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Most states require local governments to prepare a balanced 
budget on an annual basis. However, most states do not require 
that jurisdictions conduct fiscal impact evaluations to help en-

sure that local officials understand the short-and long-term fiscal effects 
of land-use and development policies and of new developments that are 
approved. Unfortunately, most communities view the planning process 
as monitoring and enforcing land-use decisions and regulations, and pay 
too little attention to long-range planning issues, including whether the 
community’s current land use plan is fiscally sustainable. This should be 
a major concern for our profession, as how can a community effectively 
implement a land use plan, capital improvement plan or comprehensive 
plan that is not fiscally sustainable?
 To address this issue, the American Planning Association created the 
Paying for Growth Task Force to examine how we as planners factor the 
“cost of growth” into our planning processes. Collectively, the Task Force 
identified the following issues to explore:

• Most communities do not have a fiscal sustainability component as 
part of their comprehensive plans.

• Most planners do not understand the elements of the fiscal equation 
and how they influence the fiscal results for various land uses.

• Some communities have applied the results of fiscal impact studies 
in an inappropriate manner, using the results to support exclusion-
ary, or “fiscal zoning.”

• Other than impact fees, many planners are unfamiliar with the 
revenue sources and funding mechanisms available to fund growth-
related needs.

• Most fiscal analyses are prepared for individual projects and the 
results are nor viewed within the larger context.

• Few planning programs address “paying for growth” as part of their 
curriculum.

Spring 2009

In 2007, APA President Robert Hunter formed a special task force to 
report on the organization’s status regarding issues associated with 
fiscal stress and paying for growth. The task force completed their work 
in early 2009 and presented the following report to the APA Board 
at the Annual Conference in Minneapolis. The section on planning 
education has been highlighted as a separate section in this issue of 
News & Views.
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Times like these 
require that we 

remind people of 
the importance 
of city planning 

to economic 
development. 

We had a very good conference 
and a productive business 

meeting in Minneapolis a few weeks 
ago. We awarded the EDD scholar-
ship to Lingwen Zheng, a student 
at Cornell University. Her article, 
Trapped in the Race to the Bottom: 
Who is Using Business Incentives 

Now?, appears in this issue. We also recognized the 
work of Anne Thompson and Jessica Sheldon whose 
papers appear on the EDD website.
 I would also like to mention one outcome of the APA 
Board meeting that I feel is especially significant: the ac-
ceptance of several of the Divisions Council recommen-
dations of the Task Force on the Future of Divisions:

1. Create new opportunities for participation in APA.  
 The Board approved the creation of Sections of 
Divisions and Interest Groups as new forms of partici-
pation (and directly endorsed the merger of the EDD 
and RTD in the process). The DC Executive Committee 
will draft some preliminary criteria for staff and Board 
review (the Board requires a minimum of 50 members 
to start an Interest Group).

2. Develop new requirements for Division formation.  
 The Board would require that any group desiring to 
start a new Division serve as a Section or Interest Group 
for at least one year before petitioning for Division sta-
tus. The number of APA member signatures required to 
petition for division formation has been raised to 250.

3. Establish a process for Divisions to change status.  
 If a Division (other than those grandfathered) falls 
below 300 in membership within three years of forma-
tion, they would revert to Section or Interest Group 
status and must wait one year before re-applying for 
Division status.
 The APA Board also lifted the moratorium on new 
Divisions, subject to the above. While some of this 
seems boringly administrative, it does place the EDD in 
a good position for the future and sets us up for growth.
 I also would like to let our readers know that this 
is my last issue as Editor of News & Views. My work-
load as Divisions Council Chair and Liaison to the APA 
Board is heavy and something had to give. I know that 
the Economic Development Division is in great hands 
and that you will continue to see high quality newslet-
ters in the future. 
         — Terry Holzheimer, PhD, FAICP
   tholzheimer@arlingtonva.us

During a recession, especially one 
as severe as this one, local gov-

ernments are fiscally stressed as sales 
tax revenue, hotel bed tax revenue, 
property taxes, and other sources 
of revenue decline. Development 
permit and entitlement work has 
plummeted due to reduced market 

demand, which means that permit fee revenue is well 
below normal. Many state governments, hurting as well, 
are raiding local coffers, exacerbating the deficits that 
municipal governments face. 
 During these difficult times, some local govern-
ments are tempted to reduce support for city planning. 
It is hard to fault city managers and elected officials 
who must choose amongst 
funding long-term planning, 
or basic public services such 
as parks, public safety, and 
infrastructure maintenance. 
 The City of Petaluma, 
California, renown as one 
of the early innovators of 
performance-zoning and 
growth management plan-
ning, eliminated its plan-
ning department. Portland 
combined its planning department with its sustainability 
department to eliminate positions, including the Plan-
ning Director. It appears that most cities are reducing 
planning staff positions.
 Times like these require that we remind people of 
the importance of city planning to economic develop-
ment. City planning is essential to the coordination 
of land use and infrastructure to provide capacity for 
the private sector, from targeted base sector industries 
to community businesses, to function and grow, and 
ensure that we use our limited resources efficiently. City 
planning affects the cost of living — such as housing, 
transportation, and energy — which influences a metro-
politan area’s wage structure and competitiveness. City 
planning enables educational and research institutions 
to thrive, and can leverage their ability to generate new 
industry clusters. City planning, or the lack of it, can 
affect the cost of doing business and the maintenance of 
property values. And city planning creates great places 
and communities, which, in turn, enhance people’s qual-

THOUGHTS FROM THE CHAIR IN THIS ISSUE OF NEWS & VIEWS



3

Spring 2009 www.planning.org/divisions/economic/index.htm

ity of life, attracting and retaining the creative entrepre-
neurs and innovators who regenerate an economy and 
the workforce that keeps it thriving.
 Those city planning departments that are com-
bined with economic development functions, such as 
community development, redevelopment, and facility 
financing, seem best poised to make that connection. 
Our department in San Diego is among them. We’re 
seeing an increase in our budget, even as the total 
citywide budget is cutting back, to prepare community 
plans that will establish the land use, infrastructure, and 
facilities financing policies and strategies which will set 
the stage for future economic recovery. 
 As I had told our Mayor, it takes two and a half 
years to update community plans in California given the 
required technical analysis, public participation pro-
cess, plan development, environmental impact analysis, 
and hearings. However, once done, the plans and the 
associated zoning and facilities financing, will reduce 
transaction costs for development, lead to more efficient 
infrastructure, and support a competitive quality of life. 
If we wait for the economic recovery to end before we 
begin, it will still take two and a half years. If we start 
now, we’ll be ahead of the curve and prepared at the 
early stages of the next growth cycle.

THOUGHTS FROM THE CHAIR, CONT. FROM P. 2

 In other news, we had a successful economic de-
velopment all-day workshop at the national American 
Planning Association conference, with almost a hundred 
people attending. We’re working with staff from Virgin-
ia Tech University to package the curriculum so other 
members can use it in local and regional conferences. 
Shana Johnson has researched options for our web com-
munication. At the national conference’s Division Lead-
ership meeting, it became apparent that other divisions 
were thinking the same thing or already have something 
in place. Shana has coordinated with these other divi-
sions and we should have something set up this summer 
that will enable EDD members to trade ideas and opin-
ions — can’t wait. Peter Lowitt finished his directory 
of Eco-Industrial Parks in the United States, which you 
will find soon on our website. Finally, it’s official that the 
Resort and Tourism Division is now a section within the 
Economic Development Division. We welcome their 
members and their participation will add a little fun to 
our economic development planning agenda. 
 Enjoy your summer! 

         — Bill Anderson, FAICP
   andersonw@sandiego.gov

http://www.development-strategies.com
http://www.era.aecom.com
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Each community has a slightly different profile of revenues and expenditures. Detailed knowledge of fiscal factors is essential in 
selecting the most effective policies and tools to pay for growth.

Fiscal Sustainability and Comprehensive Plans
 A fiscal impact analysis projects the net cash flow 
to the public sector resulting from new development. It 
is important to distinguish a fiscal impact analysis from 
an economic impact analysis. Whereas a fiscal impact 
analysis projects the cash flow to the public sector, an 
economic impact analysis projects the cash flow to the 
private sector, measured in income, jobs, output, indirect 
impacts, etc. A fiscal impact analysis has many applica-
tions, including the evaluation of individual develop-
ment projects, annexations, economic development 
proposals, rezoning or changes in land use policies and 
or the land use map. 
 Most comprehensive plans include components/
elements for Public Facilities and Economic Develop-
ment. However, it is this Task Force’s impression that 
most comprehensive plans do not directly address fiscal 
sustainability. Many plans contain language related to 
“sustainable development” and “balanced growth”, but 
go no further than recommending that new growth 
should pay its own way or the need to attract the ap-
propriate mix/balance of land uses. Without conducting 
a fiscal impact analysis as part of the planning process, 
how does a community know what the appropriate mix 
of land uses are, or if the proposed land use plan gener-
ates revenue at least equal to required expenditures? 
 Another critical component of fiscal analysis that 
has been traditionally absent from both academic and 
practical study is an analysis that includes both new 
and existing development. Traditionally, fiscal analysis 
has concentrated on new growth only, typically applied 
to fast growing suburbs. Communities following this 
growth pattern, primarily beginning after World War II, 

THE APA PAYING FOR GROWTH TASK FORCE REPORT, CONT. FROM P. 1

are now becoming “middle-aged,” with much of the 
original infrastructure such as schools, roads and bridges, 
water and sewer following suit. Generally, governments 
have not included depreciation of infrastructure in their 
budgets. This is now changing with the new accounting 
standard known as GASB 34, and there is a clear grow-
ing need to finance the replacement of major existing 
infrastructure. Tax structures are not set up to accom-
modate this need. Fiscal studies that incorporate the 
costs of replacing deteriorating infrastructure while new 
growth is planned will become of increasing impor-
tance for jurisdictions across the country. These types of 
studies will include both revenues and costs of existing 
development and revenues and costs of future planned 
development. Combined, this actually presents a truer 
picture of the future budgetary equation. “Paying for 
growth” rightly turns into “sustaining into the future.” 

Understanding the Elements of the Fiscal  
Equation
 Most planners do not fully understand the different 
elements of the fiscal equation and how they influence 
the fiscal results for various land uses. These factors in-
clude but are not limited to the local revenue structure, 
local levels of service, capacity of existing infrastructure, 
as well as the demographic and market characteristics of 
new growth. 

■ Local Revenue Structure
The key determinant in the calculation of the net fiscal 
results generated by new development is the local rev-
enue structure. Every community relies on at least one 
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quarter or half of their staffs have such knowledge. 
More than 80 percent of planning directors report 
the importance of fiscal impact analysis to effective 
planning, but 18 percent do not have a single staff 
member well-versed in the subject. Similarly, 85 per-
cent of directors see cost benefit analysis as necessary 
knowledge, but 19 percent of directors have no staff 
member who adequately understands the technique.

Planning students have extensive access to 
basic instruction on fiscal and financial issues 
although not all subjects receive extensive 
treatment.
Based on the instructor survey and analysis of course 
syllabi, results indicate that most students have ac-
cess to a broad range of public finance topics within 
planning departments. Coverage of the budget-
ing process, the property tax, other local revenue 
sources, local spending, and capital budgeting are the 
fundamental tools of public finance, and this basic 
knowledge appears to be included in most planning 
curricula. However, other specific topics that are 
also important to a comprehensive understanding of 
public finance, including fiscal impact analysis and 
cost benefit analysis, receive limited coverage in most 
planning departments…However, although students 
may have access to a public finance course and a 
broad range of concepts, it is not a required course 
in most departments. Students can progress through 
their planning courses without exposure to much 
of this knowledge. Furthermore, those students that 
do take courses outside of planning departments are 
learning these public finance concepts, but not neces-
sarily in the context of planning issues or problems. 
This complicates the issue and makes it difficult to 
fully understand the extent of students’ exposure to 
public finance topics.
 It is clear that professional planners in leadership 
positions recognize the importance of understanding 
principles of public finance. Many feel, however, that 
they themselves and members of their staff received 
inadequate training on the subject. This begs the 
question as to whether graduate students in planning 
should be required to take more courses in econom-
ics or finance and/or more elective course work on 
these topics be offered? 

One of the questions raised by the Paying for 
Growth Task Force was how well our gradu-

ate programs are preparing future planners in terms 
of understanding issues related to fiscal impact 
analysis, and the capital improvements program and 
public financing techniques. Our research on this 
topic led us to a wonderfully insightful paper by 
Mary Edwards published in the Journal of Planning, 
Education Research. (Edwards, Mary, Public Finance 
in Planning Education and Practice, JPER, 2007; 27; 
217-227.) Hence, we quote liberally from Edwards 
to summarize a few points.

It is clear that planning professionals think it is 
important for planners to understand fiscal and 
financial issues including impact fees, linkage 
fees and tax incentives.
Results show that 94 percent of planning directors 
surveyed believe that the local budgeting process 
is necessary for planners to understand. Similarly, 
about 96 percent believe planners should be well-
versed in development exactions, including impact 
fees and linkage fees and tax incentives. The only 
issue area that planning directors’ ranked relatively 
low in terms of necessary knowledge is debt financ-
ing. The specific skills of cost benefit analysis and 
fiscal impact analysis are deemed important by more 
than 80 percent of planning directors. Techniques 
like fiscal impact analysis are used to examine an-
nexation, land use change, and alternative develop-
ment scenarios. Planners are involved in negotiations 
on TIF and impact fees and development incentives. 
The annual budgeting process and the capital im-
provement planning process require participation by 
planners in many cities. Furthermore, planners must 
be able to explain these concepts and processes to 
decision makers and citizens.

Despite the perceived view of importance, plan-
ning professionals feel planners have an inad-
equate understanding of the subject.
While 94 percent of planning directors may feel that 
planners should understand the local budgeting pro-
cess, only 20 percent of them responded that every 
one of their staff members has an adequate under-
standing of the process. Most directors report that a 

How are our planning programs addressing paying for growth?
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predominant revenue source, and in some cases several. 
Common revenue sources include property tax, local 
sales tax and local income tax. 
 An important component of the revenue structure 
is the distribution/collection formulas for the various 
sources. With the exception of property tax, the dis-
tribution/collection formulas for most revenues vary 
greatly from state to state. For example, in states where 
sales tax is collected, some allow communities to exact 
a local option sales tax, which is usually collected on a 
situs-basis (point of sale). Other states collect sales tax 
at the state level and distribute the revenue to commu-
nities using a population-based formula. The same situ-
ation exists with income tax, where some states allow a 
local income, or “piggyback” tax on top of the state in-
come tax. In certain states, as is the case with Maryland, 
this tax is collected by place of residence. In others, as is 
the case with Ohio, it is collected by place employment. 

■ Levels of Service
Another important factor in the fiscal equation is the 
levels of service currently being provided in a commu-
nity. The existing level of service is defined as the facility 
or service standard currently being funded through the 
budget. Examples of level of service standards are pupil 
teacher ratios (i.e., one teacher per 24 students), acres 
of parkland per capita, etc. This is an important factor 
since levels of service generally vary from community to 
community. 

■ Capacity of Existing Infrastructure
The capacity of existing infrastructure in a community 
also has a bearing on the fiscal sustainability of new 
development. For example, a community may have the 
capacity to absorb a large number of additional vehicle 
trips on its existing road network or a significant number 
of additional students in its high school. In both of these 
situations, the community can absorb additional growth 
without making additional infrastructure investments 
than a community without excess capacity. 

■ Demographic and Market Characteristics of  
 New Growth
Next to a community’s revenue structure, no other fac-
tor has as great an impact on the net fiscal results as the 
demographic and market characteristics of different land 
uses. Examples of demographic and market variables for 
residential development include average household sizes, 
pupil generation rates, market value of housing units, trip 
generation rate, density per acre and average household in-
come. Important demographic and market characteristics 

for nonresidential development include square feet per 
employee, trip generation rates, market value per square 
foot, sales per square foot (retail) and floor area ratio. 

Tactics for Exporting the Costs of Growth
 Over the past several decades, local government 
has become more expensive as the growth in locally 
generated tax revenues has exceeded the per capita 
growth in real income. Conversely, state and federal per 
capita transfer payments have trailed per capita income 
growth, requiring that localities now carry more of the 
cost burden. The greatest increase in local expenditures 
has been per capita debt service, representing the need 
to pay for capital improvements and new facilities.
 When a locality is faced with fiscal stress from 
growth, they have relatively few policy options; they can:
• Raise taxes and thereby increase revenue;
• Decrease expenditures, usually by reducing service 

levels; or
• Export the costs by placing some of the burden on 

others.

 There are several tactics for exporting costs, including:
• Fiscal zoning;
• Exactions and impact fees;
• Inclusionary zoning and linkage programs;
• Negotiated development agreements;
• Special districts;
• Tax increment financing; 
• Enterprise funds; and
• Concurrency provisions or requirements for ad-

equate public facilities.

 These methods can be used independently or in 
combination.
 Fiscal zoning generally refers to the exclusionary 
practices of restricting the types of development to 
those with the highest net fiscal yield including limiting 
new development through zoning to large lots or high 
value “executive housing”; luxury multifamily apart-
ments; office, retail or industrial uses; and age restricted 
housing, (which, like multifamily housing, produces 
few if any students). All of these land uses produce high 
tax yields with low service costs, hence the commonly 
applied term “fiscal” zoning. Zoning practices that follow 
the tenets of smart growth by promoting compact, high-
er density, clustered development can also be considered 
a form of fiscal zoning.
 Exactions and impact fees are fixed fees that par-
tially cover the costs of new public facilities. Exactions 

THE APA PAYING FOR GROWTH TASK FORCE REPORT, CONT. FROM P. 4
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are required improvements related to direct impacts 
(initially roadways) while impact fees recover those and 
other capital costs incurred for both on-site and off-site 
facilities necessitated by development. Both are based 
on marginal needs and costs. The tests of their legality 
typically include a reasonable relationship between the 
needs generated by the development and the facilities 
capacity; the uniquely attributable characteristics of the 
developments’ facility needs or demand for services; and 
a rational nexus between the project impact and the 
facility requirements. Exactions or impact fees seldom 
cover more than a small proportion of total costs, are 
generally calculated based on the proportional marginal 
costs of new facilities, and seldom cover any operating 
or maintenance costs.
 Inclusionary zoning and linkage programs are de-
signed to address general impacts and to provide more 
broadly needed public goods. An example of Inclusionary 
zoning would be a requirement for the proportional pro-
vision of affordable housing within a new development 
project. Linkage programs may also be related to general 
public goods that might not otherwise be provided, e.g., 
affordable housing; public art; or child care facilities. The 
linkages generally provide for per unit or per square foot 
contributions for public goods which may or may not be 
built within or adjacent to a new project.
 Conditional zoning (sometimes referred to as prof-
fers) or special exceptions are similar to exactions and 
impact fees, but more negotiable and broadly directed. 
Both are forms of negotiated development and gener-
ally require that guidelines be incorporated within a 
comprehensive plan. They provide more latitude for 
negotiation than exactions or impact fees, but have 
similar effects. Negotiations are often codified by a de-
velopment agreement, ordinance, or conditioned special 
exception acted on legislatively. The key is that they are 
“proffered” and not required, lending an aura of volun-
tariness to the procedure.
 Capital facilities or services applicable to a specific 
geographic area can be financed through a special tax-
ing district. Such tax districts can be established for the 
provision of infrastructure or facilities such as transpor-
tation, water & sewer, community or cultural facilities, 
etc. Business improvement districts that provide added 
services, but generally not capital facilities, are a form of 
special district. Facilities or services are restricted to tax 
district boundaries and often require a referendum or 
legislative authorization to enact.
 Tax increment financing (TIF) uses projected new 
marginal tax collections to capitalize infrastructure in-
vestments. TIF programs typically freeze tax collections 
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within a specified district at some base level, allowing 
additional or marginal revenues generated by new de-
velopment to be used to finance the infrastructure and 
facilities needed to facilitate or serve such development. 
On the negative side, they typically limit new contri-
butions to the general fund which still must support 
service costs within TIF districts.
 Communities are more frequently creating enter-
prise funds to isolate the costs of review and approval of 
development so that this function can be self-support-
ing. The fund may include items such as zoning reviews, 
plans review, and inspections. One advantage of these 
funds, in addition to ensuring that development process-
ing pays for itself, is the flexibility of expanding or con-
tracting public staffing to respond to market conditions.
 Adequate public facilities ordinances connect stra-
tegic public investments to planned and permitted new 
growth. They restrict development until such time as 
public facilities are adequate to support additional popu-
lation. This requires a capital facilities plan that directs 
investment into those areas planned for growth. There 
should be a reasonable relationship between the market 
demand for new development and the construction of 
infrastructure. In other words, communities cannot use 
their failure to provide infrastructure to limit growth, but 
must continually invest in new infrastructure sufficient to 
support some planned level of growth. In addition, they 
are useful at controlling the location and pace of new 
development at some reasonable level of growth.

Special Considerations When Making Policy 
Changes
 There are a number of impacts for communities to 
consider when choosing to export the costs of growth:

• Policies must be comprehensive and rational and 
not arbitrary;

• Demographics should inform service and facilities 
standards: communities need to be facilitating the 
“right” types and quantities of public goods;

• Fiscal impact analysis can help communities to integrate 
standards and policies into the comprehensive plan;

• The impacts of new policies may not be evident 
for many years — a change in policy needs to work 
its way through the previously approved pipeline 
before it gets any traction;

• There may be unintended consequences and/or equity 
issues when costs are exported unevenly — communi-
ties need to think through the potential unintended 
impacts before using any of these techniques; and
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October 4-6, 2009
APA Federal Policy Conference
Washington, DC

October 4-7, 2009
IEDC 2009 Annual Conference  
Silver Legacy Hotel Resort Casino  
Reno, Nevada
www.iedconline.org/AnnualConference/index.
html 

October 14-16, 2009
International Council of Shopping Centers
RetailGreen Conference & Trade Exposition
Hollywood, CA

November 3-6, 2009
2009 ULI Fall Meeting and Urban Land Expo
Venue: Moscone Center South 
Location: San Francisco, California

November 19, 2008
Linking Cities by High-Speed Rail: What the 
Future Holds
Governor Michael S. Dukakis
Lincoln Institute for Land Policy 
www.lincolninst.edu/news/lectures.asp#dukakis 

January 31-February 2, 2010
IEDC Leadership Summit 
The Woodlands Resort and Conference Center 
Houston, Texas

Calendar of Upcoming Events

APA is partnering with the U.S. Economic Devel-
opment Administration in order to provide best-

practice lessons to planners and economic develop-
ment practitioners. A component of the project is the 
quarterly Planners Spotlight series, where we feature a 
practicing planner’s economic development project. The 
2008 series featured the regional redevelopment efforts 
in Greensboro; brownfields and corridor revitalization 
in Springfield, Missouri; hazard mitigation planning in 
Story County, Iowa; and most recently, the redevelop-
ment of Shirlington, Virginia. All features are posted 
on the project website and available at www.planning.
org/eda/.
 As we move forward with the partnership we are 
developing the 2009 production schedules and are in-
terested in pursing potential authors from the APA Eco-
nomic Development Division who would like to share 
their story. Each author will develop a personal account 
of the project; what economic development means to 
them as a practicing planner; the value of thoughtful 
economic development and planning; and how good 
planning can effect positive change in their community. 
After receiving a draft, we will help edit and craft it for 
publication on our website.
 Articles should be approximately 1000-1500 words, 
and should have a personal and informal tone like past 
features. We also ask authors to provide a headshot and 
a few digital photographs of their projects to include on 
the website.
 If you are interested in featuring your economic de-
velopment story in the Planners Spotlight series, please 
contact Tre Jerdon at tjerdon@planning.org for further 
details. Please note the Planners Spotlight is a quarterly 
series, and we will make every effort to accommodate 
all interested parties on a rolling basis. 

APA and the Economic  
Development Administration

http://www.epsys.com
http://www.bayareaeconomics.com
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(continued next page)Entrepreneur centers like this one aid endogenous growth 
through both start-ups and small business expansions.

Trapped in the Race to the Bottom: 
Who is Using Business Incentives Now?
by Lingwen Zheng, Master’s of Regional Planning ’09, Cornell University

Creating job opportunities, increasing the local 
tax base and diversifying the local economy have 

always been top priorities for local governments (Bartik, 
1991; Bartik 2003; Lynch 2004; Blakely 2002). How-
ever, debate over how to promote economic develop-
ment and what tools to use has been ongoing for quite 
some time. Eisinger (1988) distinguishes economic 
development policies into supply-side strategies and 
demand-side inducements. Supply-side strategies, which 
target the private sector, are generally based on location 
theories—firms choose locations where they can mini-
mize costs. Therefore, traditional supply-side economic 
development policies usually involve business incentives 
aimed at reducing costs for private firms, such as taxes 
and land (Eisinger, 1988). 
 So far, three waves of economic development 
strategies have been observed, they are: business attrac-
tion, business retention, and the emerging community 
economic development. Business attraction strategies, 
known as first wave economic development policy, 
are characterized by programs or activities designed to 
target specific firms in order to attract these firms to 
relocate in local communities. Typical tools of the first 
wave policies include business incentives such as subsi-
dized loans, tax exemptions or even direct payments to 
firms (Bradshaw & Blakely, 1999; Koven & Lyons, 2006; 
Olberding, 2002). Compared to first wave economic 
development programs, business retention strategies, 

known as second wave economic development strate-
gies, offer more indirect industry-level assistance such 
as marketing and revolving loan funds, etc. (Bradshaw & 
Blakely, 1999; Olberding, 2002). Second wave economic 
development policy highlights entrepreneurship, indus-
trial clusters, and public-private partnerships. However, 
both business attraction and business retention strate-
gies tend to place a major focus on the private sector 
with benefits being reaped primarily by private firms 
and high-skilled workers. Low-income and low-skilled 
workers are largely overlooked (Blakely, 2002; Koven 
& Lyons, 2006). The emerging third wave of economic 
development efforts focuses more broadly on commu-
nity-level economic development strategies and public 
investment to improve quality of life. 
 However, over the years, local governments have 
continued to use first wave business incentives to pro-
mote economic development. Lynch (2004) contends 
that “[t]oo often public officeholders first embrace 
lowering taxes and creating tax incentives as their chief 
economic development tools, with public investment 
usually ranking as a distant third option” (p. vii). Bartik 
(2003) estimated that the national total for business 
incentives is over $ 17 billion per year, two-thirds of 
which are direct assistance such as tax incentives. These 
development strategies have become so persuasive that 
local governments find themselves in competition with 
each other to offer business incentives for self-defense, 
which essentially catalyzes an unhealthy ‘race to the 
bottom’ in economic development policy (Buss, 2001; 
Bowman, 1988; Burnier, 1992; Koven & Lyons, 2006). 
From a political economy perspective, we have long rec-
ognized the ‘city as a growth machine’ (Molotch 1976) 
where business and real estate elites partner with local 
government to promote economic growth for business 
and compete with other localities. This can lead to a 
process of destructive inter-local competition that can 
promote a race to the bottom (Donahue 1997). Quality 
of life concerns of residents are often overlooked. 

This article received the APA EDD scholarship award presented at the 2009 annual conference in 
Minneapolis. Congratulations to Ms. Zheng and her faculty advisor, Dr. Mildred Horner.
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(continued next page)

 In addition to the unhealthy competition generated 
by business incentives, the effectiveness of these first 
wave strategies has long been questioned. According to 
Lynch (2004), studies conducted in the 1950s to mid-
1970s found no significant positive impact of tax incen-
tives or negative impact of taxes. In a meta analysis of 
75 more recent econometric studies conducted between 
1979 and 1994, Bartik (1991 and 1994) concluded 
there was a significant negative impact of taxes on local 
economic growth in part because firms have become 
more footloose and thus more responsive to incentives 
(Bartik 2005). However, LeRoy (2005) has shown that 
these business incentive strategies have severe ac-
countability issues, and many states and localities have 
responded with increased attention to accountability 
controls. 
 Why do local governments continue to use incen-
tives when research questions their efficiency and 
accountability? Wolman (1988) and Wolkoff (1992) 
argue that business incentive decisions by local gov-
ernments are the politicians’ calculation of economic, 
fiscal and political costs and benefits. Local economic 
development policy also is a product of governments’ 
policy-learning process (Eisinger, 1995; Mintzberg, 
1973). Because economic development policy research 
is inconclusive and political pressure to continue with 
incentives is high, some governments continue to focus 
primarily on business incentives. 
 Eisinger (1995) further argues that governments’ 
choice of economic development programs responds 
to external economic conditions and inter-local com-
petition. For example, by analyzing business incentives 
across 8 states and 27 cities, Peters and Fisher (1997) 
suggest that higher unemployment rates lead to larger 
incentive packages. In addition, the openness of the local 
economic development process to citizen participation 
can also influence business incentive adoption (Wolman 
& Spitzley, 1996). Sharp and Elkin (1991) find more 
citizen participation is associated with wider adoption 

of cost-effective economic development policies. But 
Cable, Feiock, and Kim (1993) fail to find significant 
correlation between greater openness and lower prob-
ability of business incentive adoption. 

Research Questions, Data and Methodology 
 In this paper, I first ask if local governments in the 
U.S. have started moving away from the first wave eco-
nomic development policies. Then I explore the differ-
ences between governments who still extensively engage 
in business incentives and those who do not. Based on 
the comparison, I study what political and economic 
factors can influence local governments’ adoption of 
economic development policies. Many case studies have 
been conducted on these questions, however, I use well 
collected datasets which can be subject to advanced 
quantitative methods to determine trend and examine 
factors that affect local governments’ behavior. 
 The datasets I use for this research are collected by 
the International City/County Management Association 
(ICMA). The ICMA Economic Development Survey 
is conducted every five years in 1994, 1999, and 2004. 
Surveys are sent to chief municipal administrative offi-
cers in cities and counties with more than 10,000 popu-
lation across the United States. Response rates average 
about 30 percent. The sample is broadly representative, 
both geographically and by population size. The survey 
has maintained consistency that allows comparisons 
over time. 
 Descriptive statistics are primarily used to explore 
and analyze the general trend of economic develop-
ment strategies for the 1994-2004 decade. Because my 
dependent variable, total number of business incentives, 
only takes nonnegative count values and has a large 
number of zero outcomes, Zero Inflated Negative Bi-
nomial (ZINB) Regression Model is employed to study 
local governments’ decision making process regarding 
business incentives. The ZINB Regression generates two 

TRAPPED IN THE RACE TO THE BOTTOM, CONT. FROM P. 9
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separate models and then combines them. First, a Logit 
model is generated which predicts the likelihood of a 
certain case would be in the nonzero group. Then, a 
negative binomial model is generated which can predict 
the counts for those cases whose dependent variables 
have nonzero outcomes. 
 The ZINB model takes the total number of business 
incentives as the dependent variable. Eighteen business 
incentives are measured. See Table 1 in the Appendix. 
Accountability of business incentives is measured with 
the total number of accountability criteria applied out 
of 14 measures. The average number of accountability 
measures peaked in 1999. I use natural log of per capita 
real property revenue as the measure of the effective-
ness of business incentives. I also include variables to 
assess local governments’ organizational behavior: the 
intensity of inter-local competition (measured as 0-6 
with 6 coded as the strongest competition) and per-
cent of staff time spent on business attraction activities 
to detect managerial learning. Over the 1994-2004 
decade, local governments faced less inter-local com-
petition. I include the total number of local economic 
development participants and a dummy variable for 
citizen opposition (opposition =1) to capture the level 
of participation. Over the decade, there is an expand-
ing list of economic participants ranging from 9 mea-
sures in 1994 to 10 measures in 1999, and 15 measures 
in 2004. I include the total number of encountered 
economic development barriers and perceived local 
economic condition to describe the overall external 

environment. An expanding list of economic develop-
ment barriers are measured (8 measures in 1994, 9 
measures in 1999, and 18 measures in 2004) and the 
average number increased from 2.5 in 1994 to 3.5 in 
2004. Economic condition is a categorical variable with 
economic decline being coded as -1, stable economy 
as 0, and economic increase as 1. Percent of staff time 
spent on business attraction activities and natural log of 
per capita real property revenue have missing values. In 
this paper, I use series-mean substitution to solve this 
problem. 

Trend in Economic Development Policies 
 Although business incentives are widely used across 
the decade, there is a gradual shift away from them. 
More than 45% of the survey respondents in 2004 indi-
cated that they no longer used any incentives, while in 
1994, less than 12% of the survey respondents claimed 
so. The average number of business incentives used has 
dropped from 4.64 in 1994 to 3.31 in 2004. The data 
suggest that while some local governments have moved 
on to other economic development strategies, some 
governments are stuck with first wave business incen-
tives. (See Table 1). 
 In order to explore the difference between gov-
ernments that still use first wave incentives and those 
who do not, I conducted mean comparisons of all the 
independent variables used in the ZINB model.  
(See Table 2). Governments that still use business 

(continued next page)

* Percent of Governments not using business incentives at all 1994: 11.56%, 1999: 32.24%, 2004: 45.45%.
Data source: Author’s Analysis of the ICMA Economic Development Survey, 1994, 1999 and 2004.

Table 1: Average Numbers of ZINB Model Variables, 1994, 1999, and 2004
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incentives involve more participants in their local 
economic development processes than those who do 
not. Over the years, these governments also perceived 
stronger external competition and more economic 
development barriers. Encouragingly, they did apply 
more accountability measures. This suggests that when 

governments grant business incentives, they pay more 
attention to accountability of the money that they give 
away. In 2004 local governments that still use busi-
ness incentives had lower per capita real property tax 
revenue.

(continued next page)

TRAPPED IN THE RACE TO THE BOTTOM, CONT. FROM P. 11

Table 2: Comparison between Governments Using  
Incentives and Those That Do Not

* denotes statistically significant at the 5% level, and ** denotes strongly significant at the 1% level.
Data source: Author’s Analysis of ICMA Economic Development Survey, 1994, 1999 and 2004.
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Model Results 
 ZINB Regression models were run on the full 
dataset for 1994, 1999, and 2004. (See Table 3). The 
“Yes/No” column under each year shows the results of 
the Logit model predicting the likelihood that a govern-
ment still uses business incentives. The “Level” column 
under each year examines what factors affect the num-
ber of incentives used by those governments that still 
use business incentives.

Predicting the Likelihood of Governments Still  
Using Business Incentives 
 In 1994, the more staff time spent on business at-
traction activities, the more likely governments would 
engage in business incentives. However, in 1999 and 
2004, staff time spent on business attraction activi-
ties was no longer significant. This indicates a learning 
curve over time. The total number of participants in 

TRAPPED IN THE RACE TO THE BOTTOM, CONT. FROM P. 12

(continued next page)

(continued next page)

Table 3: Zero-Inflated Negative Binomial Model Results*
(Dependent variable: Total number of business incentives)

* denotes statistically significant at the 5% level, and ** denotes strongly significant at the 1% level.
( ) is z-score.
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the economic development process is only significant 
in 1994. In this year, the more participants in the local 
economic development process, the less likely govern-
ments would use business incentives. In all three survey 
years, the more accountability measures applied, the less 
likely governments would use business incentives. This 
suggests that attention to accountability measures can 
reduce the likelihood of using business incentives. The 
intensity of competition was only significant in 2004. In 
that year, the more competition governments perceived, 
the less likely they would use any business incentives. 
The natural log of per capita property tax revenue, 
citizen opposition, number of perceived economic 
development barriers, and external economic conditions 
have no effect on the likelihood of governments using 
business incentives. The most important result of the 
Logit models is to show that use of accountability mea-
sures reduces the likelihood that governments will use 
business incentives. This shows the value of economic 
development planning in improving the accountability 
of local economic development behavior.

Factors Affecting the Number of Incentives Used 
 The model results for level of incentives also shows 
a policy learning process. The percent of staff time spent 
on business attraction is only significant in 1994, but 
not in 1999 and 2004. Little change has occurred to 
business incentive tools over the past decade, so practi-
tioners need less time to use familiar tools in the later 
model years. Over the years, the more economic de-
velopment participants involved in the local economic 
development process, the more business incentives are 
utilized. This suggests that in communities that still 
use business incentives, economic development par-
ticipants still largely favor supply-side strategies and 
private sector interests. However, it also shows that local 
governments realize the importance of participation and 
reaching consensus among various interest groups when 
making decisions on economic development policies. 
 The positive significant correlation between the 
number of accountability measures and the number of 
business incentives in all three survey years indicates that 
local governments that still use incentives also recognize 
accountability issues. The natural log of per capita real 
property tax revenue is only significant in 2004, but not 
in 1994 and 1999. This confirms prior research in the 
1990s which shows business incentives and industrial at-
traction have little to no impact on the local tax base. The 
2004 model shows that business incentives are associated 
with governments with lower tax bases, suggesting the 
strategy is more common among poorer governments. 

 The intensity of competition perceived by local 
governments is positively correlated with the number 
of business incentives only in 1994 and 2004, but not in 
1999. This indicates that competition is a bigger issue for 
local governments during economic recessions (in 1994 
and 2004 more governments reported economic decline). 
Citizen opposition was only significant in 1999 and this 
suggests governments are more likely to take citizen’s 
voice into consideration when they do not feel threatened 
by the economy. In contrast, during the economic down-
turn years (1994 and 2004) citizen voice had no signifi-
cant role in local governments’ decision-making processes. 
 My model results do not show a significant effect 
of economic barriers on local governments’ decision 
on economic development strategies; however in 2004 
governments that engaged in more business incentives 
perceived declining economic conditions.

Policy Learning and Destructive Cycle 
 Over the last 1994-2004 decade U.S. local govern-
ments show a policy learning process. Less staff time is 
spent on business attraction strategies and fewer gov-
ernments employ these strategies (down from 88% in 
1994 to 55% in 2004). Accountability issues are given 
more attention and lead to a lower likelihood of using 
incentives. However, among those governments still 
using incentives, higher levels of incentives are associ-
ated with higher attention to accountability measures. 

TRAPPED IN THE RACE TO THE BOTTOM, CONT. FROM P. 13
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Also for those governments who still use incentives, 
they realize they need to build consensus among various 
interests groups and increase participation when making 
decisions on economic development policies. However, 
citizen voice is still largely overlooked. 
 The models show an overall learning process exhib-
ited by all governments with significantly fewer govern-
ments using incentives, and among those who still do, 
more attention being given to accountability. This shows 
the concerns raised about accountability (Lynch, 2004; 
LeRoy, 2005) have been heard and governments are 
attempting to respond. However, some governments 
are stuck in a race to the bottom with the first wave 
economic development strategies. Among these govern-
ments that still use incentives, the 2004 model results 
show they perceive more intense inter-local competition 
and face a declining local economy and lower tax base. 
These governments appear to be trapped in a race to the 
bottom where they face destructive inter-local competi-
tion and declining economic conditions but rely heavily 
on incentives that undermine their tax base. 

TRAPPED IN THE RACE TO THE BOTTOM, CONT. FROM P. 14

Editor’s Comment
 Our student winner has done an excellent job 
reflecting the current literature on economic devel-
opment. She, and the literature, are rather harsh on 
first wave, old style, smokestack-chasing economic 
development. As one who still practices the use of 
incentives to attract businesses, with great account-
ability of course, I maintain that such practices still 
have their place. In my community, we use incen-
tives judiciously, but effectively. Of our top 20 
private sector employers, four have been recipients 
of major incentives (by our definition). Another 
six have received help with one issue or another in 
making a relocation decision. In each case, a full re-
turn to the locality, or the state, has been achieved 
within two years at most. In no case did we “buy” 
the deal with incentives that were overly expensive 
or out of context with the underlying fiscal eco-
nomics to the community.
 At the same time, we employ a diverse and 
wide ranging strategy to increase employment, 
income and wealth. Business retention is extremely 
important as is entrepreneurism and endogenous 
growth. We understand the fiscal imperatives of 
economic sustainability and are one of a handful 
of the highest rated municipalities in the nation. 
My point is that incentives, practiced skillfully, still 
have a place in economic development and should 
not be entirely discredited. 

— Terry Holzheimer, PhD, FAICP
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• Planners need to be schooled in the economics of 
development in order to use these tools effectively.

Task Force Recommendations

The Task Force recommends that:
• APA Continue to increase planners’ awareness of 

cost of growth issues through special tracks such as 
the Paying for Growth track at the 2008 National 
Conference and through AICP symposia. 

• AICP should pursue education providers who offer 

capital budgeting and other finance-related con-
ferences, so that AICP Certification Maintenance 
credits are available to members on these topics. 

• Consideration should be given to seeking funding 
for a full PAS Report on this topic. 

The Paying for Growth Task Force was chaired by L. 
Carson Bise, II, AICP and included William R. Anderson, 
FAICP; Jeff P. Bronow; Janet L. Carter; Mike G. Deming; 
Terry F. Holzheimer, FAICP; Arthur C. Nelson, FAICP; 
and Tyson Smith, AICP.
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Because News & Views is a digital-only publica-
tion, it is very important that we have access to 

your current (working!) email address. To be sure 
that your contact information (including email, ad-
dress, telephone, etc.) is correctly reflected in your 
APA profile, go to www.planning.org/myprofile, en-
ter your APA ID (from Planning magazine mailing 
label or invoice) and password (click on “create a 
new password” if you’ve forgotten it or do not have 
one) and verify or update your profile. If you need 
assistance, contact webmaster@planning.org.

UPDATE YOUR APA PROFILE!
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