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EXECUTIVE SUMMARY

tate and municipal business subsidies can
induce companies to invest locally but are often
ineffective and costly, especially when compared
to alternative policies proven to encourage
investment in a more efficient and equitable way. Recently,
states have offered companies such as semiconductor and
electric vehicle producers especially large incentives, usually
linked to Biden-era industrial policy.
Though these subsidy packages are, like many of their

predecessors, already raising economic and practical

economics at Cato.

concerns, incentives remain attractive (if not irresistible) to
elected officials because they are highly visible to voters,
used by competitor states and localities, and frequently
subject to few disclosure requirements.

Thus, while eliminating all state and local incentives
would be ideal, this study explores two incremental
alternatives that would rein in these measures: greater
transparency and interstate compacts. Implementing these
fiscal discipline measures would limit the use of incentives

and allow the public to analyze and understand their costs.

SCOTT LINCICOME is the vice president of general economics at the Cato Institute, MARC JOFFE is
a federalism and state policy analyst at Cato, and KRIT CHANWONG is a research associate in general



WHAT ARE BUSINESS INCENTIVES?

Business incentives are subsidies offered by state and
municipal governments, ostensibly to induce companies
to move to, expand in, or remain in a certain jurisdiction.
Labor economist Timothy Bartik defines them as “business
assistance programs that provide companies with benefits
such as tax breaks, cash grants, free land, and free job
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training.”" Other types of business incentives include
low-interest loans, loan guarantees, ability to issue bonds
paying tax-exempt interest, “free” (taxpayer-funded)
infrastructure, utility rate reductions, and expedited
permitting or reduced permitting requirements. As
explained by the Council for Community and Economic
Research, business incentives are “designed to influence
business investment behaviors for an economic
development purpose” in the locality at issue.

Business incentives do not include government measures
targeting individuals or horizontal policies that might
encourage investment but do not benefit specific companies,
such as corporate income tax rate reductions. Rather, the
government-provided benefits are narrowly focused on
one or a few companies considering whether to engage in
some type of business activity in the jurisdiction offering
the incentive. Often, business incentives are tied to specific
benchmarks, such as investing a certain dollar amount or
employing a certain number of local residents, and can be
rescinded (“clawed back”) if a beneficiary company fails to

hit promised thresholds.

BUSINESS INCENTIVES’
BUDGETARY COSTS

Due to the lack of transparency and definitional issues,
estimating the total budgetary cost of state and local
incentives is difficult. Bartik estimated the annual cost at
$60 billion (converted to 2023 dollars) based on a review
of 2015 data.’ Matthew Mitchell of the Mercatus Center at
George Mason University and colleagues reviewed a variety
of estimates that ranged up to $113 billion per year (in 2023
dollars).*

The best source of more recent incentive data is
the database maintained by Good Jobs First, a policy
resource center that promotes accountability in economic

development. While governments’ lack of transparency

limits the comprehensiveness of the database, the Good
Jobs First analysts supplement their review of government
financial filings with searches for media coverage of
incentive deals. In addition, a “Subsidy Tracker” includes
details of each business incentive deal the organization
finds, including the value of the benefit provided. Since
subsidies can take the form of loans, which may or may
not be paid back, Good Jobs First’s subsidy value does not
equate to a state or local government’s budgetary cost.
Figure 1 shows the total subsidy value of Subsidy Tracker

entries by calendar year, excluding federal subsidies.

“There was a sharp increase
in incentives during 2021 and
2022, when state and local
governments appeared to have
been inspired by industrial policy
at the federal level.”

After peaking in the aftermath of the Great Recession,
when state and local government competition for scarce
jobs was heaviest, the aggregate value of incentives
fell during the latter years of the 2010s. But there was
a sharp increase in incentives during 2021 and 2022, a
time when state and local governments were awash in
American Rescue Plan funds and appear to have been
inspired by industrial policy at the federal level to become
more aggressive in courting corporate employers. The
next section examines two industries favored by the
Biden administration that have seen substantial state
and local incentive activity: electric vehicles (EVs) and

semiconductors.

THE RECENT INCREASE IN STATE
SUBSIDIES FOR ELECTRIC VEHICLES
AND SEMICONDUCTORS

In recent years, states have competed to site plants that
produce EVs, EV batteries, or both. Table 1 shows large
electric-vehicle-related subsidy deals recorded by Good Jobs
Firstin 2022 and 2023. The aggregate value of these state

subsidies exceeded $15 billion.



Figure 1

The aggregate value of incentives has been trending up since 2000
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Source: Authors’ analysis of Good Jobs First data, adjusted with Consumer Price Index for All Urban Consumers.

Table 1
States have provided $17 billion in EV subsidies from 2021 to 2023

Hyundai Motor Group Georgia Bryan County 2022 EV manufacturing plant $1,800,000,000
. . EV production and battery
General Motors Michigan Delta Township 2022 manufacturing $1,761,000,000
Ford Motor Co. Michigan Marshall 2023 EV battery production $1,700,000,000
. . . Stanton -

Rivian Automotive Georgia Springs 2022 EV manufacturing plant $1,476,899,999
Scout Motors, South

Volkswagen Carolina Blythewood 2023 EV factory $1,300,000,000
VinFast R CHEETET 2022 EV manufacturing plant $1,254,000,000

Carolina County

EV battery components manufacturing

Gotion, Volkswagen Michigan Mecosta 2022 fagility $715,000,000
Ford Motor Co. Tennessee Stanton 2021 EV and EV battery plant $884,000,000
Toyota Battery North .

Manufacturing Carolina Greensboro 2021 EV battery production $744,992,800
SK Battery America Georgia Bartow County 2023 EV battery factory $641,000,000
Gotion, Volkswagen Illinois Manteno 2023 EV battery plant $536,000,000
Redwood Materials S LG 2022 EV battery recycling facility $510,600,000

Carolina County
General Motors Indiana New Carlisle 2023 EV battery manufacturing plant $506,450,000



Table 1 (continued)
States have provided $17 billion in EV subsidies from 2021 to 2023

Ford Motor Co. Kentucky Glendale 2021 Two EV battery plants $410,000,000
Honda Ohio Jefferson 2022 EV battery production $393,000,000
ENTEK Indiana Terre Haute 2023 EV battery component $378,600,000
manufacturing plant
FREYR Battery Georgia Coweta County 2022 EV battery factory $358,000,000
Tesla Nevada Storey County 2023 EV and EV battery factory $330,250,366
Our Next Energy Michigan Van Buren 2022 EV battery production $236,000,000
Samsung, StarPlus Energy Indiana Kokomo 2023 EV battery manufacturing plant $219,600,000
. South
Envision AESC . Florence 2022 EV battery plant $197,500,000
Carolina
Stellantis Indiana Kokomo 2022 EV battery manufacturing plant $186,600,000
LG Energy Solution Michigan Holland 2022 EV battery manufacturing plant $152,650,000
Envision AESC Kentucky Bowling Green 2022 EV battery manufacturing $121,800,000
Canoo Oklahoma g:;'z:mma Gy Elne 2023 EV manufacturing facility $114,000,000
Redwood Materials Nevada Storey County 202 EV battery recycling and $105,600,000
materials facility
SEMCORP Manufacturing Ohio Sidney 2022 EV battery gomponents $78.200,000
USA manufacturing
LG Energy Solution Arizona Queen Creek 2022 EV battery manufacturing plant $71,960,000
. South
BMW Manufacturing Carolina Greer 2022 EV and EV battery plants $65,000,000
Volkswagen Tennessee  Chattanooga 2020 EV production, sport utility $55,000,000
vehicles
Nissan North America Mississippi Canton 2023 Auto_maklng LB Ve el $50,000,000
making EVs
Total $17,353,703,165

Source: Authors’ analysis of Good Jobs First data.
Note: EV = electric vehicle.

Microprocessor chip manufacturing firms have also
benefited from large place-based incentive packages. Table 2
details nearly $11 billion of semiconductor manufacturing
incentives offered by states in 2022 and 2023.

The number and size of these deals suggest an alignment
of state policy with federal-level industrial policy
that emerged during the first half of President Biden’s
administration. Both the Infrastructure Investment and
Jobs Act of 2021 and the Inflation Reduction Act of 2022

included provisions intended to encourage domestic

manufacturing and consumption of electric vehicles.® Since
then, government officials at various levels (President Biden,
members of Congress, governors, mayors, secretaries of
commerce, etc.) have repeatedly held joint public events

or issued press releases touting each other’s support for

the subsidized projects at issue.® In the case of Vietnamese
EV manufacturer VinFast, for instance, the office of North
Carolina governor Roy Cooper—at the company’s request—
contacted the Biden administration directly about possible

federal support.”



Table 2

States have provided $13 billion in chip-related subsidies from 2021 to 2023

Micron Technology New York Clay
Intel Ohio New Albany
Texas Instruments Texas Sherman
North . .
Wolfspeed Carolina Siler City
GlobiTech Texas Sherman
EMP Shield Kansas Burlington
Integra Technologies Kansas Bel Aire
Taiwan Semiconductor Arizona
Manufacturing Co.
Taiwan Semiconductor .
Arizona

Manufacturing Co.

2022

2022

2021

2022

2022

2023

2023

2021

2023

Four computer chip manufacturing

$6,359,000,000
plants

Computer chip factory $2,388,700,000

Semiconductor manufacturing

$2,357,472,509
campus

Chips/semiconductor

manufacturing facility 200 Ie

Semiconductor wafer fabrication

$619,092,059
plant

Computer chip manufacturing plant $371,000,000

MICF.OChIp manufacturing and $304,906,381
testing plant

Qualified Facility Tax Credit $30,000,000

Arizona Competes Fund $10,000,000

Source: Authors’ analysis of Good Jobs First data.

While it is too early to declare the latest EV projects to
be either successes or failures, warning signs have already
emerged. By 2023, for example, an oversupply of electric
vehicles has become apparent, with many consumers
concerned about battery range.® These concerns were
exacerbated first by a January 2024 cold snap that revealed
the limitations of EVs and charging infrastructure during
winter weather, and then by Tesla’s April 2024 decision to
lay off much of the team working on its charger network and
thereby slow its expansion.” Combined with EVs’ continued
price premium, repair issues, and possible partisan
opposition to a Biden administration priority, US EV sales
had cooled substantially by mid-2024.

As aresult, widely celebrated domestic EV supply
chain investments have been delayed or downsized,
even after initial site-clearing and construction work
had begun. For example, Ford Motor Company scaled
back a Marshall, Michigan, plant that had been granted
$1.7 billion in incentives in 2023.1° In March 2024, Rivian
Automotive, citing a need to conserve capital, indefinitely
paused construction on an EV plant in Stanton Springs,

Georgia, after being promised $1.467 billion in state and

Total $13,212,170,949

local incentives." Finally, VinFast first scaled back and
then paused construction on a Chatham County, North
Carolina, EV plant for which it garnered $1.254 billion
in tax breaks in March 2022."* Most recently, VinFast
announced that the plant would begin production in
2028—four years later than originally planned.” The
risk that EV-related government subsidies will generate
malinvestment is now apparent.

Similarly, the federal CHIPS and Science Act of
2022 provided incentives to produce semiconductors
domestically, including tens of billions of dollars in direct
grants and subsidized loans to large chipmakers, as
well as a 25 percent tax credit for capital investments in
semiconductor manufacturing.' States and localities have
piled on their own incentives totaling billions more, as
shown in Table 2. Between 2021 and 2023, state and local
semiconductor incentives totaled $13.2 billion.

It remains to be seen whether these semiconductor
incentives—at the federal, state, and local level—will
achieve advocates’ stated objectives (i.e., producing large,
cutting-edge domestic chip facilities that can prosper in a

cutthroat global industry without additional government



support and significantly increasing the United States’ share
of advanced semiconductor production). But some warning
signs have already emerged, with facilities facing significant
cost overruns and delays. For example, an Intel chip plant
under construction in New Albany, Ohio, is now slated to
start production in 2027, two years later than originally
expected.” The Taiwan Semiconductor Manufacturing
Company’s (TSMC) first Arizona factory, meanwhile, will
achieve commercial production in 2025, not 2024 as initially
promised.® Samsung’s Taylor, Texas, facility also appears to
be facing delays."”

There are also concerns that these US semiconductor
facilities will not be at the industry’s bleeding edge, as
Scott Lincicome explained in June 2024 testimony before

Congress’s Joint Economic Committee:

TSMC'’s first Arizona facility will produce
4-nanometer chips in relatively small volumes
(20,000 wafers per month) when it begins
commercial production in mid-2025, but the
company is already producing 3-nanometer

chips in Taiwan in much larger volumes (100,000
wafers/month this year) and intends to begin mass
producing 2-nanometer chips there next year.
Samsung will also reportedly begin 4-nanometer
production in Texas in 2025, at which time the
company will be moving to 2-nanometer production
in Korea. Both companies have also reported
substantial cost overruns at their US facilities—
costs that they may pass on to US customers. . ..
The companies’ executives also have repeatedly
maintained that they will keep “the most cutting-
edge chip fabrication technologies in their home
countries.” National champion Intel, meanwhile, has
suffered setbacks in advanced chip production since
atleast 2018, and many analysts today question

the company’s ability to catch industry leaders like
TSMC and Samsung.'®

Of course, state and local subsidies have not been limited
to environmental goods and semiconductors. Other
industries that have benefited from large incentives include
steel, oil and gas, real estate, online retailing, consumer

electronics, and internet services such as data centers.

Amazon, which is involved with both online retail and
internet services, benefited from four incentive packages
of more than $100 million each in 2022 and 2023.”” Meta
and Google also have received multiple state and local

incentives, albeit with lower price tags.

“Research shows that very few
business incentives are directly
responsible for causing the
investment atissue.”

The largest of the recent Amazon deals, estimated at
$1billion over 15 years, was provided by governments in
Morrow County, Oregon, a sparsely populated area well to
the east of Portland. The package of tax breaks was intended
to induce Amazon to build five additional data centers in the
county. Three commissioners who approved the incentives
own a fiber-optics company that provides services to
Amazon and stood to increase its revenue if Amazon

expanded its footprint within the county.?®

THE PURPORTED BENEFITS
OF BUSINESS INCENTIVES

Advocates of corporate incentives routinely allege that the
measures generate significant benefits for state and local
governments and their communities, but these claims are
questionable.

In fact, state and local subsidies often pay companies for
investments they would have made regardless of whether
a business incentive was offered. Notably, research shows
that very few business incentives are directly responsible for
causing the investment at issue. In fact, a literature review
from 2018 by the W. E. Upjohn Institute for Employment
Research found that subsidies and incentives decisively
affected only 2 to 25 percent of all investment decisions,
implying that at least three of four incentives did not play
a crucial role in attracting an investment.* Similarly, a
2015 survey of North Carolina executives found that the
availability of state and local business incentives ranked
below more than a dozen other factors in their assessment
of the state’s business environment.*

Governments providing these subsidies are quick to



credit them with inducing the corporate investments at
issue, but, as the aforementioned research shows, such
causation is rare. In fact, company statements or actions
often show that the incentives did not affect their siting
decisions. For example, Cargill applied for a tax incentive
from the State of Texas four months after it announced
plans to build an animal feed plant within the state. The
CEO of another Texas incentive recipient, Freeport ISG’s
Michael Smith, said that the $375 million in tax credits his
company received “were not a factor in the site decision.”*’
Other news reports cite additional cases.”* However,

given their vested interests and confidentiality concerns,
companies are unlikely to disclose that an incentive did
not drive their decision, so there are likely many more

unreported cases like these.

“Governments providing these
subsidies are quick to credit
them with inducing corporate
investments. However, company
actions regularly show that the
incentives did not affect their
siting decisions.”

Advocates of business incentives also claim that the
measures—rather than merely reallocating investments
and resources from one location to another or funds
from taxpayers to businesses—generate “spillover” or
“multiplier” effects for local communities, generating
economic benefits that far exceed budgetary outlays.
However, skepticism here is also warranted, as oft-asserted
multipliers and spillovers are rarely confirmed by rigorous
economic analysis.

For example, David Neumark and colleagues recently
reviewed the effects of the California Competes Tax Credit
(CCTC) for businesses seeking to locate or expand in
California. The authors estimated that for each CCTC-
incentivized job created, almost two additional jobs were
added in the employer’s census tract and that overall
benefits totaled $5.66 per dollar credited. They also found
“little evidence that the program creates significant

reallocation of employment or payroll across establishments

within firms nationwide.”* However, the largest and
fourth-largest beneficiaries of the CCTC were Lockheed
Martin and Northrop Grumman, respectively**—two US
defense contractors that, regardless of the availability of tax
credits, would have expanded US employment and capital
expenditures in response to federal requisitions.

In 2020, Cailin Slattery and Owen Zidar reviewed
a $558 million tax incentive package that the State of
Tennessee offered to Volkswagen to site a new plantin
Chattanooga. They compared subsequent auto industry
employment changes in Chattanooga with those in
Huntsville, Alabama, a city that was also competing for the
VW plant. The employment gap between the two markets
narrowed in the first four years after the VW incentive deal
was approved in 2008, but then began moving roughly
in tandem. During those four years, Chattanooga gained
an additional 2,750 auto jobs, well below the 14,000 jobs
promised by Tennessee’s commissioner for economic
and community development. Based on this case and
other data Slattery and Zidar reviewed, the researchers
concluded that the evidence for spillover benefits of place-

based economic incentives was limited.?’

QUANTITATIVE ANALYSIS OF
DEVELOPMENT INCENTIVES’
PURPORTED BENEFITS

Our analysis of state subsidy data and state gross
domestic product (GDP) does not support the often-made
assertion that spending more money on incentives leads
to better economic performance. For this analysis, we
look at aggregate subsidy spending from the end of the
Great Recession, 2010, through 2022. Figure 2 shows the
relationship between subsidies offered during that period as
a percentage of 2022 GDP and GDP per capita. All values are
shown in 2023 dollars.

As shown in Figure 2, there is a slight negative
correlation of -0.2 between GDP per capita and the amount
of subsidies offered. In other words, states offering a
higher level of subsidies tend to be somewhat less affluent
than those offering less generous subsidies. Oklahoma,
for example, has offered subsidies worth 3.8 percent of
its 2022 GDP while having a GDP per capita of $45,616.

In comparison, New Hampshire has a GDP per capita



of $60,745 while offering subsidies worth less than
0.1 percent of GDP.?®

The data also do not support the notion that a greater
level of subsidies helps states catch up to their wealthier
peers. Figure 3 shows total subsidies offered from 2010
to 2022 as a percentage of 2022 GDP plotted against the
compound annual growth rate of each state’s GDP from
2010 to 2022. The correlation coefficient for each variable
is -0.15, meaning that more subsidies coincide with slightly
slower growth. West Virginia, for example, has offered
subsidies worth 4.32 percent of its GDP, yet had a compound
GDP growth rate of just 0.46 percent.

Although these correlations do not and cannot prove
causation, they should nonetheless give subsidy advocates
pause. If corporate incentives were as economically effective
as politicians claim them to be—generating substantial
positive economic and social spillovers for a state
economy—we should expect a positive correlation between
subsidies offered, wealth, and economic growth. Instead, we

see the opposite.

Figure 2

THE ECONOMIC COSTS OF STATE
AND LOCAL BUSINESS INCENTIVES

While the apparent benefits of corporate subsidies are seen
and tangible, often taking the form of a new office building
or manufacturing plant, the economic costs are less obvious.

Nevertheless, these costs are significant and widespread:

® Fiscal costs. Business incentives usually require
taxpayer dollars, and thus entail both direct
budgetary costs and indirect opportunity costs. Given
that budgets are finite and especially limited at the
state and local level, spending on corporate incentives
will necessarily mean either less revenue available
for policies benefiting the general public, such as tax
cuts or infrastructure spending, or higher taxes to pay
for the subsidies. Beyond simple concerns of fairness
and good government, this can mean lower economic
growth and with it lower tax revenue in the future.

® Competitor costs. Subsidies disadvantage local

businesses that compete with subsidized firms

There is no discernible relationship between state subsidies provided and wealth per resident

2022 gross domestic product (GDP) per capita, 2023 dollars
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for customers and resources. The firms might

also face higher costs as the beneficiary firm
acquires scarce local labor, materials, and other
resources at taxpayers’ expense.”’ And because

tax incentives are disproportionately awarded to
larger, more profitable firms, these unseen effects on
unsubsidized firms may be especially damaging for
newer or smaller competitors.*

Deadweight costs. Subsidies cause companies

to redirect resources from efficient and socially
productive activities toward promoting less
productive ventures or seeking economic rents
arising from place-based subsidies. For example, New
Jersey state and local governments have provided
over $1 billion in incentives since 2017 to support

the development of American Dream, a megamall

in Secaucus.* Since its opening, the mall has been
losing money and has not generated sufficient cash
flow to fully cover interest on municipal bonds issued

to finance construction.** At a time when shopping

malls’ popularity is declining, the state took a major
gamble on a business that is not panning out.

Incentives also draw more money into the political
system—and thus away from productive private
enterprises. A 2022 study by economists Russell
Sobel, Gary Wagner, and Peter Calcagno found that
once a state has begun offering corporate incentive
megadeals, annual contributions to candidates for
state offices increase by $1 million.*

Finally, companies divert resources from their
core business operations and toward site selection
consultants. Although location consulting would
likely exist in the absence of corporate incentives,
today’s environment of cross-jurisdictional
competition gives consulting firms the opportunity
to provide additional services and greatly increase
billing. One such firm, Global Location Strategies, tells
company executives that it can “identify qualified
incentive programs for your project. . . effectively

negotiate financial and non-financial incentives that

Figure 3
There is no discernible relationship between state subsidies and economic growth
Compound annual growth rate of real gross domestic product (GDP) by state from 2010 to 2022, percent
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Sources: Authors’ analysis of Good Jobs First data; “Regional GDP Accounts,” Bureau of Economic Analysis; and “POP,” Federal Reserve Economic Data,
Federal Reserve Bank of St. Louis.
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maximize your return on investment. .. [and] partner
with you to set up procedures to ensure that you
receive all the benefits you were promised.”** Money
devoted to these rent-seeking activities is money that
cannot be devoted to capital expenditures, workers, or
R&D, or returned to shareholders.

Costly failures. Incentives often do not achieve their
desired outcomes or even go to companies that later
fail entirely. In 2010, the State of Delaware provided
Fisker Automotive with $21.5 million in incentives

to take over a shuttered General Motors plant on
Boxwood Road in Wilmington, creating at least 2,495
jobs in the process.* But Fisker Automotive went
bankrupt before taking over the plant, which never
reopened (Fisker’s founder started a second EV maker,
which also filed for bankruptcy in June 2024).%
Eventually, the plant was demolished and replaced
with an Amazon fulfillment center with the help of an
additional $4.5 million in state incentives.>” In 2017,
the State of Wisconsin offered Foxconn Technology
Group $3 billion in incentives to build an LCD-screen
manufacturing facility employing 13,000 residents,
but, after a high-profile groundbreaking with then
president Donald Trump and then governor Scott
Walker, the plant was never built.*® Since 2015, New
York State spent almost $1 billion on a Tesla solar
panel facility in Buffalo that was expected to produce
enough solar panels to cover the roofs of 1,000 homes,
but by 2023, the facility was making only about

2 percent of that projected volume.*®* Numerous other
subsidy failures dot the American landscape.
Eminent domain abuse. Business incentives are

also often linked to the misuse of eminent domain
authority. An especially notorious case occurred in
New London, Connecticut, in 2001, when the state
lured Pfizer to the struggling city with property tax
abatements and other inducements. New London tried
to remove homes near the new Pfizer facility through
eminent domain. Homeowners sued to protect their
homes, taking their case all the way to the Supreme
Court, which ruled against the homeowners in

2005 in Kelo v. City of New London. Ultimately, Pfizer
decided to leave New London altogether, and the

neighborhood that had been cleared of residences was

never redeveloped. A national backlash against the use
of eminent domain for private purposes in the wake of
the Kelo decision caused 43 states to adopt legislation
curbing the practice.*’

One state that did not reform eminent domain,
North Carolina, invoked it in 2022 to clear land for the
VinFast EV plant. The state’s plan was to provide free
infrastructure to the factory by removing 27 homes,
five small businesses, and a church builtin 1888—
despite several current landowners’ opposition. As
discussed in the “Recent Increase in State Subsidies
for EVs and Semiconductors” section, plans to
build the facility and complete the eminent domain
process have recently stalled, perhaps due to weak EV

demand.*

Beyond these notable examples, incentive programs
routinely suffer from other unseen costs associated with
national industrial policy, such as moral hazard, adverse
selection, and policy uncertainty—phenomena that can not
only strain budgets but also breed failures and discourage
private investment, even in industries that subsidizing

governments are trying to support.*>

INCENTIVES' LACK OF
TRANSPARENCY

As discussed in the section on incentives’ costs, measuring
the budgetary impact of corporate subsidies is complicated
by alack of transparency. There is no single comprehensive
source that covers all spending and forgone tax revenue
related to corporate incentives.

Efforts to improve transparency in this area have
traditionally focused on tax expenditures and tax
abatements; loans and outright subsidies have received less
attention. Therefore, it is useful to define these terms before
exploring the available resources.

A tax expenditure is any reduction in government revenue
attributable to a special provision of the tax code.* This
broad category includes such “as-of-right” exclusions as the
mortgage interest deduction. This type of provision can be
used by a wide array of taxpayers and normally lies outside
the definition of a corporate tax incentive.**

The Governmental Accounting Standards Board’s



(GASB) Statement 77 requires transparency for a narrower
category, tax abatements, which are revenue losses
“resulting from an agreement between a government and
an individual or entity in which the government promises
to forgo tax revenues and the individual or entity promises
to subsequently take a specific action that contributes
to economic development or otherwise benefits the
government or its citizens.”**

GASB 77, which took effect in 2017, has increased
tax incentive transparency, but the statement and its
implementation have several limitations. First, it does not
require governments to report a lifetime revenue loss from
any given abatement, but only the amount lost in the fiscal
year covered by the relevant financial statement. Second, local
governments in several states are not required to implement

GASB reporting standards and generally do not do so.

“While the apparent benefits
of corporate subsidies are seen
and tangible, their costs are less
obvious. Nevertheless, they are
significant and widespread.”

Finally, even among GASB-compliant entities, tax
abatement reporting has not been consistent since
Statement 77 went into effect. Analysis by Good Jobs First
finds uneven local government tax abatement reporting
across states, with many failing to report “passive” revenue
losses, which occur when a tax abatement implemented by
one jurisdiction affects overlapping entities (e.g., counties,
municipalities, school districts, and special districts that all
tax a given area).*

Another promising data source is tax incentive reports
published by most states and some local governments. A
Volcker Alliance analysis found that 42 states issued such
reports for the 2019 fiscal year.*’ The Institute on Taxation
and Economic Policy provides a set of links to more recent
tax expenditure reports produced by most states.*®

However, tax expenditure reports vary widely across
states and suffer from important limitations. Consider
Ohio, which was cited by the Volcker Alliance for having

an especially high level of detail in its reporting. Despite

this level of transparency and detail, gathering data on tax
incentives for Ohio presents challenges.

Ohio’s latest tax expenditure report shows revenue losses
for fiscal years 2022—2025 across 154 state tax measures. In
FY 2023, aggregate revenue losses totaled $10.5 billion, with
most of the tax expenditures stemming from as-of-right
provisions such as a blanket sales tax exemption for tangible
property intended for use in manufacturing.*

The Ohio report includes several true corporate tax
incentives, such as job creation and job retention tax
credits. The report does not show which companies
benefited from these credits, but lists of beneficiaries
can be found in the Appendix to the Ohio Department of
Development’s annual report.’® Unfortunately, these lists
do not show the amount credited to each participating
employer. Finally, the revenue losses shown in the state’s
tax expenditure report do not reconcile with totals shown
in the tax abatements note to the state’s 2023 Annual
Comprehensive Financial Report (ACFR).*!

Delaware’s tax incentive reporting is less developed
than Ohio’s and thus presents further challenges. The
state’s most recent “Tax Preference” report covers 54 tax
expenditures over two fiscal years, but for about half of these,
the total revenue loss is shown as $0, Negligible, Unknown,
N/A, or not disclosable due to taxpayer privacy laws.*>
Delaware’s latest ACFR shows only two tax abatements
totaling $8 million, and reported amounts do not
correspond to those shown in the Tax Preference report.*®
Other state reports present similar transparency problems.

Finally, GASB 77 and tax expenditure reports exclude
important categories of incentives, such as grants, loans, and

subsidized infrastructure.

SO WHY DO INCENTIVES PERSIST?

Despite the well-documented, widely shared concerns
associated with corporate incentives, their use has persisted
and even increased in the early 2020s. One reason is
political: Voters tend to support incentives, and elected
officials in different jurisdictions compete to win votes by
attracting businesses. A second factor is that courts have
been deferential to what elected officials define as “public
purpose.” This allows legislators to circumvent anti-aid or

gift clauses in state constitutions.
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Political Attractiveness and
the Incentives Arms Race

Most politicians and voters support incentives—
especially when an opportunity becomes available to
bring a large company into a community. For example,
when Amazon staged a competition among state and local
governments for the location of its second headquarters,
an MSN poll found that 68 percent of Republicans and
55 percent of Democrats would “back government
incentives to lure a big company.”** In a 2014 paper,
political scientist Nathan Jensen and colleagues polled
1,974 respondents on what would happen if their governor
supported corporate incentives. They found that voters
would be 2.4 percent more likely to vote for a governor who
supported incentives.*® Interestingly, they note, the “vote
bonus for offering greater incentives than competitors do is
actually higher for a governor whose state loses the project
(about 5.2 percent from all respondents and 10.7 percent
from political independents).”*® However, “politicians
are rewarded more strongly if they offer incentives in a
losing effort, leading to a dominant strategy [of offering
incentives] under certain economic conditions.”’ So, it
seems that when corporate incentives are offered and
investments are won, voters reward the incumbent

governor more modestly.

“The corporate incentives game
creates a subsidies arms race
among states and localities—one
thatis difficult to stop without an
agreement among policymakers.”

Voters’ preference for seen over unseen economic
activity—and for politicians trying to subsidize the seen—
is hardly surprising. As French economist Frédéric Bastiat
explained almost two centuries ago in his essay “That
Which Is Seen and That Which Is Not Seen,” we commonly
recognize the visible benefits of government actions while
ignoring their invisible costs. Thus, for incentives, it is
natural for voters to reward elected officials for providing
or attempting to provide incentives that generate clear

and tangible outputs—factories, jobs, investments—while
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ignoring those same projects’ many hidden costs, especially
opportunity costs.*®

The behavior of elected officials with respect to
corporate incentives is also a classic “collective action”
problem when states and localities compete for scarce
corporate resources—the factories, jobs, and investments
involved. Economists frequently explain the issue in terms
of the prisoner’s dilemma, a concept from game theory in
which two guilty prisoners being interrogated by the police
would go free if they stay silent, but, because neither can
be sure that the other will do so, both end up confessing to
minimize their jail time.*”

Many economists and political scientists have applied
this framework to corporate relocation incentives and two
hypothetical legislators, A and B, from different states.

The optimal outcome for both would be to withhold

these subsidies. But because each legislator has no way

of ensuring that the other will abstain, and because one’s
support of subsidies will make the abstaining politician lose
votes or political support, they both offer subsidies.®® This
“game” is described in Figure 4.

The corporate incentives game creates a subsidies arms
race among states and localities—one that is difficult,
if not impossible, to stop without an agreement among

policymakers to abstain from subsidies altogether.

The Public Purpose Doctrine
and Corporate Incentives

Courts also regularly uphold the constitutionality of state
corporate incentives through their interpretation of what’s
known as the public purpose doctrine. And they do so
despite the prevalence of constitutional anti-aid provisions
in many states that are intended to prevent state funds from
being used for private gain.

The public purpose doctrine states that public funds
can be used only for public purposes. However, the term
“public purpose” has been vaguely defined as anything that
benefits the general public. Courts regularly defer to state
legislatures in determining what public purpose means.

For example, Pennsylvania’s legislature in 1967 passed
P.L.251-102, now known as the Economic Development
Financing Law, which provides subsidies to manufacturing

plants in the state. The law declares that “the present



and prospective . . . general welfare of the people of this
Commonwealth require as a public purpose the promotion
and development of new . . . economic activities.”® The
legislation contains six other references to the term “public
purpose.”’®® In 1968, the Pennsylvania Supreme Court
dismissed a lawsuit that claimed P.L. 251-102 violated the
state’s anti-aid provisions. In reaching this decision, the
court opined that the legislature “is more responsive to the
people and has more adequate facilities for gathering and
assembling the requisite data,” and therefore “is in a better
position to evaluate and determine public purpose.”®®
And since the legislature had determined that P.L. 251-102
served public purposes, then “the Agreements entered
into by the Authorities pursuant to the Act are for a public
purpose.”®*

Judicial deference to legislative conceptions of public
purpose is not unique to Pennsylvania. In fact, by 1996,
46 states had upheld the constitutionality of economic

development incentives.® It is this judicial deference

that allows elected officials to offer corporate incentives,

Figure 4
The subsidies prisoner’s dilemma

Provides subsidies

Legislator A payoff

Moderate political gain
Provides subsidies

Legislator B payoff

Moderate political gain

Legislator A

Legislator A payoff

) Significant political loss
Doesn’t provide

subsidies
Legislator B payoff

Significant political gain

enabling them to compete with other states in the subsidies
arms race. (The Appendix details the history of how the
public purpose doctrine evolved and led to the erosion of

state anti-aid provisions.)

POLICY RECOMMENDATIONS

Ideally, state and local governments should eliminate
all corporate tax incentives and subsidies, given their
economic, political, and ethical drawbacks. Government is
least disruptive to economic activity when it limits spending
to essential state activities, avoids intervening in private,
commercial markets, and finances its operations through
low, broad-based, easily understood taxes. Corporate
incentives violate these principles while enriching a
select few—typically large and wealthy corporations—at
taxpayers’ and other businesses’ expense. They should be
avoided entirely, or at least dramatically scaled back.

However, since the political temptation to continue

these economic interventions is so strong, their immediate

Legislator B

Doesn’t provide subsidies

Legislator A payoff

Significant political gain

Legislator B payoff
Significant political loss

Legislator A payoff
Moderate political gain

Legislator B payoff
Moderate political gain

Source: Michael D. Farren and Matthew D. Mitchell, “An Interstate Compact to End the Economic Development Subsidy Arms Race,” Mercatus Center at

George Mason University, July 23, 2020.
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abolition seems unlikely. For the time being, therefore,
policymakers could make incremental progress in reforming
state incentives by entering into compacts with other

jurisdictions and seeking transparency reforms.

State Compacts

Compacts among states and localities to abstain from
offering incentives would address arguably the largest
political motivation and most common political justification
for costly subsidy packages, the prisoner’s dilemma. By
assuring local lawmakers that their cross-border rivals will
not offer subsidies to entice companies to move to or remain
in their own jurisdictions, interstate compacts can short-
circuit the bidding-war problem that pervades incentives
policy across the United States as well as politicians’
justifications for providing such subsidies.

As will be discussed next, subsidies compacts are rare
in the US interstate context but common in international
trade law. Most notably, World Trade Organization (WTO)
agreements contain multiple subsidy discipline measures
agreed on by all 164 member governments, including
the United States and all other large, industrialized
economies, and incorporated into their domestic laws.
These disciplines (1) define subsidies and limit (or even
prohibit) those that are most economically harmful and
trade-distorting; (2) require member governments to
annually report on their use of subsidies; (3) provide a
venue for governments to discuss subsidies and negotiate
new rules for their use; and (4) allow governments to
challenge others’ use of subsidies through national anti-
subsidy actions (called countervailing duty measures
in the United States) or government-to-government
litigation (dispute settlement) at the WTO. These rules are
not perfect, but WTO member governments—including
the United States, the European Union, and China—use
them frequently, with some significant and notable
successes in increasing disclosure of nations’ agricultural
and industrial subsidies and reducing their use.®® As such,
the WTO'’s international agreements limiting government
subsidies could serve as a guide for interstate agreements
(compacts) seeking to achieve the same general objectives
in the United States.

According to the National Center for Interstate Compacts
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(NCIC) at the think tank Council of State Governments, an
interstate compact has been defined as a “contract between
two or more states” that “carries the force of statutory law
and allows states to perform a certain action, observe a
certain standard, or cooperate in a critical policy area.”® The
Compact clause of the US Constitution (Article I, Section 10,
clause 3) prohibits states from entering into compacts
without congressional approval. However, the Supreme
Court has adopted a functional interpretation, ruling in
Virginia v. Tennessee (1893) that congressional consent is
required only when the compact enhances the power of
states at the expense of the federal government.®®

The NCIC lists 192 compacts covering a wide range of
issues.® Widely adopted compacts include the Interstate
Commission for Adult Offender Supervision, the Interstate
Compact on the Placement of Children, and the Driver

License Compact.”

“An interstate compact (or series
of regional compacts) prohibiting
or strictly limiting corporate
incentives is a reasonable way to
stem interstate competition for
corporate facilities.”

Given the long experience with compacts and their
acceptability at the federal level, an interstate compact (or
series of regional compacts) prohibiting or strictly limiting
corporate incentives is a reasonable way to stem interstate
competition for corporate facilities.

There is some precedent for such a compact. Because
the Kansas City metropolitan area is split between the
states of Missouri and Kansas, companies sought to obtain
job creation incentives by making a small move across
the state line and retaining largely the same workforce.

An incentive “border war” ensued, and in 2019 the two
states took action to ease the conflict. First, the Missouri
legislature passed SB 182, which prohibited the issuance
of new tax credits or subsidies to companies relocating
from Kansas border counties to Missouri border counties.”
The legislation was to become effective once Kansas took

reciprocal action. Kansas governor Laura Kelly then issued



Executive Order 19-09, which contained provisions similar
to the Missouri legislation.”

As of early 2024, the interstate truce was still holding
but with some setbacks. Tax incentive deals that were
pending at the time of the truce were allowed to move
forward.” The Kansas legislature failed to pass legislation
to incorporate Governor Kelly’s executive order into the
state’s statutes.” Finally, the truce does not prevent
interstate competition over Kansas City’s professional
baseball and football teams (the Royals and Chiefs,
respectively). In 2022, Kansas City, Missouri, mayor
Quinton Lucas tweeted that the city’s loss of the Chiefs to
Kansas would “scuttle the entire truce.””® But in June 2024,
the Kansas legislature passed a plan to attract the teams by
potentially issuing billions of dollars of stadium bonds.”®

The Coalition to Phase Out Corporate Tax Giveaways, a
bipartisan group of state legislators, made a more ambitious
effort to stop corporate incentives through an interstate
compact. Between 2019 and 2021, members in 15 states
introduced legislation to prevent their respective states from
offering “taxpayer dollars to induce a facility in another
state that has joined the agreement to move to the offering
state.””” As of this writing, however, it does not appear that
any state has enacted this compact, and the coalition is no

longer active.

“Over time, state and local
governments should adopt
consistent standards for incentive
reporting. Such standards could
be created and maintained by a
recognized standards body.”

Nevertheless, policymakers looking to stem incentives
should review the compact proposed by the Coalition to
Phase Out Corporate Tax Giveaways. Arizona’s 2021 version
of the proposed compact included provisions to create a
National Board for Best Practices in Economic Development.
The proposal would also have banned attempts to entice
relocations from one member state to another, as well
as improved data reporting and transparency for offered

corporate subsidies.”® Since proposed compacts of this

type appear to have lost momentum, it may be politically
necessary to scale them back to a more modest objective,
such as limits on the size and type of incentives that
participating states may offer.

Finally, it is worth emphasizing that any such compact
should be limited to company-specific incentives. States
should not cede their ability to enact horizontal economic
reforms that affect all companies equally—for example,
reducing or eliminating corporate taxes—or to take other
measures that broadly improve their jurisdiction’s overall

business climate.

Improved Transparency

A better understanding of the budgetary and other costs
associated with corporate incentives might help shift the
debate on corporate incentive issues. GASB 77 and state tax
expenditure reports provide a starting point for incentive
transparency, but substantial improvements are needed.

Good Jobs First has developed model legislation that state
policymakers could use as a starting point for enacting their
own transparency reforms. One of their model bills calls for
a unified economic development budget that would require
state agencies to provide lists (in electronic spreadsheet
form) of all tax expenditures, with dollar amounts by
company, program, and agency. This model could be
usefully extended by requiring the inclusion of incentives
other than tax expenditures such as subsidies, loans, and
contributed infrastructure.”” The WTQ’s Agreement on
Subsidies and Countervailing Measures contains a broad
definition of a subsidy, which could be incorporated into
legislative text.®” Another extension to the legislative model
would be to include not only the annual cost of the incentive
but also the accumulated cost to date, as well as projected
future costs of the corporate benefit.

Another useful model from Good Jobs First is its Taxpayer
Right to Know on Jobs Act. This legislative proposal
requires subsidized companies to report the number of
jobs they agreed to create as a result of the incentive versus
the number they actually created, as well as any related
reductions in employment elsewhere.®'

Over time, state and local governments should adopt
consistent standards for incentive reporting. Such standards

could be created and maintained by a recognized standards
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body or an ad hoc group of academics, policy analysts, and

practitioners.

Other Reforms

Short of a compact to fully end the subsidy race, states
should consider unilateral actions to rein in some of the
worst practices. One option currently being considered
in Michigan is to require legislative approval of incentive
deals negotiated by the executive branch.®* While far
from perfect, such a reform would at least encourage
transparency, discourage abuse, and possibly check the

costliest corporate incentives.

“The best approach to local
economic policy is to eschew
special deals and provide a better
environment for all companies
by lowering taxes, reducing
regulations, and accelerating
permitting processes.”

Of course, the best approach to state and local economic
policy is to eschew special deals to individual companies
and instead provide a better environment for all companies
in the jurisdiction by lowering and simplifying business
taxes, reducing regulations, and accelerating permitting
processes. State-level rankings provide reference points and
models for pursuing such reforms. For example, the Tax
Foundation publishes an annual study that ranks the states’
business tax policies.®* Although states that do not have
income or sales taxes dominate the top positions, the study
also gives high scores to Indiana and Utah—two states that

levy all major categories of tax but do so at relatively low

APPENDIX

State legislatures enacted anti-aid provisions to attempt
to restrain state borrowing after the economic turmoil of the
early 19th century. In 1825, the Erie Canal was completed in
upstate New York with funds raised through bonds issued by

the state government.® Other states, inspired by the canal’s
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rates and with relatively broad bases.

QuantGov, a project of the Mercatus Center at George
Mason University, counts the number of regulatory
restrictions imposed by most of the 50 states. In its latest
ranking, QuantGov found that Idaho, South Dakota, and

Alaska had the fewest regulations.

CONCLUSION

Politicians have powerful motivations to offer corporate
incentives, and in many states, they face few impediments
to doing so. This is unfortunate, as these incentives often
tail to deliver promised jobs and economic growth while
imposing heavy budgetary and nonbudgetary costs.
During the Biden administration, the state- and local-
level incentives race has coincided with large federal
subsidies to usher in a new era of US industrial policy. One
government-favored industry, electric vehicles, is already
experiencing lower-than-expected demand, leaving some
of the federal, state, and local investments in EV and
battery production at risk.

To break the prisoner’s dilemma driving the proliferation of
incentives, lawmakers should enter into compacts with other
governments, starting a process of multilateral incentive
disarmament. The Coalition to Phase Out Corporate Tax
Giveaways has offered a model for such a compact.

In the meantime, governments should provide taxpayers
and other stakeholders with more information than elected
officials have provided to date about the costs of corporate
incentives. That could be accomplished through greater
transparency, possibly in line with model legislation offered
by Good Jobs First.

The best approach to state and local business subsidies
is simply not to offer them. Until this worthy outcome is
achieved, however, incremental reforms could at least limit

incentives’ worst abuses and reduce their economic harms.

success, issued bonds of their own. However, as Mercatus
Center scholar Matthew Mitchell and colleagues note in
22020 paper, “The unsustainable nature of these public
investments in private ventures was laid bare by the panic

of 1837 and the significant recession that lasted from 1839 to



1843.”% This panic resulted in eight states and one territory
defaulting on their bond payments.3¢

Anti-aid provisions were also enacted as an attempt to
restore the creditworthiness of state bonds. New York’s
finances, for example, had been badly hit by the Panic of
1837. By 1842, New York’s credit was close to defaulting on its
debt.” To avoid default, New York’s legislature approved new
taxes to maintain the state’s creditworthiness. Unsurprisingly,
these new taxes were unpopular, so New York legislators
proposed amending the state constitution to limit the amount
of debt the state could incur. These amendments failed to pass
in 1845, and thus a constitutional convention was called in the
same year, leading to the addition of articles that limited the
amount of debt the state could incur and banned the issuance
of new debt for single projects.5®

These provisions were not specific to New York. In fact,
by 1857, all states had constitutional debt restrictions.®’

A second wave of anti-aid provisions followed during the
1870s, as state legislatures attempted to rein in municipal
and local borrowing.”®

Initial state-level enforcement of these anti-aid provisions
was generally strict. For example, in 1879, the Colorado
Supreme Court ruled that the City of Boulder’s ownership
of railway shares was impermissible under the state’s new
anti-aid provisions. The opinion stated that Colorado’s
constitution prohibited “all public aid to railroad companies,
whether by donation, grant or subscription, no matter what
might be the public benefit and advantages flowing from the
construction of such road.”

However, the authority and extent of anti-aid provisions
was significantly undermined by the rise of public purpose
jurisprudence in the late 19th and early 20th centuries.”
This doctrine was first clearly enunciated in the 1853
Pennsylvania Supreme Court case Sharpless v. Mayor, which
held that “railroads are not private affairs. They are public
improvements, and it is the right and duty of the state to
advance the commerce and promote the welfare of the
people.””® As such, the Pennsylvania Supreme Court allowed
the City of Philadelphia to circumvent the state’s anti-aid
provisions and own shares in a railroad company.

The public purpose doctrine was applied at the national

level in the US Supreme Court’s 1874 decision Loan
Association v. Topeka, which struck down legislation that
allowed Kansas’s county and city governments to issue
bonds to fund private construction of infrastructure. In
reaching this conclusion, the Court clearly endorsed the
public purpose doctrine, stating, “We have established, we
think, beyond cavil that there can be no lawful tax which is
not laid for a public purpose.”®*

Matthew Mitchell notes that “from the beginning, courts
have shown an extraordinary tendency to construe ‘public
purpose’ in as broad a light as possible.”*® In Sharpless, for
example, the term “public purpose” was interpreted liberally
to include any welfare gains from any publicly funded
private project. By the early 20th century, the US Supreme
Court also adopted a similarly liberal interpretation of the
term. In the 1918 case State of Georgia v. Trustees of Cincinnati
Southern, the Court held that Georgia’s 1879 perpetual
grant of land to the railway company Cincinnati Southern
was “[a] conveyance in aid of a public purpose from which
great benefits are expected.” Because of this, Georgia’s grant
of land was “not within the class of evils that [Georgia’s]
Constitution intended to prevent.” Georgia’s perpetual land
grant thus could not be revoked by invoking the state’s anti-
aid provisions.”®

The Mississippi Supreme Court, in upholding that
state’s 1936 Balance Agriculture with Industrial (BAWI)
program, marked a major development in public purpose
jurisprudence. The BAWI program, often considered the
start of the modern targeted-subsidies era, “attempted to
minimize the effects of the Great Depression by coupling
low taxes, cheap land, and low wages with tax abatements
and other subsidies and incentives to entice northern
industries to expand or relocate in the South.”®” BAWI
seemed to violate the due process and anti-aid provisions
of Mississippi’s Constitution.”® Nevertheless, in its 1938
decision Albritton v. City of Winona, the Mississippi Supreme
Court upheld the constitutionality of the BAWI program,
concluding that “the courts are without the right to
substitute their judgment for that of the Legislature.”®® After
the Albritton decision, state courts were more likely to defer

to legislative bodies in defining the limits of public purpose.
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