abatementsmay be

"giveaways," but the competition for economic devel opment continues. With the continued



competition, most local officiasfed they have no choice but to continueto competein the
field of economic development.

Many of the respondentsanswered "*No opinion™ to alarge number of the questions
In order to determinethe reasonfor the high number of responseswith no opinionsit is
suggested that more demographic information be compiled if a smilar study is undertaken.
Thiswould be helpful in determining if the neutral responses weredueto the fact the
respondentsdid not offer tax abatement in their respective communitiesand were therefore

not familiar with tax abatements; or if they in fact had no discernible opinion on the subject.



APPENDIX A

COUNTY POPULATIONESTIMATES: 1990 TO1998

TEXAS STATE DATA CENTER POPULATIONESTIMATES FOR TEXAS COUNTIES, 1990 TO 1998
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County April July January Metropolitan Statistical

Code  County 1990 1887 1998 Area A) Name
101 Hamis 2,818,101 3,157,875 3,178,805 Houston

057 Dallas 1,852,810 2,021,087 2,032,171 Dallas

015 Bexar 1,185,384 1,334,722 1,342,834 San Antonio

220 Tamant 1,170,103 1,328,732 1,340,037 Fort Worth-Arlington
227 Travis 576,407 693,517 699,881 Austin-San Marcos
071 ElPaso 581,610 683,657 668,826 El Paso

108 Hidalgo 383,545 511,324 518,878 McAllen-Edinburg-Mission
043 Caoallin 264,038 401,443 416,620 Dallas

081 Denton 273,525 371,518 382,388 Dallas

078 FortBend 225,421 316,688 324,189 Houston

031 Cameron 260,120 316,542 318,737 Brownsville-Harlingen-San Benito
178 Nuecas 291,145 311,496 312,081 Corpus Christi
170 Montgomery 182,201 253,744 258,990 Houston

123 Jefferson 239,389 247 646 248 481 Beaumont-Port Arthur
084 Galveston 217,398 242133 242,253 Galveston-Texas City
152 Lubbock 222 638 232,458 231,841 Lubbock

020 Brazoria 191,707 224,910 227,523 Brazoria

014 Bell 191,073 225419 226,852 Killeen-Temple
246 Williamson 139,551 207,123 212,893 Austin-Sen Marcos
161 McLennan 189,123 203,788 204,265 Waco

240 Webb 133,239 184,880 189,037 Laredo

212 Smith 151,300 165,705 186,275 Tyler

021 Brazos 121,862 130,352 140,025 Bryan-College Station
243  Wichita 122,378 120,232 127,975 Wichita Falls

221 Taylor 119,855 127,909 127,877 Abilene

088 Ector 118,934 123,795 124,139 Qdessa-Midland
165 Midland 108,811 118,634 119,576 Odessa-Midland
126 Johnson 97,185 113,052 114,916 Fort Worth-Arlington
092 Gregg 104,948 112,399 112,848 Longview-Marshall
188 Potter 97,841 109,318 100,577 Amarillo

226 Tom Green 98,458 105,418 105,578 San Angelo

091 Grayson 05,019 102,908 104,202 Sherman-Denlson
070 Ellis 85,167 100,100 102,200 Dallas

191 Randall 88,673 100,829 101,076 Amarillo

105 Hays 65614 84,800 86.475 Austin-San Marcos
181 Orange 80,509 84,603 84,194 Beaumont-Port Arthur
235 Victoria 74,361 82,580 83,382 Victoria

6
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APPENDIX A

CQOUNTY POPULATION ESTIMATES: 1990 TO1998

TEXAS STATE DATA CENTER POPULATION ESTIMATES FOR TEXAS COUNTIES, 1990 TO 1998

County April July January Metropolitan Statistical
Code  County 1890 1997 1998 Area {MSA} Name
019 Bowie 81,665 83,591 82,854 Texarkana
003 Angelina 69,884 78,115 79,270
184 Parker 64,785 76,267 77,525 Fort Worth-Arlington
050 Coryell 64,226 75,521 76,197 Killeen-Temple
094 Guadalupe 64,873 75,155 75,908 San Antonio
046 Comal 51,832 71,043 72,354 San Antonio
116  Hunt 64,343 70,443 71,039 Dallas
107 Henderson 58,543 67.845 68,062 Dallas
205 San Patricio 58,749 66,796 67,205 Corpus Christi
148 Liberty 52,726 65,044 65,844 Houston
128 Kaufman 52,220 62,941 63,583 Dallas
102 Harrison 57,483 60,881 60,809 Longview-Marshall
174 Nacogdoche: 54,753 59,699 59,717
236 Walker 50,917 57,3486 57,830
001 Anderson 48,024 52,949 53,424
214 Starr 40,518 50,380 50,970
011 Bastrop 38,263 48,178 48929
100 Hardin 41,320 47,178 47 553 Austin-San Marcos
138 Lamar 43,949 45,746 45766 Beaumont-Port Arthur
159 Maverick 36,378 45,218 45,763
201 Rusk 43,735 45,568 45571
037 Cherokee 41,049 44,736 45317
133 Kerr 36,304 42874 43238

SOURCE: Texas State Data Center/Texas A&M University; the April 1990
population figures are the latest revised Census
Bureau figures, and do not include estimatesfor the undercount.



Appendix B

August 31, 1999

Name

County Name
Address

City, State Zip

The Honorable Judge

| an a graduate student at Southwest Texas State University and will graduate in December
1999 with aMaster in Public Administration. One degree requirement isto complete an
applied research project. My project involvesgathering information from Texas county
judgesabout their attitudes and opinionson property tax abatementsand incentives. To this
end, | selected the top sixty countiesbased upon population density to participatein this
survey.

| would greatly appreciateyour taking timeto respond to questionson the enclosed survey.
Y our responsesare confidential and will be destroyed upon project completion. Pleasereturn
the survey by September 27, 1999, in the enclosed self-addressed, stamped envelope.

Thank you in advancefor participatingin my project and returning the survey within the
Specified time.

Sincerdly,

Sherry Anderson
103-A Cloudview Drive
Augtin, Texas 78745-5612
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Appendix C

A Study to Describe the Attitudes and Opinions of Texas County Judges on the Effectiveness
of Tax Abatementsand Incentives

Thisquestionnaireis designed to obtain specific information on County Judges' attitudesand
perceptions concerning tax abatementsand incentives.

Please circle the appropriate response:
SA=Strongly Agree A=Agree NO-No Opinion
D=Disagree SD=Strongly Disagree

1. | bdievetax abatementsand incentivesare an effectivetool in attractingindustrial
development.

SA A NO D SD
2. | believejob creation is the primary goa of municipa economic devel opment.
SA A NO D SD

3. | believe supply-side policessuch astax abatementsare more effectivein attracting
industrial development than demand-side policiessuch as smdl business|oans.

SA A NO D SD
4, | bdievetax abatementserode the local tax base.
SA A NO D D

5. | believe supply-sidepoliciessuch as tax abatementsresult in a zero-sum gamein which
corporations smply move from one city and one incentiveto another.

SA A NO D SD
6. | beievethat most taxpayerslook favorably upon the granting of property tax abatements.
SA A NO D SD

7. | bdieveluring alarge corporation to the community has significant political advantages
for a municipd official.

SA A NO D SD
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8. | bdieve mos municipa administratorsview property tax abatementsas' giveaways' to
corporations, but necessary to competewith neighboring communities.

SA A NO D SD

9. | beievethe primary reason abatementsare offered to corporationsis because other cities
also mekethem available.

SA A NO D SD

10. | believeit is paliticaly necessary for amunicipd officid to appear active in the fied of
economic development.

SA A NO D SD

11. Genedly, | beieveindustrid corporationsview the avalability of abatementsasa primary
factor in deciding to locate in acommunity.

SA A NO D SD

12. 1 believe mogt corporationsview qudity of life and other factorsbefore consdering
abatements.

SA A NO D SD

13. | believe tax abatementsare a mgor factor only after a corporation has narrowed the
possiblelist of locationsto asmall number of cities.

SA A NO D SD

14. 1 bdieve mogt municipd officias offer tax abatements because they do not trust other
citiesnat to do so.

SA A NO D SD

15.1believe mogt corporate executivesview incentivesbefore any other factor in deciding to
locatein a particular area.

SA A NO D SD

Responses to the above questionswill be held confidential.
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Appendix D

List of County Judges Surveyed

Anderson County

TheHonorable Carey G. McKinney
500 North Church Street

Palestine, Texas 75801-3000

AngelinaCounty
TheHonorable Joe Berry
Post OfficeBox 908
Lufkin, Texas 75902-0908

Bastrop County

The Honorable Ronnie C. McDonad

804 Pecan Street
Bastrop, Texas 78602-3846

Bdl County

The Honorable Jon H. Burrows
Post OfficeBox 768

Belton, Texas 76513-0768

Bexar County

The Honorable Cyndi Taylor Krier
100 Dolorosa, Suite 101

San Antonio, Texas 78205-3002

Bowie County

TheHonorable James M. Carlow
Post Office Box 248

New Boston, Texas 75570-0248

Brazoria County

The Honorable John G. Willy

111 East Locust Street, Suite 308
Angleton, Texas 77515-4642
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Brazos County
TheHonorable Alvin W. Jones

300 East 26th Street, Suite 114
Bryan, Texas 77803-5363

Cameron County

The Honorable Gilberto Hinojosa
964 East Harrison Street
Brownsville, Texas 78520-7123

Cherokee County

The HonorableHarry G. Tilley
502 North Main Street

Rusk, Texas 75785-1343

Coallin County

TheHonorableRonald L. Harris

210 South McDonald Street, Suite 626
McKinney, Texas 75069-5667

Comal County

The Honorable Danny Schesl

150 North Seguin Street, Suite 301
New Braunfels, Texas 78130-5122

Coryell County

The Honorable John Hull

620 East Man Street
Gatesville, Texas 76528-1334

DallasCounty
TheHonorableLee F. Jackson
411 Elm Street, 2nd Floor
Ddlas, Texas 75202-3317



Denton County

The Honorable Kirk Wilson
| 10 West Hickory Street
Denton, Texas 76201-4116

Ector County

The Honorable Jerry D. Caddd

300 North Grant Avenue, Room 227
Odessa, Texas 79761-5159

B Paso County

The Honorable Dol ores Briones

500 E. San Antonio Avenue, Room 301
El Paso, Texas 79901-2419

Ellis County

The Honorable Al Corndlius

101 West Main Street
Waxahachie, Texas 75165-3759

Fort Bend County

The Honorable James C. Adolphus
301 Jackson Street, Suite 719
Richmond, Texas 77469-3108

Galveston County

The Honorable JamesD. Yarbrough
722 Moody Avenue #200
Galveston, Texas 77550-2318

Grayson County

The HonorableHorace Groff

100 West Houston Street, Suite 15
Sherman, Texas 75090-5958

Gregg County
TheHonorableMickey D. Smith
101 East Methvin Street, Suite 300
Longview, Texas 75601-7236
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Guadalupe County

The HonorableJames E. Sagebid
307 Wes Court Street

Seguin, Texas 78155-5743

Hardin County

The Honorable Billy Bruce Caraway
Post OfficeBox 760

Kountze, Texas 77625-0760

Hams County
TheHonorableRobert A. Eckels
1001 Preston Avenue, Suite 911
Houston, Texas 77002-1817

Harrison County

The HonorableJ. Rodney Gilstrap
200 West Houston Street, Room 315
Marshall, Texas 756704028

Hays County

The Honorabledm Powers

111 East San Antonio Street, Suite 300
San Marcos, Texas 78666

Henderson County

The Honorable Tommy G. Smith
101 East Tyler Street

Athens, Texas 75751-2547

Hidalgo County

The Honorable Jose Eloy Pulido
Post Office Box 1356

Edinburg, Texas 78540-1356

Hunt County

The HonorableJoe A. Bobhitt
Post OfficeBox 1097
Greenville, Texas 75403-1097



Jefferson County
TheHonorableCarl R. Griffith
Post Office Box 4025
Beaumont, Texas 77704-4025

Johnson County

The Honorable Roger Harmon
2 North Main Street
Cleburne, Texas 76031-5573

Kaufinan County

The Honorable Wayne Gent
100 West Mulberry Street
Kaufinan. Texas 75142-2058

Kerr County
TheHonorableFrederick L. Henneke
700 Main Street

Kerrville, Texas 78028-5323

Lamar County

TheHonorableM. C. Superville
119 North Main Street, Room 201
Paris, Texas 75460-4266

Liberty County

TheHonorablel. Lloyd Kirkham
1923 Sam Houston Street, Room 201
Liberty, Texas 77575-4846

L ubbock County
TheHonorable ThomasV. Head
Post Office Box 10536
Lubbock, Texas 79408-3536

Maverick County

The Honorable Rogelio Escobedo
Post Office Box 955

Eagle Pass, Texas 78853-0955
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McLennan County

The HonorableJm Lewis
Post Office Box 1728
Woaco, Texas 76703-1728

Midland County
TheHonorable Bill Morrow
200 West Wall Street #6
Midland, Texas 79701-4512

Montgomery County

The Honorable Alan B. Sadler
301 North Thompson Street, Suite 210
Conroe, Texas 77301-2893

Nacogdoches County

The Honorable Sue Kennedy

101 West Main Street, Suite 130
Nacogdoches, Texas 75961-4806

Nueces County

TheHonorable Richard M. Borchard
901 Leopard Street, Room 303
Corpus Christi, Texas 78401-3602

Orange County

The Honorable Carl K. Thibodeaux
801 Divison Street, Room 207
Orange, Texas 77630-6353

Parker County

The Honorable Mark Riley

1 Courthouse Square
Weatherford, Texas 76086-4302

Potter County

The Honorable Arthur Ware
500 South Fillmore Street
Amaillo, Texas 79101-2439



Randdl County
TheHonorable Ted Wood
401 16th Street

Canyon, Texas 79015 3841

Rusk County

The Honorable Sandra Hodges
115 North Man Street
Henderson, Texas 75652- 3147

San Patricio County

The Honorable Josephine Miller
400 Weg Sinton Street, Room 106
Sinton, Texas 78387- 2450

Smith County

The HonorableLarry T. Craig

100 North Broadway Avenue, 3rd Floor
Tyler, Texas 75702- 7236

Starr County

The Honorable Jesus Alvarez
County Courthouse, Room 203
Rio Grande, Texas 78584

Tarrant County

The Honorable Tom Vandergriff

100 East Weatherford Street, Suite 501
Fort Worth, Texas 76102-2115

Taylor County

The HonorableL ee Hamilton
300 Oak Street

Abileng, Texas 79602-1521
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Tom Green County

The Honorable Michael D. Brown
112 Wes Beauregard Avenue
San Angelo, Texas 76903-5835

Travis County

The Honorable Samud T. Biscoe
Post Office Box 1748

Audin, Texas 78767-1748

VictoriaCounty

The HonorableHelen R. Walker
115 North Bridge Street, Room 127
Victoria, Texas 77901- 6544

Walker County

The Honorable Charles Wagamon
1100 University Avenue, Room 204
Huntsville, Texas 77340-4641

Webb County

The Honorable Mercurio Martinez
Post OfficeBox 29

Laredo, Texas 78042-0029

Wichita County

The Honorable Woodrow W. Gossom
100 7h Street, Room 202
WichitaFdls, Texas 76301

Williamson County

The Honorable John C. Doerfler
710 Main Street, 2nd Floor #201
Georgetown, Texas 78626- 5701
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Glossary:

Abatement - an amount abated; esp.: a deduction from thefull amount of atax.*"

Empower ment Zones* (EZs) — arecommunitiesselected by the federd government and
receivedl of the benefitsthat Enterprise Communitiesreceive, in addition to others. These
benefitsincdlude: Employer Wage Creditsfor qudified employerswho engagein trade,
business, or human service ddivery in designated Empowerment Zones, businessesare
alowed an increased incometax deduction for qudified investments; and states with
designated rural Empowerment Zoneswill receive Empowerment Zone/Enterprise

Community Socid ServiceBlock Grants (EZ/EC SSBG).

Enter prisesCommunitiest (ECs) — are rura communities selected by thefedera government
to receivefedera assistance including: tax-exempt FacilitiesBondsfor certain private business
activities, gpecia consderation in competitionfor funding under numerous Federd programs,
and stateswith designated communitieswill receive Empowerment Zone/Enterprise

Community Socid ServiceBlock Grants (EZ/EC SSBG).

Enterprise Proj ects (EPs) — an enterprisezoneis defined by the Texas Department of

Commerceas"'a qudified businessthat commitsto createor retain permanent jobs, commits

33 Webster's Ninth New CollegiateDictionary. Copyright 1984 by Merriam-Webster Inc. Pg. 44.
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to make a minimum investment in the enterprisezone; and commitsto maintain aleve of jobs

from the date of state tax refund for at lesst threeyears.”**

Enterprise Zones (EZs) - are areas that are economicaly distressed (in Texas, this
desgnation lasts for saven years), has more rigorous economic qudification standards, and
offersawider range of incentiveson both the state and locd levels. In Texas, for tax
abatement purposes, enterprise zones are cons dered reinvestment zoneswithout further

designation.”

Financial incentives- economic devel opers use toolsthat facilitate and encourage business
relocation, expansion, and retention. Incentives should encourage actionsor activitiesthat
would nat havetaken placeif theincentiveswere not offered. And, incentivescan be
classfied in two broad categories. non-tax and tax. They lower businesscostsand do not
involveadirect outlay of public funds, while at the sametimeencouraging job creation and

capital investment.**

Historic preservation sites (HPs) — aloca taxing entity may chooseto grant an exemption
to a higoric site. Under the Texas Property Tax Code, Section 11.24, there aretwo man

requirementsto receive historic preservation status. the property should be designated as a

3% «Tax Abatement Policy in Texas' Texas Research L eague, December 1994, pg. 20.

" Tax Abatement Policy in Texas' TexasResearch League, December 1994, pg. 19.

5 Interim Report on Economic Development Incentives," Senate Economic Development Committes, 75
Legidature July 1996, pg. 4.
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Recorded Texas Historic Landmark®” by the Texas Historical Commission; or designated asa

hitorically significant sitein need of tax relief to encourage preservation.*®

Reinvestment Zones (RZs) - The Texas Property Tax Code, Section 11.28, definesa
reinvestment zone as an area where private investment will promote economic devel opment
and publicwelfare. Property ownerswithin a zone, who make specified improvements,
receive an exemptionfor dl or part of the valueof new improvementsto the property.”® A
reinvestment zoneis used asalocal economic development tool, and is intended to stimulate
local economieshy attracting new companiesand encouraging growth of existing
businesses.* Also defined as, " geographic areas designated by acity or county for the

purpose of granting tax abatement or tax increment financing.”®*

Tax abatement programs(TAPs) - the Texas Property Tax Code, Section 11.28, definesa
property tax abatement as exempting dl or part of theincreasein the value of improvements
and persond property. Abatementsbegin when alocal government designatesa particular

area asa "reinvestment zone. "

57 Texas Government Code, Chapter 442.

%8 <http:lim.window.state.tx.us/taxinfo/inci& nce/pr optax.ht

5% <htp://www.window.state. tx. us/taxinfo/incidence/proptax. html>

" Reinvetment Zones& Tax Abatements” Texas Department of Commerce, March 1997.

51" | nterim Report on Economic Development I ncentives" Senate Economic Development Committee, 75
Legidature, July 1996, pg. 29.

82 <http://www.window.state. tx usftaxinfo/incidence/proptax. html>



Tax Increment Fundq Tl FS) - aresimilar to atax abatement in that both programsrequire
that areinvestment zone be designated according to the Texas Tax Code, V.A.T.C. Art.
1066e. TIFsuse public money to pay for public improvementsand does not involve
exemptions. Cities act as devel opers, making improvements according to a master plan.
Improvements are madein the TIF zonesand are paid for by selling bonds. Instead of paying
off the bondsfrom city revenues, the citiesuse aspecid fund comprised of taxesthat are
levied by dl of taxing unitsin the zone. Taxesare levied on theincreased property vauesin
the zone. Another notable difference between abatementsand TIFs; TIFsrequire other taxing
units to participate in the plan, whereas abatements offer the option of not participating in the

agreements. However, tax abatementscreate pendtiesfor taxing units who do not

participate.

*EZ/ECs were designed to empower rurd communities and their residentsto createjobsand
opportunitieshy building Federd-State-local and private-sector partnership. Businessesare
encouraged to invest in and createjobsin distressed areas, gimulating the creation of new
jobs, particularly for the disadvantaged and long-term unemployed.  They operate under four
key principles:

(1) Economic opportunity, including job creation and expansion.

(2) Sustaining community development through comprehensive approaches.

(3) Community-based partnerships, involving participation of all ssgmentsaof the
community.

(4) Strategicvisonfor change, providing the community with a strategic map for

revitalization.
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Note: The Department of Agricultureis responsiblefor the designation of Rurd
Empowerment Zones and Enterprise Communities(EZ/ECs), with the federal legidation
being effectiveMarch 8, 1995. Thisis under Subchapter C, Part | (Empowerment Zones,
Enterprise Communitiesand Rura Development Investment Areas) of Title XIII of the
OmnibusBudget Reconciliation Act of 1993.

Thisinformation was provided from the United States Department of Agriculture

Home page: http://www.ezec.gov/About/rurlregditml.

86





