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COMMITTEE:

My name is Graham Renz, and I am
a policy researcher for the Show-Me
Institute, a nonprofit, nonpartisan
Missouri-based think tank that
supports free-market solutions for
state and local policy. The ideas
presented here are my own. This
testimony is intended to summarize
research that analysts for the Show-
Me Institute have conducted and
reviewed regarding the use of tax
subsidies as a development financing
tool.

HJR 20 would, if approved by

state voters, require redevelopment
plans (explained just below) to be
approved by a majority of voters
within the county or city where the
redevelopment plan is proposed. In
brief, a redevelopment plan is tied to
a neighborhood or geographic area
where a county or city establishes that
incremental tax revenues (explained

below) may be redirected to a
developer to subsidize their project. In
effect, HJR 20 would, if approved by
state voters, allow voters at the county
and city levels to approve or reject
redevelopment plans.

Redevelopment plans are a part of
tax-increment financing (“TIF”).

TIF is a finance tool that diverts
property, sales, and other taxes away
from schools, fire protection districts,
libraries, and other jurisdictions to
private developers. The money that
TIF redirects comes from incremental
tax revenues—new revenues generated
by a development—away from the
jurisdictions they would go to under
normal circumstances.

TIF originated in California in the
mid-twentieth century and came to
Missouri in 1982." In Kansas City,
TIF was first used in 1984 to help
finance the construction of a parking
garage on the County Club Plaza.
Since then, TIF use has exploded

across the state. According to the
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Missouri Department of Revenue, the 474 TIF projects
active in 2016 diverted more than $2.6 billion from
schools, fire and police departments, libraries, and other
jurisdictions. In just the City of Saint Louis, from 2000
to 2016, approximately $780 million in incremental tax
revenues were redirected to private developers.* The City
of Kansas City, Missouri, is in the process of analyzing its
use of TIE and there is little reason to doubt its cumulative
tab is much different in size than Saint Louis’s.’ Cities
and counties across Missouri have diverted huge sums of
taxpayer money away from public coffers and into the
pockets of private interests.

TIF and other development subsidies present a number of
public policy problems that HJR 20 could help address.

TIF DOES NOT GROWTHE ECONOMY

An overwhelming consensus exists in the economic
literature that tax subsidies like TIF do not grow the
economy or boost genuine economic development. A
comprehensive report on economic development subsidies
in Saint Louis concluded that, “[w]hile there may be
disagreement about the value of some [incentive] packages,
it is clear that the City gains no net benefit from an extremely
costly program with no real economic development impact.”
[emphasis added]® T. William Lester, a professor of city
and regional planning at the University of North Carolina,
reviewed TIF use in Chicago and concluded that the
finance tool had no significant effect on employment.”

In Indiana, researchers at Ball State University found

that, despite diverting hundreds of millions of dollars a
year, TIF did not positively affect employment, business
creation, or sales tax revenue.® In short, TIE in most cases,
does not do what its proponents claim it will do—grow
the economy.

But why does TIF typically fail to deliver? TIF doesn’t
boost the economy because the developments it benefits
very often would occur without the subsidy. That is, TIF
doesn’t actually create or spur development; it simply
shuffles or rearranges development.’

GOVERNMENT PICKING WINNERS AND
LOSERS

This fact highlights a related policy problem with TIF: the
inherent limitations of government economic planning.
Often, TIF does not result in real economic growth
because it is used by government officials to encourage
developers to build a cerzain kind of project in a specific
area. For example, politicians wanting to bolster or
rejuvenate a downtown neighborhood might use TIF to
create an incentive for developers to build there. While
the use TIF may help downtown, it hurts the other
neighborhoods where development might have otherwise
occurred had TIF not been offered. On net, the region
sees no new growth; the growth that was going to happen
simply happened in a way preferred by public officials.
But do public officials know what investments are best?
Can politicians and bureaucrats outsmart private actors
in the market? Is it fair for politicians to choose which
competitors in the market get competitive advantages?

EXCESSIVETIF USE CAN MEAN HIGHER
TAXES

The money redirected to developers by TIF would
normally go to schools, fire and police departments,
libraries, mental health funds, and other jurisdictions. So,
when a county or city uses TIFE, it often must find new
revenues to make up for funding shortfalls or cut back

on public services. Subsidized projects consume public
goods like roads, schools, and police service, but do not
contribute any new revenues for these. In Missouri, and
elsewhere, these jurisdictions have had to ask voters for
additional taxes to provide basic levels of service. Recently
in Kansas City, the Mid-Continent Public Library
(MCPL), a well-run and financially responsible steward
of public dollars, was forced to ask taxpayers to increase
their property taxes because of shortfalls created by TIE"
While MCPL has made policymakers aware that TIF takes
a $7-million bite out of its budget annually for years, no
evident restraint has been exercised in the awarding of
TIE" And the case of MCPL is not an isolated incident.
Researchers have found a strong relationship between TIF
and higher overall tax rates at the state level. Economists
researching TTF in Indiana concluded that “the presence
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and size of a TIF district within a county is associated with
higher overall tax burdens, which likely is due to a shift

of the costs of public services to other taxpayers.”'? And
the money involved is not chump change. Those same
researchers estimate the annual impact TIF has on schools
alone is equal to the salaries of 2,400 teachers ."? In shorrt,
the greater the level of TIF funding granted to developers,
the greater the level of taxation non-TIF beneficiaries
generally pay for basic public services.

A RACETOTHE BOTTOM

The rampant use of TIF in Missouri is likely due to a
number of factors, but TIF abuse is no doubt encouraged
by municipal (and state) competition. Taxes can be a
major factor for businesses deciding where to locate or
expand. Since cities can award TIE they often try to

lure businesses with this financing tool. But because all
competing cities can award TIF, each city is encouraged to
grant a larger subsidy than its competitors. The ultimate
result of this competition is not a business-friendly
environment; it is an unnecessary raiding of public coffers.
Since competing cities are often quite close geographically,
the fact that a business locates in City A instead of City

B usually has no significant effect on the overall, regional
economy. Cities simply engage in a race to the bottom,
giving away taxpayer dollars just so that, sometimes, a
business moves a few blocks down the road.'

HOWTO FIXTHE PROBLEM

Reforming TIF and other “economic development”
subsidies has become a priority for some policymakers in
Missouri. HJR 20 does some of that work. Rather than
take a piecemeal approach to reform, the law would, if
approved by state voters, give voters at the county and
city levels the final say in approving TIF plans. Giving
final authority to local voters—those taxpayers who are
impacted most by these subsidies—would help to control
the abuse of TIE If voters in, say, the City of Saint Louis
aren’t convinced a development will truly benefit their
homes and neighborhoods, they wouldn’t have to help
subsidize it. This is both eminently fair and economically
prudent.

While those on the receiving end of corporate welfare
programs like TIF may tell you otherwise, a reform

like HJR 20 will not stifle economic growth. Cities

with corporate welfare problems similar to Missouri’s

have enacted reforms much like HJR 20 and have not
experienced economic downturns. (In fact, given the
research discussed above, one might think a reduction in
TIF and other giveaways could boost economic growth.)
In 2015, voters in two Colorado cities, Littleton and
Wheat Ridge, passed legislation that requires voter
approval for TIF plans. Since then, those cities report their
planning departments have been “swamped.”” Given that
TIF simply rearranges development, and doesn’t generate it,
there should not be any significant negative impacts from
reforms like HJR 20. If anything, reforms like this simply
give taxpayers more say in how their hard-earned money is
spent.

Missouri ranks 10th out of all 50 states in terms of how
much taxpayer money it gives away.'® TIF is a major
contributor to that unfortunate ranking. Reforms like
HJR 20 can help rein in the abuse of TIF and help restore
free market principles that can help grow the economic pie
for all Missourians.

Graham Renz is a policy researcher at the Show-Me Institute.
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