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TEXAS ECONOMIC DEVELOPMENT INCENTIVES:  
FOR THE COMMON GOOD? 

New CPPP Report Examines Tradeoffs Between Business Tax Cuts and Needed 
Investments in Workforce and Education   

 
Texas provides unique opportunities for examining the effects of economic development (ED) on communities 
because it contains both great wealth and extreme poverty. Bolstered by high-technology sectors, business and 
financial services, and manufacturing—in addition to the still-important oil, gas, and petrochemical industries—
Texas’ economic growth as a whole is outpacing the nation’s. But growth is not reaching all parts of the state equally 
or improving all communities’ economic and social well-being to the same extent. An upcoming CPPP report examines 
what state government has done to promote economic development through ED programs and business tax 
expenditures. Incentives created by the 76th Legislature are also analyzed. Finally, recommendations are included to 
correct the major shortcomings of the state’s economic development programs and incentives. 

  

Introduction  
State and national economic data verify that Texas 
has more high-tech and other manufacturing jobs, 
higher salaries, and more prosperity than ever 
before—but also more poverty and more low-paying, 
low-skill service jobs with few or no benefits. Texas 
continues to be a leading state in corporate facilities 
and jobs created, but also leads the U.S. in residents 
lacking health insurance and access to basic social 
supports. Even more troubling, prosperity and 
poverty are increasingly concentrated in separate 
communities, as demonstrated by indicators such as 
unemployment rates, per capita income figures, and 
average manufacturing wages. 

The uneven economic health of communities 
across Texas is important in examining public 
economic development activities. Federal, state, and 
local governments directly and indirectly influence 
the economic development of communities through 
programs and tax expenditures. As long as a 
significant share of the state’s communities lack the 
resources to participate fully in an expanding 
economy, the continued use of public resources for 
economic development is legitimate and needed.  

The uses of these resources do, however, need to be 
judged by whether they promote sustained 
development—by strengthening communities and 

allowing them to acquire the assets needed for 
continued economic growth. They should also be 
judged according to standards of equity that help 
determine if economic development and its benefits 
are reaching all areas of the state.  

 
Major Report Findings 
The soon-to-be released CPPP analysis of $4.5 
billion spent by the state on economic development 
over two years reveals: 
 
Tax expenditures for economic development 
are a large and growing cost. Using extremely 
conservative estimates, economic development tax 
incentives will cost Texas at least $3.8 billion in the 
2000-01 biennium, and are growing rapidly in 
comparison to the state budget and to state spending 
on direct economic development programs or 
workforce development. New tax incentives, like new 
economic development programs, are often enacted 
with little information provided about their long-
term contribution to state or local efforts. In several 
instances, the total cost of existing and new 
incentives is unknown—especially long-term costs. 
 
Economic development activity is not targeted. 
State economic development programs and tax 
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incentives often benefit areas and firms already 
enjoying high levels of economic activity. Provisions 
targeting economically disadvantaged areas or groups 
are used only in a small fraction of state programs 
and incentives, leaving communities with fewer 
resources to fend for themselves.  
 
Texas has average levels of economic 
development spending, but no budget or plan to 
guide that spending. Direct spending on economic 
development programs will total at least $729 
million in the 2000-01 biennium, almost 1 percent 
of the state budget—similar to amounts identified in 
other states. Various state entities operate dozens of 
ED programs, and higher education institutions play 
a much larger part than is generally recognized. 
Together, however, these do not constitute a true 
system, because they have been developed without a 
state-level budget or plan or other comprehensive 
policy to shape decision-making.  
 
Tax incentives take resources away from 
investments critical to long-term economic 
growth. Texas’ already low tax burdens and evidence 
of the relatively minor role of taxes in influencing 
business location and expansion decisions make it 
difficult to justify new tax incentives for economic 
development, yet they continue to be enacted. Tax 
breaks take much-needed resources away from more 
efficient economic development programs and from 
investments in workforce development that 
businesses need and that will truly contribute to 
long-term economic growth.  
 

Policy Solutions 
Balance tax incentives with workforce 
investments. The state needs to strike a better 
balance between economic development program 
spending and tax incentives, and investments in its 
workforce and other capacity-building measures. The 
state needs to monitor and control growth in tax 
expenditures relative to the size of the state budget 
and to specific investment areas such as public 
education and other workforce development efforts. 
 
Focus state resources on areas most in need. As 
part of an overall state plan, Texas should take a 
comprehensive approach to improving economic 
conditions in underdeveloped areas of the state. 
Where considerable resource gaps exist, state funds 
and other economic development incentives should 
be focused on areas least able to strengthen their own 

communities. 
 
Develop an integrated economic development 
budget. Texas needs a complete, integrated 
economic development budget that includes the cost 
of all business tax incentives and ED programs, and 
that applies better performance measures to these 
initiatives. Improving cost and outcome information 
for ED programs and tax incentives is a critically 
important first step in identifying the most efficient 
uses of public funds for economic development. 
 
Develop a state economic development plan. A 
coordinated, strategic state economic development 
plan that is clearly linked to the integrated ED 
budget should be developed, with goals and 
benchmarks for all existing and new incentives to 
measure progress and accomplishments. Texas needs 
a statewide economic plan to guide and improve 
long-term community development. A good plan 
would establish clear, realistic short- and long-term 
goals and objectives for specific state economic 
development investments. 
 
Review all programs and keep only the most 
effective incentives. The state should assess all 
economic development expenditures and continue 
only those programs and incentives that represent the 
most efficient and effective use of state resources. The 
sunset process used for state agencies should be 
applied to existing ED programs and tax incentives. 
All new programs and incentives should include 
sunset language. 
 
Next Steps 
CPPP’s upcoming report will recommend ways to 
greatly improve the state’s approach to economic 
development, but this report is only a first step in 
analyzing state-level activity, its links to workforce 
development, and its effects on community 
development. Further research on what local 
governments are doing and on how workforce 
investments fit into economic development strategies 
are needed to provide a more complete picture. 
The report itself will be available by the end of February 
2000. 

You are encouraged to copy and distribute this 
edition of THE POLICY PAGE 

 
 



WANT TO WORK AT CPPP? 
 
We are looking for a creative and energetic person to run our fund-raising and development 
operations here at the Center.  Qualified applicant must have passion for social justice and 
demonstrated success working with foundations and attracting individual donors.  Salary is 
commensurate with experience and qualifications.  Send resumes to Development Director 
Search, 900 Lydia Street, Austin, TX, 78702 or fax to 512.320.0227.  For more information, 
call Dianne Stewart at 512.320.0222. 


