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Five Categories

1. Why do firms locate in specific places?

2. Roles of government in the economy, and most 
especially local governments

3. Just what in the heck is Tax Increment 
Financing?

4. Share Iowa’s experiences

5. Try to figure out how much of this relates to your 
situation
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1. Why do firms locate in specific places?

Selected elements of firm location theory and practice

1. While all firms are cost conscious, many have intractable cost 
issues

2. Other firms need to be where there is maximal demand for their 
services

3. Others need to efficiently access critical supplies
4. Many require very specialized labor inputs
5. Some firms are more in tune with profit maximization, which may or 

may not have a particular locational criterion
6. Long standing elements of a regional economy – its urbanization 

patterns, the distribution of critical infrastructure, and how its natural 
resources are utilized

There are more, but these will suffice for now. 

Some firms are highly transportation cost conscious 
and firms locate where total ton miles are minimized

P.O.P = point of production
P.O.D = point of demand
M1 & M2 are mine locations
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When firms are competing for the same resources, 
supply territories become important
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Reasonable isolation from competitors is 
the norm for many firms

1. Reflects the historical pattern of demand for a 
specific type of service – i.e., inefficient (i.e., 
uncompetitive) producers have been pushed out of 
the market

2. Regional commodity supplies and prices will send 
strong signals to firms to capitalize on efficiency 
factors – economies of scale, 

3. For high-volume buyers, like ethanol plants, location 
will reflect the density of supply of critical inputs as 
minimizing input costs (due to transportation) is 
important.

4. And in cases like this, co-location is input-cost 
generating. Higher localized competition for an input 
commodity with finite regional supply bids up the 
price of the commodity, but …

5. See point 1 above.

There can be reasons for firms to co-
locate
• Separation and distance will yield very efficient and 

rational production and service territories. This is 
especially true for rural ag-based systems

• However, when firms depend on specialized 
transportation accesses or capacities, unique bundles of 
labor skills, or can via both competition and cooperation, 
leverage regional public investment in education, 
infrastructure, critical supplies (like water), or regulator 
allowances, then it may make sense for more dense 
placement of firms that otherwise would have located 
apart.  They are trading one type of efficiency for another.

• We call this agglomeration. You may have heard the term 
“cluster”. In truth, especially in Plains states, there are 
very few functional clusters.
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There is one unarguable and over-riding 
factor in terms of firm location

All firms that have, at the very least, a 
minimum level of financial sophistication in 
their operations know exactly where they 

need to locate an establishment in order to 
maximize their profits.

They always know this!

Barilla, Ames, Iowa
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Last thoughts on firm location

1. Firms try to maximize the area that 
they serve

2. Consumers try to minimize the 
distances they must travel

3. The intersection of these competing 
forces yields a rational trade / service 
territory

2. Role of government in the economy

• Ours is a market-based economy, and the roles of 
governments are historically highly circumscribed

• In general, our economy works best with limited and well-
defined government involvement

• As time has gone on, however, local and state 
governments have taken a more active role in attempts to 
promote economic activity.
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What is the general justification for state 
and local economic development activity?
1. States and localities provide the critical common 

infrastructure that all citizens and commerce rely on 
(roads, bridges, water and waste water systems).

2. States and to a lesser extent localities provide the 
administrative and regulator structures that allow 
businesses and consumers to coexist safely and 
profitably.

3. The public underwrites large fractions of the social 
capital upon which business relies; most importantly, 
the human capital via public education.

4. Finally, the state and localities (at times) adjudicate 
disputes.

Direct assistance in support of economic development 
is often a questionable public role

The public 
1. Provides public goods because the market will undersupply them 

(like education, low income housing, and medical services)

2. Mandates the consumption of merit goods (like vaccinations) 
because society (and the markets) benefit from a healthy 
populous

3. Regulates externalities like pollution because their collective 
costs are not properly factored in the prices we pay for goods

4. Limits “natural monopolies” like electric power supply areas 
because competition is price generating.

These are all called market failures, and when the private 
market fails, there are often important roles that 
government can play to offset those failures and to create 
net gains in consumer and producer well-being.
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The classic market failure undergirding 
economic development is slum and blight
A sector of an urban area becomes blighted over time due to both 
private and public sector disinvestment.  Over time this leads to a spiral 
in property devaluation and leads to or otherwise exacerbates a 
multitude of social problems

A blighted urban area is both a market failure and a social failure.  
Therefore, there are important roles that governments can and must 
play to minimize further economic and social damage

There are non-urban areas of intervention, too. Historically the TVA 
during the depression to bring electrification, flood control, and most 
importantly jobs to the Tennessee Valley. Appalachian Regional 
Commission to deal with persistent rural poverty and 
underdevelopment.

3. Tax increment financing was originally a tool to deal 
with pronounced urban market failures

• Linked to federal and state urban renewal legislation going back to 
the 1950s 

• Was a “bootstrapping” mechanism for leveraging public resources to 
match federal urban renewal funding. Evolved to remediate, as in 
Iowa, situations that 

… constitute a serious and growing menace, injurious to the public 
health, safety, morals and welfare of the residents of the state; that 
the existence of such areas … constitutes an economic and social 
liability imposing onerous municipal burdens which decrease the tax 
base and reduce tax revenues, [and] substantially impairs or arrests 
the sound growth of municipalities …. 

Fixing these burdens was considered a legitimate public use of public 
funds and required a formal declaration of necessity and the formation 
of a coherent urban renewal plan and urban renewal district.
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Illustration of a Traditional Urban 
Renewal TIF
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Contrast:  original and revised TIF Authority

• Originally rooted in ‘50s era urban renewal authority and 
carried through into the early 1980s as such.

• Addressed systematic market, social, and political urban 
failures

• A “bootstrap” approach to development – self-financed.

• Justified by the accumulation of both economic and social 
benefits. 

• Implicitly: there was a “but – for” presumption.  As in “but-
for our efforts, the deterioration would have continued, and 
but-for our efforts here, this re-development would not 
have occurred.”
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Our more Modern TIF

• Over the past 25 years, TIF has become increasingly 
popular –– but there’re lots of variations in scope and 
application across the U.S.

• Shift from urban renewal to economic development 

• Used extensively for commercial and housing 
development (especially the past decade).

• Belief that to be competitive, there must be a 
substantial “standing offer” of incentives on the table or 
business will look elsewhere.

• Has become the “currency” in bidding wars between 
municipalities

Concerns emerged 

• Extremely rapid growth in usage during the last 
two decades in Iowa and across the U.S.

• Shift from subsidy minimization (pre- 1985) to 
subsidy maximization (esp., post 2000 period)

• Information asymmetry makes it likely that public 
resources are inefficiently allocated

• According to Fisher and Bruner, 2003, “If TIFs are 
too easy to use, and appear to be cheap to the 
cities and counties that use them, there is a high 
likelihood that they will be overused at 
considerable expense to taxpayers.”
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Back to market failure and the justification 
for government action

• Long term urbanization yielding persistent rural 
depopulation in and of itself does not constitute a 
market failure.

• Justification for government intervention in the 
economy of the type, scope, and scale most 
commonly practiced today at the state and the local 
level in Iowa and most states is not found in 
conventional economics.

• Therefore, the justification for public economic 
development intervention of the kind now so widely 
practiced is increasingly political, not economic.

There are still modern rationales (and 
irrationales) for TIFs

1. Eliminating blight is still important. TIF as originally intended is a very 
valuable tool for dealing with the most severe urban market failures.

2. Imperfect markets – for many states and cities, there has been an 
attempt to diversify and “manufacture” desirable growth.

3. Competitive bidding – inter-state and inter-community competition for 
jobs makes it hard to not offer all alternatives, and communities will 
argue that the use of TIF incentives allows them the most flexibility in 
responding to development opportunities

4. Leveraging – often economic development now requires a meaningful 
partnership between state and local government actors

5. Cost shifting – to the state (education) and to fixed and immobile 
owners of capital (i.e., the remainder of the regional tax base).

6. Resource grabbing – cynical use of TIF districting and TIF increments 
to hoard net new public resources and shift costs elsewhere (e.g., 
school financing).
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Tax Increment Financing Impact on State 
School Aid

2002 ISU Study

Hypothesis:  TIF usage positively correlates with …
• assessed residential valuation,

• taxable commercial and industrial valuation, 

• jobs,

• population,

• earnings, and 

• retail trade shares

After extensive cross-sectional analysis we concluded 
“ … the law now has become a de facto entitlement for new 
industry and housing development in much of the state with little 
to no evidence of overall public benefit or meaningful discussion of 
the mean costs of the practice.” 

Dave Swenson  Department of Economics  Iowa State 
University



11/25/2014

13

The 2006 Research

More than a quarter of 1997 to 2006 real statewide 
property valuation growth had been diverted to TIF 
activity

Metro counties accounted for 74 percent of all TIF growth 
(half the growth in just 11 cities!)

Evidence of significant and non-beneficial inter-
community competition – most of the metropolitan 
commercial and housing growth would have occurred 
nonetheless.

Dave Swenson  Department of Economics  Iowa State 
University

Beyond metropolitan areas …

• Between 1997 and 2006, 88 percent of all property tax 
valuation growth in medium sized Iowa cities (those 
10,000 to 49,999) was in TIF increments, and 53 
percent of the property tax valuation growth in all other 
TIF-using cities was in TIF increments. 

• The remaining nonmetro cities, despite their aggressive 
use of TIF, did not improve their population shares.

• Beneficial TIF-related social or economic spillovers 
again were not evident.

Dave Swenson  Department of Economics  Iowa State 
University
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TIF is widely used in Iowa

100% 100%
97%

68%

17%

Metro Core & Urbanized
Area

10,000 to 49,999 2,500 to 9,999 1,000 to 2,499 Under 1,000

Percent of Cities With TIF
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Extra TIF effort is very evident in smaller 
cities

57%

10%

18%

8% 7%

55%

7%

26%

9%

4%

Metro Core &
Urbanized Area

10,000 to 49,999 2,500 to 9,999 1,000 to 2,499 Under 1,000

Percent of All Valuation Percent of TIF Valuation

Residential Tax Base in TIFs

1.7% 1.6%

10.2%

3.3%

1.6%

3.5%

Metro Core &
Urbanized Area

10,000 to
49,999

2,500 to 9,999 1,000 to 2,499 Under 1,000 State of Iowa
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Commercial Tax Base in TIFs

20.4%

11.3%

20.6%

6.9% 6.4%

18.6%

Metro Core &
Urbanized

Area

10,000 to
49,999

2,500 to 9,9991,000 to 2,499 Under 1,000 State of Iowa

Industrial Tax Base in TIF
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What Have I concluded
• TIFs are very easy to use and they are lucrative – especially 

when county and/or school district revenues are 
sequestered.

• TIFs have limited local or statewide oversight and 
accountability.

• State lawmakers do not have a good sense of how TIF 
activities are actually carried out.  

• There is a lot of confusion as to what is and is not allowable 
within Iowa’s TIF laws – I assume the same is true for SD

• There are assumptions of success that are not borne by 
analysis of secondary data.

• Specifically, TIF activity has not yielded increments to area 
population, income, wealth, or overall job growth claimed by 
proponents.

Dave Swenson  Department of Economics  Iowa State 
University

• Cities and now increasingly counties argue that TIF 
authority is the most potent and flexible mechanism 
they have for economic development.  That is 
misleading.  Cities (and counties) have a range of 
powers, like bonding, but they are more difficult to use 
and to sell to the public.

• The rapid growth of city TIFs over the past decade has 
placed a burden on state and local K-12 funding

• And in Iowa, TIF use has significantly distorted property 
values in non-TIF areas and shifted the costs of public 
services to non-TIF taxpayers.

Dave Swenson  Department of Economics  Iowa State 
University
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Counties now have TIF use issues, as 
well

• Used TIF to boost rural housing and rural 
lifestyle development during the housing bubble.

• Aggressively underwrote lucrative incentives to 
ethanol plants that had to locate in Iowa because 
this was where the corn was.  

• Wind-energy (retroactive) TIFs popping up to 
underwrite secondary road and other economic 
development activities.

Dave Swenson  Department of Economics  Iowa State 
University

Some of my recommendations
• Unless there is an over-riding market failure (blight, disaster, or 

other devastating economic outcome), TIF use should require 
the consent of the other major jurisdictions involved (county 
&/or school district)

• Sunshine. All TIF-related “debt” relationships need to be public, 
verified, and validated.

• But-For Require proof that the aided development would not 
have occurred in the area or region “but-for” the assistance of 
the local authorities – (needy v greedy)

• Allow TIFs to be used solely for actual debt, either short or 
longer term bonding or previously negotiated infrastructure 
cost-reimbursements, not tax rebate obligations to businesses


