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In today’s headline-focused media culture, short-term political optics often outweigh 
reality, and elected officials spend considerable time and effort to spur economic develop-
ment—especially at the state and local levels. State and local tax incentives for small to 
midsize companies have tripled since 1990, and efforts have increasingly shifted toward 
moonshot strategies—such as GlobalFoundries in New York; the Boeing Corporation in 
Washington and South Carolina; Foxconn Technology Group in Wisconsin; and Amazon 
in its yet-to-be-determined second headquarters (HQ2) location. Winning one of these 
bids is a politician’s dream because it creates immediate positive headlines. 

However, negatives, such as companies failing to deliver on their promises, come 
to light much later and often receive less attention. Elected officials and the public 
must be cognizant of the underdiscussed realities of the subsidies intended to drive 
economic development.

Reality 1: Economic development incentives often are not crucial to 
where firms locate

Businesses consider a wide variety of variables when deciding where to locate a headquar-
ters or a branch: for example, real estate availability, workforce and education, infrastruc-
ture, access to markets, community, and quality of life. State and local taxes, however, 
which average less than 2 percent of the total costs of doing business nationally, are not a 
major consideration.1

Evidence: 
•	 In 2015, ConAgra Foods relocated from Omaha to Chicago. Despite receiving an offer 

from Nebraska that included more incentives, the company’s CEO commented on 
choosing the location based on the “strategic needs of [the] business” and the fact that 
its new downtown location would put it at “the heart of one of the world’s business 
capitals.”2

•	 A study of companies that received property tax breaks to encourage new business 
expansion found that only 15 percent of firms actually needed the incentives in order to 
make an investment in Texas. There were even instances where companies applied for 
and received tax breaks after completing a project.3
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Reality 2: Benefits from incentive deals may not live up to the promises

The announcement of potential deals almost always includes the number of jobs and 
the amount of total investment. However, these rosy projections may not be borne 
out, as firms may change their business models or even go out of business altogether.

Evidence:
•	 Business tax incentives cost an average of $16,600 per job per year, which is far more 

than other economic development strategies such as neighborhood development, 
brownfield redevelopment, infrastructure investment, and customized job training.4

•	 Tech companies Apple and Facebook received hundreds of millions of dollars in benefits 
from Iowa and Utah, respectively, for data centers with fewer than 50 employees.5

Reality 3: Subsidies may result in diminished public services 

When state and local governments commit taxpayer resources to providing incen-
tives, there are opportunity costs. In many cases, these include an inability to fund 
education, provide affordable housing, or contribute to “rainy day funds.”

Evidence:
•	 Maryland’s Montgomery County is an Amazon HQ2 finalist. Its Democratic nominee 

for county executive supports Maryland’s $8.5 billion in subsidies to attract the company 
but admits that “schools is the thing where we’re going to need help.”6

•	 In Sparks, Nevada—home to Tesla’s battery factory—property values and rents have 
boomed; yet the city has been unable to assist its residents with new programs because 
tax revenue growth has barely kept up with inflation.7

Reality 4: Governments competing for businesses by providing 
incentives is often a zero-sum game

It is bad tax policy to narrowly target subsidies that lead to differing tax incentives for 
companies in the same sector. State and local governments end up with a haphazard 
economic development strategy. Instead, a level playing field—paired with invest-
ments in infrastructure, workforce, and other public goods—would make a place 
more attractive to a wide variety of businesses.

Evidence:
•	 In one survey of economists, only 5 percent of respondents agreed that the country “as a 

whole benefits when cities or states compete with each other by giving tax incentives to 
firms to locate operations in their jurisdictions.”8

•	 A study of New York state found that when development agencies are more densely 
located, there is an increase in the probability that a company receives incentives and 
that those incentives are larger.9
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Reality 5: Transparency and evaluation of incentives are minimal

Incentives frequently happen through opaque processes, with little information on 
important aspects like total subsidy amounts. Taxpayers would not accept a compara-
ble lack of transparency on infrastructure or education spending from a public entity; 
yet these tax expenditures receive minimal oversight, and governments sometimes 
even actively conceal information.

Evidence:
•	 After receiving an open records request, Montgomery County, Maryland, released its 

Amazon HQ2 proposal but redacted every single line of the document.10

•	 The Austin Chamber of Commerce submitted a bid for HQ2 on behalf of the city with-
out but refused to inform its elected officials of the details.11

Conclusion

Far too often, economic development incentives are irrelevant to decision-making, 
fail to meet promised results, take away from existing or potential public services, lead 
to zero-sum competition among governments, and lack appropriate oversight. Until 
elected officials are held accountable for condoning opaque and non-targeted deals, 
taxpayers will bear the costs while companies reap a majority of the benefits.

Andrew Schwartz is a policy analyst for Economic Policy at the Center for American Progress.
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