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Introduction 
State and local governments rarely evaluate whether their business tax incentives 
are effective. But when they do, is the evaluation any good? 
 
 
 
State and local policymakers have recently 
engaged in a burst of economic development 
activity. Incentive programs developed for 
Amazon, Foxconn, and Tesla – each valued over 
$1 billion – and similar deals for other companies 
are symptomatic of a growing preference for 
using targeted tax incentives to spark economic 
growth. Although 68 percent of state and local 
governments offered such incentives in 1999, it 
soared to 95 percent by 2009.1 
 
Unfortunately, policymakers often fail to 
evaluate whether business tax incentives are 
effective. In a 2014 survey, just over 50 percent 
of local government officials reported 
scrutinizing their incentives with cost-benefit 
analysis. And a study by the Pew Charitable 
Trusts in 2017 found only ten states “rigorously 
measure the economic and fiscal impact” of their 
programs. The lack of evaluation often stems 
from concerns over cost and worry about the 
potential fallout from critical reports.2 
 
Nevertheless, program evaluation is essential to 
economic development because, as the Pew 
study notes, it provides policymakers with 
“realistic, reliable information on the 
effectiveness of incentives.” 
 
 
 
 
 

But do the evaluations that are produced fulfill 
that need? There are good reasons to wonder. 
Most evaluations report findings generated by 
statistical models that exaggerate job creation 
by using so-called multiplier effects. Most also 
fail to incorporate key economic phenomena, 
like opportunity costs. And many fail to 
determine if tax incentives generated business 
activity that would not have happened 
otherwise.  
 
Not surprisingly, program evaluations are 
routinely contradicted by peer-reviewed 
academic studies, which generally conclude that 
targeted incentives do not produce comparable 
economic gains.3 
 
This white paper presents a series of best 
practices to improve the evaluation of business 
tax incentives. Implementing them will help 
policymakers and taxpayers better judge 
business tax incentives’ value to state and local 
economies. The paper also assesses how well the 
ten states identified by Pew as leaders in this 
area – Florida, Indiana, Iowa, Maine, Maryland, 
Minnesota, Mississippi, Nebraska, Oklahoma, 
and Washington – collectively follow best 
practices. 
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Best Practices 
A framework for evaluating business tax incentives. 
 
 
 
 
The following sections describe sixteen best 
practices for evaluating a business tax incentive 
program. These practices draw on academic 
research and previous commentary on how to 
improve program assessment in economic 
development.4 A summary checklist appears on 
page 5.  
 
Data 
 
Transparent, impartial data is crucial to a 
program evaluation. All data sources should be 
identified within the text and in the vicinity of all 
tables and figures. Data should come from 
federal, state, or local agencies or other 
organizations that do not present a conflict of 
interest. Self-reported data provided by 
incentive recipients or related groups (e.g., labor 
unions) should be avoided. Studies have found 
that – intentionally or not – it is prone to 
exaggeration.5 It is also prudent to view data 
from economic development agencies with 
some skepticism. Officials may – again, 
intentionally or not – embellish results to make a 
program they administer appear more effective. 
 
Outcomes 
 
Because an incentive may have multiple policy 
objectives, its evaluation should not hinge on an  
 
 

assessment of a single outcome. It is common to 
estimate job creation, but several other 
measures warrant consideration, including 
wages, industry concentration, and overall 
economic output. The evaluation’s focus should 
be on outcome changes, not their reported 
levels (e.g., the change in employment rather 
than total employment). This avoids the 
mistaken assumption that an incentive is 
responsible for all jobs in a targeted industry, for 
example, even though at least some of those 
jobs would have existed regardless.  
 
Furthermore, a program evaluation should 
assess both direct and indirect impacts, such as 
the effect on the targeted industry and spillover 
effects on related sectors. It should also consider 
peripheral impacts, such as the incentive’s 
consequences for local fiscal health. Cost 
effectiveness should be reported in simple, 
contextual terms that can be understood by a 
diverse readership (e.g., tax dollars per job 
estimates, or return on investment figures 
quoted as a percentage). 
 
Regardless of the evaluation’s outcome 
measures, the period of analysis deserves careful 
attention. Studies have found that some 
incentives induce short-term gains that 
subsequently decline.6 An ample period is thus  
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necessary to avoid a “false positive” – i.e., 
finding that a new incentive was successful even 
though the impact could be short-lived. In the 
same way, a short timeframe could also lead to 
a “false negative” – i.e., finding that a new 
incentive was unsuccessful, when impacts may 
require more time to develop. 
 
Although there is no firm guideline, the Pew 
study found that most states evaluate incentives 
every three to five years. But a program 
evaluation should assess outcomes over at least 
five years, which is adequate for a new incentive 
to be fully operational with detectable impacts, 
and long enough to avoid a false positive or false 
negative finding. For a continuing incentive, a 
five year period facilitates assessment over 
changing business or economic conditions. 
 
Methodology 
 
The central challenge of a program evaluation is 
determining whether the tax incentive in 
question caused changes that would not have 
occurred otherwise. Because a majority of 
business activity would have transpired in the 
absence of an incentive, an evaluation must 
make a causal assessment.7 It should not use 
regional economic models (e.g., REMI and 
IMPLAN) or an impact analysis that relies on 
presumed multiplier effects. These approaches 
are prone to bias and oversimplification that 
ultimately exaggerate an incentive’s actual 
impact.8 Randomized experimental designs are 
ideal, but near impossible in economic 
development. Various statistical methods are 
worthy, if imperfect, substitutes, including 
interrupted time-series analysis, synthetic 
control models, difference-in-differences 
regressions, and propensity score matching.9 
Model choice will, of course, depend on the 
quantity and quality of available data as well as 
program objectives. 
 
 

 
 
Regardless of methodology, an evaluation 
should identify and defend its analytical strategy. 
It should also include a sensitivity analysis to 
ensure that reported findings are not a 
methodological artifact – i.e., that findings 
describe real effects and are not a product of the 
chosen method of analysis. 
 
Economics 
 
A program evaluation should address broader 
economic phenomena that may shape 
conclusions about an incentive’s merit. Targeted 
incentives often fail to generate substantial 
benefits because one jurisdiction’s gains are 
offset by another’s losses - in other words, they 
set off a zero-sum game.10 An evaluation should 
address this possibility either empirically (e.g., by 
estimating jobs gained or lost by jurisdiction or 
region) or qualitatively (e.g., by disclosing the 
zero-sum possibility and noting why quantitative 
estimates are absent). It should also address 
opportunity costs and assess, either empirically 
or qualitatively, the consequences of allocating 
resources to the tax incentive instead of 
competing programs. 
 
Disparate Impacts 
 
It goes without saying that an incentive’s effects 
will not be distributed uniformly across the 
population. Studies show that impact varies by 
socioeconomic group and geographic region.11 
A program evaluation should define where and 
to whom benefits and costs accrue, noting any 
disproportionate impacts that carry broader 
social implications. 
 
Transparency 
 
A program evaluation should adhere to some of 
the practices recommended for academic  
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research by the Committee on Publication 
Ethics. That includes submission to a peer or 
external review process and making raw data 
and code publicly available to parties interested  
 
 

 
 
in replicating the analysis. Both procedures hold 
evaluators accountable and lessen the possibility 
of error. 
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The Checklist 
One list; sixteen best practices. 
 
 
Area Practice 
Data  Sources are clearly identified. 

 Sources are impartial with no conflict of interest. 

Outcomes  At least two distinct outcomes are assessed. 
 Direct and indirect impacts are assessed. 
 Peripheral impacts are assessed. 
 Cost effectiveness is put in context. 
 Outcomes are assessed over at least five years. 

Methodology  Methodology is clearly identified. 
 Statistical methods estimate causal impact. 
 Sensitivity analyses are conducted. 

Economics  Zero-sum dynamics are addressed. 
 Opportunity costs are addressed. 

Disparate Impacts  Impact by geographic region is assessed. 
 Impact by socioeconomic group is assessed. 

Transparency  Evaluation submitted to external review. 
 Replication materials are available. 

 
 
 
 
 
 
 



 

 
6 

 
 
 
 
 
 

The Report Card 
How well do leading state governments satisfy best 
practices? 
 
 
Best Practice Grade 

Data sources are clearly identified. B 

Data sources are impartial and have no conflict of interest. B 

At least two distinct outcomes are assessed. A 

Direct and indirect outcomes are assessed. D 

Peripheral impacts are assessed. F 

Cost effectiveness is put in context. F 

Outcomes are assessed over at least five years. C 

Methodology is clearly identified. F 

Statistical methods estimate causal impact. F 

Sensitivity analyses are conducted. F 

Zero-sum dynamics are addressed. F 

Opportunity costs are addressed. F 

Impact by geographic region is assessed. D 

Impact by socioeconomic group is assessed. F 

Evaluation submitted to external review. F 

Replication materials are available. F 
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Discussion 
A closer look at what states do well – and where they can do better.
 
 
 
 
Ten states – Florida, Indiana, Iowa, Maine, 
Maryland, Minnesota, Mississippi, Nebraska, 
Oklahoma, and Washington – were classified in 
the Pew study as leaders in economic 
development program evaluation. They were 
classified as such for excelling in three areas: 
implementing a plan to evaluate incentives on a 
regular basis; conducting evaluations that 
determine whether incentives encourage new 
business activity; and acting on evaluations by 
legislating changes or holding hearings to 
discuss results. 
 
Surprisingly, the Pew study did not assess the 
quality of the program evaluations produced by 
leading states. 
 
In the interest of finding out, I obtained 
evaluations published in the past five years by 
each leading state. I focused on evaluations of 
large, targeted business tax incentive programs 
– i.e., incentives with a reported cost of over $10 
million annually that were only available to a 
specific firm or industry. My search yielded a 
total of 36 documents. Some covered a single 
incentive; others bundled multiple incentives 
into one report. Most were produced “in house” 
by a state agency; only Oklahoma contracted 
out. 
 
 
 

To develop the report card on page 6, each 
evaluation was coded for whether or not it 
satisfied each of the sixteen best practices. If 90 
percent or more collectively satisfied a best 
practice, states were awarded an “A.” If 
satisfaction was between 80 and 89 percent, 
they were awarded a “B,” and so on. 
  
While their overall performance is discouraging 
– there are too many F’s – leading states deserve 
credit for mostly succeeding on two facets of 
program evaluation. First, nearly all of the 
evaluations used two or more outcome 
measures – usually some combination of job 
growth, wage growth, industry growth, industry 
concentration, and economic output – over a 
period of five or more years. And second, most 
evaluations used impartial data sources that 
were clearly identified. Still, 20 percent were 
dependent on self-reported data provided by 
businesses that received the incentive under 
evaluation. In those cases, it did not appear that 
any effort was made to verify the data’s 
accuracy. 
 
Beyond that, the program evaluations showed 
significant room for improvement. Only 60 
percent assessed both direct and indirect  
impacts. Likewise, only 60 percent estimated  
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how incentive impacts varied across cities, 
counties, or other regions. Iowa  and Florida  
were particularly strong in this area, often 
illustrating differences with easy-to-read maps. 
Less than 50 percent included an assessment of 
how state incentives affected local fiscal health. 
None of the evaluations determined whether the 
tax incentive(s) in question had disparate 
impacts across socioeconomic groups. 
 
The weakest aspect was, by far, methodology. 
Only half of the evaluations identified and 
explained their methods. Less than 25 percent 
addressed potential zero-sum games or put cost 
effectiveness in context. Opportunity costs were 
almost entirely overlooked. In fact, one agency 
went so far as to note that it assumed incentive 
funding “has no impact on funding for other 
state priorities.” 
 
Sensitivity analyses were also ignored. While one 
evaluation purported to verify the robustness of 
its findings by running the underlying data 
through a second model, the second model was 
nothing more than a variation of the first. 
 
Instead of resolving whether incentives caused 
new business activity that would not have 
occurred otherwise, most evaluations merely 
included commentary on how difficult it was to 
make that determination. Many reports explicitly 
stated that their analysis was unable to link cause 
and effect. One agency disclosed that it “does 
not assert that the actions of incentivized 
companies reported here were caused by their 
participation” in the incentive program. Another 
agency noted that “expert economists advised 
us that it would be difficult to establish a causal 
relationship” between tax incentives and 
outcome measures. 
 
REMI, IMPLAN, and other input-output models 
were the most common methodology; just one  
 
 
 

 
evaluation included a traditional regression. The 
popularity of these models is troubling because  
they tend to overstate program impact. For 
example, one state used a input-output model 
to show that its tax incentive for film and 
television production had created over 2,000 
jobs. But  that finding contrasts sharply with 
academic studies which, despite using a variety 
of statistical methods, have overwhelmingly 
concluded that entertainment incentives create 
few jobs, if any.12 
 
Worse, an alarming number of evaluations used 
even less sophisticated methods. One offered a 
“shift share” analysis that showed the 
concentration of a particular industry within the 
state had increased. The evaluation implied that 
since the increase coincided with a tax incentive, 
the incentive was responsible for the increase. 
But correlation, as the saying goes, does not 
prove causation. 
 
Even worse, some evaluations were little more 
than a collection of data tables that documented 
the tax incentive’s cost. No effort was made to 
assess program impact. 
 
Finally, transparency was sorely lacking. 
Although most states had excellent 
discoverability, evaluations from Nebraska, 
Washington, and Minnesota were especially 
easy to locate and download. Commendably, 
Washington makes its documents available in 
alternative formats for persons with disabilities. 
 
Yet none of the leading states appears to submit 
its evaluations to an external review, and none of 
them made available replication materials so 
that outside parties could verify whether the 
analysis was sound. 
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Recommendations 
Three key areas of improvement. 
 
 

1. Expand the scope. Most evaluations produced by leading states 
excel at using multiple outcome measures to judge tax incentive 
effectiveness. That should continue. But states should broaden the 
scope of their evaluations to assess potential disparate impacts by 
region and socioeconomic group. They should assess whether - and 
how - incentives alter local fiscal health. And they should also 
evaluate the opportunity costs of allocating resources to incentives 
rather than other policy priorities. 
 

2. Improve methodological rigor. Too many states evaluate tax 
incentives with statistical models known to exaggerate their 
influence on job creation and other outcome measures. States 
should transition from those models toward alternatives that better 
determine whether incentives caused changes that would not have 
occurred otherwise. Evaluations should also make greater use of 
sensitivity analysis so that policymakers know whether reported 
findings are robust to alternative analytic approaches. 
 

3. Increase transparency. None of the evaluations reviewed for this 
white paper were subjected to a rigorous external review. 
Replication materials, if any, were unavailable. States should 
circulate preliminary evaluations to experts – perhaps at other 
evaluation agencies, or local economists or policy analysts – for 
feedback. Underlying data and other materials used to produce 
evaluations should be available so that interested parties can 
replicate the analysis and identify potential errors. 
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