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Introduction

Targeted industry incentives have played a prominent role in the economic development
strategies of state governments for decades. In the late 1970s and 1980s, enterprise zones and
tax incentives were seen as an appealing “market-oriented” alternative to New Deal and Great
Society spending programs since they rely on incentives rather than mandates to spur economic
development.! By 2012, states spent or forewent tax revenue worth an estimated $80.4 billion
annually for these programs.? Florida alone spends over $1 billion annually on such programs.

Unfortunately, numerous studies have found targeted tax incentive programs have no significant
impact on job creation.? The consensus among academic economists is that tax incentives for
specific businesses or industries do not significantly improve the state and local economies, and
may in fact diminish national growth.* Economic development policy should be business-friendly,
but targeted industry incentives run the risk of encouraging cronyism, reducing tax revenue, and
misallocating scarce resources.

Florida’s Economic
Development Policy

Multiple government entities administer
Florida’s business incentive programs. The
public-private partnership Enterprise Florida
Inc. (EFI) markets programs to businesses, and
assists companies in submitting applications
forincentives. EFl recommends projects to the
Department of Economic Opportunity (DEO),
which administers, reviews, and approves
incentive requests. The Department of
Revenue provides DEO with data on
applicants’ financial information and eligi-
bility, and the Department of Financial Ser-
vices provides a final review before issuing
incentive payments.>
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EFI and DEO are the primary players in
Florida’s economic development system. DEO
was created in 2011 to streamline economic,
workforce, and community development
efforts, which were previously carried out by
multiple state agencies and departments.
However, duplication of duties persists. DEO
and EFI both partner with local and regional
economic development organizations to
administer similar programs devoted to small
businesses and the military and defense
communities. Other organizational problems
plague EFI and DEO. Businesses have
complained that the process for receiving
incentive payments is confusing. Between
2014 and 2016, the average length of time
between claims submission and incentive
payment to businesses was 16 months.®
Furthermore, EFl is statutorily required to
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match public funding with private funding, but
has not achieved that goal since its inception
in 1996.

Meanwhile, the multi-departmental applica-
tion and approval process provides well-
connected businesses opportunities to game
the system. Several EFI board member
companies are also EFl vendors, while others
are direct recipients of targeted incentives.
Board members could potentially direct
incentives to their own companies. A 2013
report by Integrity Florida cited these and
other apparent conflicts of interest at
Enterprise Florida which may have inappropri-
ately influenced its recommendations.”

To address these and other issues, EFl is
shifting several of its programs to DEO. The
State Small Business Development Credit
Initiative and various military-related grants
are currently being transitioned. However,
some of EFlI’'s higher-profile initiatives
(including the Florida Sports Foundation, VISIT
FLORIDA, and several small and minority
business loan programs) require legislation
before their management can be handed off
to DEO. Thus far EFI has eliminated 26
positions and reduced its operating, travel,
and other expenses, saving $2.1 million.

Since 1982, 46 different government
programs in Florida have awarded firms with
incentives.® Until 2015, credits and refunds
against taxes on corporate income, sales,
property, and building material or energy
purchases were awarded to companies that
located or hired within one of the state’s 65
enterprise zones, specific geographic areas
targeted for economic revitalization. This
program was intended to shift economic
activity from one region within the state to
another, rather than attract businesses from
out of state, but nonetheless was the first
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business incentive program adopted in
Florida. The enterprise zone program expired
on December 31, 2015, but businesses that
claimed incentives before that date may
continue to receive payments until 2018.° A
sales tax refund program created in 2010
subsidized film productions, but the legisla-
ture ceased funding this program in June
2016. A host of other incentive programs
remain, including the Capital Investment Tax
Credit Program,® the Qualified Targeted
Industry Incentive,!! the Brownfield Rede-
velopment Bonus Refund Program,*? the High
Impact Performance Incentive Grant,!* the
Quick Action Closing Fund Program,** and the
Innovation Incentive Program.’ The stated
aim of all these programs is to create jobs.

Incentives come in many forms, including
corporate income tax credits, property tax
abatements, sales tax refunds, and payroll tax
refunds among others. Most involve a
performance-based contract between DEO
and particular businesses stipulating how
much money will be awarded after a company
meets certain milestones (creating a certain
number of jobs or investing a certain amount
of money in capital equipment, for instance).
Some programs are funded solely by the state,
but most are also subsidized by the county
and municipal governments that host tax
incentive recipients.

Each program rewards different kinds of
economic activities. Incentive programs have
subsidized everything from music video
productions to solar panel installation,
biomedical research facilities to hardware
stores. Enterprise Florida and DEO periodically
designate “high impact” industries to be
targeted for certain incentive programs.
Targeted industries have included aviation,
defense, financial services, and biomedical.1®
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Tax Incentives are Wasteful
and Ineffective

In 2016, the legislature appropriated $1.08
billion to DEO and EFI.1” DEO received $1.05
billion and EFI received $25 million. Since
2012, DEO and EFI have received more than
S1 billion annually. Projects with incentive
payments in fiscal years 2012-13 through
2014-15 have received $597.1 million in state
funds.t®

For all this spending, Florida experienced little
growth in targeted industries. A 2016 analysis
by Florida’s Office of Public Policy Analysis and
Government Accountability (OPPAGA) looked
at growth in six targeted industries from 2006
to 2015. Florida actually experienced negative
employment growth in all but two indus-
tries.!® Florida lagged behind other states in
terms of per-capita income and gross state
product. A previous OPPAGA study revealed
that businesses receiving incentives typically
employed fewer people and spent less than
national and regional averages for their
industries.?’ Enterprise Florida reported that
only half the targeted number of jobs had
been created by companies receiving incen-
tives.?! According to the Office of Economic
and Demographic Research, 70 percent of
state incentive programs lost money in the
last three years.??

This poor performance resembles that of most
other states’ incentive programs. Although
some economic impact studies have shown a
positive return on investment for some
programs, most of the more rigorous peer-
reviewed academic articles find that tax
incentives are ineffective at increasing
employment and influencing business-
location decisions.?®> A survey of economic
experts by the University of Chicago’s Booth

DeVoe L. Moore Center, Florida State University

School of Business found respondents were
uncertain whether tax incentives increase
domestic growth, but a majority were
confident that tax incentives diminish national
growth.?*  George  Mason  University
economists Chris Coyne and Lotta Moberg
pointed out that awarding tax incentives to
particular industries or businesses risks a
major misallocation of resources, often into
the hands of special interests.?

Even when programs are perfectly benevolent
or absent of any cronyism, government
officials inevitably make mistakes in deciding
which industries will fare best or employ the
most residents. Enterprise Florida’s own track
record confirms this observation, with
numerous incentives awarded to projects that
never happened.?®

Many of the businesses that actually did
create the jobs they promised would have
located in Florida anyway. Annual surveys by
Area Development magazine ask business
owners what factors they consider in deciding
where to locate.?’” Respondents consistently
rank state and local tax incentives below other
factors like production costs, availability of
skilled labor, proximity to major markets, and
transportation costs. Since businesses care
more about these factors, incentives can do
little to influence their decisions.

Regardless, states persist in their attempts to
attract out-of-state businesses using these
targeted incentive programs. For instance,
multiple states engaged in a bidding war for a
Tesla car factory in 2014. Each wined and
dined company executives, offering generous
incentive packages until Tesla finally chose
Nevada.?® Governor Rick Scott sought to
attract West Coast shipping companies to use
Florida ports, hoping that tax subsidies could
trump geography and the cost of transport-
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tation.? Employment in wholesale trade
actually declined 3.7 percent between 2006
and 2015. A $1 million contract between VISIT
FLORIDA (then an office within EFI) and the
rapper Pitbull to produce a music video for his
song “Sexy Beaches” was intended to increase
tourism.3% It’s unclear how many visitors to
the Sunshine State are attributable to this
music video, if any.

In Orlando, the $350 million incentive package
to biomedical research institute Sanford
Burnham is a particularly expensive
example.3! In exchange for the subsidy
package, Sanford Burnham agreed to create
303 jobs, but only delivered 240. The final cost
to taxpayers was $1.4 million per job. Even if
jobs subsequently created in the surrounding
area are considered due to Sanford Burn-
ham’s presence, the cost exceeds $73,400 per
job. Further, these positions may prove short
lived as the Sanford Burnham institute intends
to close its doors in the near future.

Big-Business Bias

Targeted incentives also systematically
discriminate against small businesses. While
small businesses generate most of America’s
employment,3? state economic development
policy focuses on benefiting well-connected
large firms when targeted incentives are used.

A 2016 OPPAGA report noted that small
businesses often aren’t eligible for tax
incentive  programs because of high
thresholds set for job creation, wages, and
capital investment.33 A study by the nonprofit
policy research center Good Jobs First found
that between 2009 and 2013, 89 percent of
dollars awarded through Florida’s Qualified
Targeted Industry Tax Refund went to big
businesses, and 77 percent of incentive deals
were made with big businesses.3* EFl and
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DEQ’s loan programs aimed at small
businesses are nominal and ineffective. Since
1996, the Rural Community Development
Revolving Loan Fund Program made only 17
loans.> Participation in DEQ’s other small
business and minority loan programs is
likewise insignificant.

Since incentives are applied against tax
liabilities, and the vast majority of new firms
don’t have tax liabilities for years after getting
started, incentives do little to spur startups.
Startups and small businesses may benefit
from government programs that offer market-
ing and technical assistance,® but tax incen-
tives themselves are unlikely to spur new
business creation or grow existing businesses.

Florida’s incentives also tend to favor capital
spending over labor spending, a common bias
among state incentive programs. Tax subsi-
dies doled out through the state’s Capital
Investment Tax Credit Program are tied to
capital expenditures, and thus allow capital-
intensive firms to disproportionately benefit.
Companies are incentivized to substitute
capital equipment for labor, hampering DEO’s
stated goal of increasing employment.3’

This problem won’t be solved by simply
transferring some of EFl’s duties to DEO or
cutting EFI’s budget. Such changes are merely
cosmetic. A big-business bias is present in
most other states’ incentive programs,
whether they are managed by a public-private
partnership or by a state agency alone.

How would small businesses like to see
incentives changed? Respondents to a small
business survey conducted by Good Jobs First
said that merely reallocating tax incentives
away from big business and toward small ones
would do less good than funding education
and infrastructure, which can actually
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improve laborers’ skill level and attract more
out-of-state companies in the long run.®
Forgoing tax revenue through money-losing
targeted incentive programs risks under-
funding infrastructure, education, police, and
fire protection. These are public services that
benefit every business as well as a broad base
of Florida’s citizenry.

A Different Approach to
Economic Development

Floridians should not let crony capitalism and
ineffective bureaucracies be major parts of
the state’s economic development strategy.
The notion that government officials can

About the Author

effectively pick winners and losers and
increase employment does not stand up
against the actual performance of incentive
programs. Targeted incentives inherently
favor big business, and encourage entrepre-
neurs to game the political system rather than
compete on the quality and price of their
goods and services. Such favoritism erodes
faith in political institutions over time.
Taxpayer money would be better spent on
public services, which benefit everyone.
Eliminating incentive programs and the
bureaucracies that award them will create a
more even playing field for business to
compete and grow Florida’s economy.

Matthew Kelly is a policy analyst with the DeVoe L. Moore Center and a graduate of Florida State

University.

About the DeVoe L. Moore Center

The DeVoe L. Moore Center at Florida State University is an interdisciplinary unit in the College of
Social Sciences and Public Policy that is dedicated to increasing knowledge and public
understanding about the role of government in a market economy. The Center emphasizes the
study of how government rules, requlations, and programs daffect the economy and individuals,
bringing the insights of economics, political science, and public administration to the study of
state and local regulations.

The views expressed in Policy Briefs, Policy Reports, and Commentaries are those of the author
and do not necessarily represent the views of the staff, faculty, trustees or others associated with
the DeVoe Moore Center or Florida State University. Additional information about the Center and
its publications can be obtained by visiting the DeVoe Moore Center website
(www.coss.fsu.edu/dmc) or by contacting Samuel R. Staley, Ph.D., Director, DeVoe L. Moore
Center (sstaley@fsu.edu) or Judy Kirk (jkirk@fsu.edu).

2 “United States of Subsidies,” Louise Story, Tiff Fehr
and Derek Watkins, New York Times, December 1,

Endnotes

! Christopher J. Coyne and Lotta Moberg, “The Political

Economy of State-Provided Targeted Benefits” 2012, ) ] .
(Mercatus Working Paper No. 14-13, Mercatus Center, http://www.nytimes.com/interactive/2012/12/01/us/

George Mason University, Arlington, VA, 2014). government-incentives.html? r=0#home.

DeVoe L. Moore Center, Florida State University Policy Brief #35, Page | 5


file:///C:/Users/Mike/Downloads/www.coss.fsu.edu/dmc
file:///C:/Users/Mike/Downloads/sstaley@fsu.edu
mailto:jkirk@fsu.edu
http://www.nytimes.com/interactive/2012/12/01/us/government-incentives.html?_r=0#home
http://www.nytimes.com/interactive/2012/12/01/us/government-incentives.html?_r=0#home

3 For a review of the literature on enterprise zones up
to 2002, see Alan H. Peters and Peter S. Fisher, State
Enterprise Zone Programs: Have they Worked?
(Kalamazoo, MI: W.E. Upjohn Institute for
Employment Research, 2002). See also Peter Fisher,
Selling Snake QOil to the States: The American
Legislative Exchange Council’s Flawed Prescription for
Prosperity, with Greg LeRoy and Philip Mattera (lowa
City, I1A: Good Jobs First and the lowa Policy Project,
2012).

4 “Local Tax Incentives,” University of Chicago Booth
School of Business, March 24, 2015,
http://www.igmchicago.org/surveys/local-tax-
incentives.

5 Florida Legislature, Office of Program Policy Analysis
and Government Accountability and Office of
Economic and Demographic Research, Florida
Economic Development Program Evaluations - Year 1,
Report No. 14-01 (Tallahassee, 2014).

® Florida Legislature, Office of Program Policy Analysis
and Government Accountability, Agency Review -
Enterprise Florida, Inc., and Department of Economic
Opportunity, Report No. 16-09 (Tallahassee, 2016).

7 Ben Wilcox and Dan Krassner, Enterprise Florida:
Economic Development or Corporate Welfare?
(Tallahassee: Integrity Florida, 2013).

8 “State Business Incentives Database,” Council for
Community and Economic Research, accessed
(January 12, 2016), http://stateincentives.org/.

% “Florida Enterprise Zone Program 2015 Legislative
Changes,” Florida Department of Revenue, September
8, 2015, http://dor.myflorida.com/dor/tips/tip15adm-
04.html.

10Fla. Stat. § 220.191 (1998).

1 Fla. Stat. § 288.106 (1994).

12 |3, Stat. § 288.107 (1997).

13 Fla. Stat. § 288.108 (1997).

14 Fla. Stat. § 288.1088 (1999).

15 Fla. Stat. § 288.1089 (2006).

16 Florida Department of Economic Opportunity, 2015
Annual Incentives Report, with Enterprise Florida Inc.
(Tallahassee, 2015).

7 Florida Legislature, Agency Review.

18 Florida Legislature, Florida Economic Development
Program Evaluation-Year 4, Report No. 17-02
(Tallahassee, 2017)

19 |bid.

20 Florida Legislature, Office of Economic and
Demographic Research, Return-on-Investment for
Select Economic Development Incentive Programs
(Tallahassee, 2014).

DeVoe L. Moore Center, Florida State University

2L Ibid.

22 Florida Legislature, Office of Economic and
Demographic Research, Florida’s Financially-Based
Economic Development Tools and Return on
Investment (Tallahassee, 2017),
http://edr.state.fl.us/Content/presentations/economi
c-development/FLFinanciallyBasedEconDevTools-
ROLl.pdf.

23 On film tax incentives, compare a 2013 report
prepared by MNP, Economic and Social Impacts of the
Florida Film and Entertainment Industry Financial
Incentive Program, with Michael Thom, “Lights,
Camera, but No Action? Tax and Economic
Development Lessons from State Motion Picture
Incentive Programs,” American Review of Public
Administration, published electronically June 5, 2016,
doi:10.1177/0275074016651958.

24 “| ocal Tax Incentives,” Booth School of Business.

%5 Coyne and Moberg, “State-Provided Targeted
Benefits.”

26 Wilcox and Krassner, Enterprise Florida.

27 “Corporate Survey Results: Site Selection Factors,”
Area Development, accessed (December 12, 2016),
http://www.areadevelopment.com/corpSurveyResults
/.

28 Jennifer Burnett, “After State Bidding War, Tesla
Picks Nevada for New Factory Site” (blog), Council of
State Governments, September 8, 2014,
http://knowledgecenter.csg.org/kc/content/after-
state-bidding-war-tesla-picks-nevada-new-factory-site.
2% Gregory J. Wilcox, “Florida Gov. Rick Scott on Hunt
for Los Angeles-Area Business,” Los Angeles Daily
News, April 10, 2015,
http://www.dailynews.com/business/20150410/florid
a-gov-rick-scott-on-hunt-for-los-angeles-area-
business.

30 Jim Turner,“Visit Florida CEO Resigns after
Controversy Surrounding Secret Contract with Pitbull,”
News Service of Florida, December 17, 2016,
http://www.orlandoweekly.com/Blogs/archives/2016/
12/17/visit-florida-ceo-resigns-after-controversy-
surrounding-secret-contract-with-pitbull.

31 william Patrick, “Sanford Burnham: Florida’s $350
Million Tax Incentive Bust” (blog),
FloridaWatchdog.org, October 28, 2016,
http://watchdog.org/280345/incentive-florida-bust/.
32 David Neumark, Brandon Wall, and Junfu Zhang,
“Do Small Businesses Create More Jobs? New
Evidence for the United States from the National
Establishment Time Series,” Review of Economics and
Statistics 93, no. 1 (2011): 16-29. See also the “Indie

Policy Brief #35, Page | 6


http://www.igmchicago.org/surveys/local-tax-incentives
http://www.igmchicago.org/surveys/local-tax-incentives
http://stateincentives.org/
http://dor.myflorida.com/dor/tips/tip15adm-04.html
http://dor.myflorida.com/dor/tips/tip15adm-04.html
http://edr.state.fl.us/Content/presentations/economic-development/FLFinanciallyBasedEconDevTools-ROI.pdf
http://edr.state.fl.us/Content/presentations/economic-development/FLFinanciallyBasedEconDevTools-ROI.pdf
http://edr.state.fl.us/Content/presentations/economic-development/FLFinanciallyBasedEconDevTools-ROI.pdf
http://knowledgecenter.csg.org/kc/content/after-state-bidding-war-tesla-picks-nevada-new-factory-site
http://knowledgecenter.csg.org/kc/content/after-state-bidding-war-tesla-picks-nevada-new-factory-site
http://www.dailynews.com/business/20150410/florida-gov-rick-scott-on-hunt-for-los-angeles-area-business
http://www.dailynews.com/business/20150410/florida-gov-rick-scott-on-hunt-for-los-angeles-area-business
http://www.dailynews.com/business/20150410/florida-gov-rick-scott-on-hunt-for-los-angeles-area-business
http://www.orlandoweekly.com/Blogs/archives/2016/12/17/visit-florida-ceo-resigns-after-controversy-surrounding-secret-contract-with-pitbull
http://www.orlandoweekly.com/Blogs/archives/2016/12/17/visit-florida-ceo-resigns-after-controversy-surrounding-secret-contract-with-pitbull
http://www.orlandoweekly.com/Blogs/archives/2016/12/17/visit-florida-ceo-resigns-after-controversy-surrounding-secret-contract-with-pitbull
http://watchdog.org/280345/incentive-florida-bust/

Impact Study Series published by Civic Economics at:
http://www.civiceconomics.com/indie-impact.html
and the Small Business Administration’s on-line
resources contained summaries at: https://
www.sba.gov/content/small-business-gdp-update-
2002-2010 and Frequently Asked Questions about
small business,
https://www.sba.gov/sites/default/files/FAQ_Sept_20
12.pdf.

33 Florida Legislature, Agency Review.

34 Greg Leroy, Carolyn Fryberger, Kasia Tarczynska,
Thomas Cafcas, Elizabeth Bird and Philip Mattera,
Shortchanging Small Business: How Big Businesses
Dominate State Economic Development Incentives
(Washington D.C.: Good Jobs First, 2015).

DeVoe L. Moore Center, Florida State University

3 Florida Legislature, Agency Review.

36 Timothy J. Bartik, Who Benefits from State and Local
Economic Development Policies? (Kalamazoo, MI: W.E.
Upjohn Institute for Employment Research, 1991)

37 peters and Fisher, State Enterprise Zone Programs.
See also Leslie E. Papke, “What Do We Know about
Enterprise Zones?” in Tax Policy and the Economy, vol.
7, ed. James M. Poterba (Cambridge, MA: MIT Press,
1993), 37-72.

38 Carolyn Fryberger, In Search of a Level Playing Field:
What Leaders of Small Business Organizations Think
About Economic Development Incentives, with Greg
LeRoy, Thomas Cafcas, Kasia Tarczynska, Elizabeth
Bird, and Philip Mattera (Washington D.C.: Good Jobs
First, 2015).

Policy Brief #35, Page | 7



