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A Blueprint for Economic

Development Reform

By Riley Edwards

tate and local governments in New York State spend $8.6 billion
Sannually, including direct spending and tax expenditures, in the
name of economic development. The Governor’s Fiscal Year 2018
Executive Budget adds $644 million in economic development
spending in fiscal year 2018 and $1.5 billion in cumulative future tax
credits. In response to the growth in spending and recent scandals,
State legislators have expressed concern about the lack of metrics
on and measurable results from the State’s investments. If legislators
want to pursue meaningful changes to State and local practices, they

should follow this blueprint for reform.

CITIZENS
I BUDGET
=10 COMMISSION
[



1. Establish a Unified Economic Development Budget
(UEDB) to Capture Fully All State and Local Costs

Currently, the Citizens Budget Commission (CBC) prepares the of state
and local economic development efforts statewide; however, the usefulness of this presentation
is limited because it is based mostly on available data published for past years. A UEDB should be
part of the Executive and Enacted budgets and should include prospective information showing the
costs of all economic development programs for the coming fiscal year.? To capture the full scope of
economic development costs, a UEDB should bring together tax expenditures and spending at state
agencies and authorities, as well as the value of discounted power offered by the New York Power
Authority. While some future costs are estimated as part of the budget process, others, such as tax
expenditures granted by the State and public authorities, would have to be calculated for the first
time. This comprehensive view will provide an opportunity for lawmakers and the public to better
understand the magnitude of economic development spending efforts and to prioritize programs
based on results.

2. Use Standardized Metrics Across Economic Development Initiatives

Currently, requirements for performance measurement and reporting differ from program
to program, leading to difficulty in comparing the results of different economic development
investments. Standardized measurement of results should include annual actual results (such as
current jobs compared to jobs when the incentive began) and results against planned performance.
Standard definitions for job creation and retention should apply across programs, and metrics should
differentiate between full-time jobs, part-time jobs, and temporary jobs, including construction
jobs. In conjunction with measurement of project results, Empire State Development (ESD) should
measure broader outcomes for each of the state’s 10 economic regions, including but not limited to
growth in targeted industries, overall economic growth, and changes in poverty levels.

Reporting for the Excelsior Jobs Program is a good model to follow, because it includes most of
the metrics necessary to have a complete picture of recipients’ commitments, actual performance,
and incentives issued.? Another good example is the downloadable data on Industrial Development
Agency (IDA) projects provided on the Office of the State Comptroller (OSC) website, although quality
metrics should include annual numbers, and not just totals.* See Appendix A for a recommended list
of metrics.

3. Publish a Database of Deals to Shine Light on Recipients of Incentives

A “database of deals” should bring together data on funds disbursed and committed to each recipient
in each program, along with metrics showing project progress and results. Like the UEDB, this should
include direct subsidies, tax expenditures, spending by authorities, and NYPA power discounts.


https://cbcny.org/research/increasing-without-evidence

Ideally, the database would also include local benefits and those from IDAs and Local Development
Corporations (LDCs), which make up more than a quarter of the cost of economic development
statewide. These entities already report this information to OSC and the Authorities Budget office
(ABO), albeit in a more limited form.®

This database should be user-friendly, including being searchable, sortable, and downloadable in a
machine-readable format. Best practices from other states include the comprehensive information
included in , the format of ., and the one-click exportability of

4. Improve Program Design

Improving the design of economic development programs should follow three best practices: provide
benefits only after private sector investment occurs, standardize eligibility, and review results.

First, benefits should be provided retroactively, to pay for actual performance rather than speculative
projections of growth.” In addition, program eligibility guidelines should be revised so that projects
that would likely be profitable without benefits, such as those in New York City’s central business
district and businesses that cannot easily relocate, such as big-box stores and self-storage facilities,
are excluded.® Likewise, State economic development spending should not go toward building
facilities for private entities based on promises of jobs—the risk to taxpayers is too great.

Second, economic development benefits should have defined eligibility criteria. As-of-right tax credits,
granted to firms that meet predetermined requirements set in statute, are preferable to discretionary
grants with ad hoc terms. The Consolidated Funding Application (CFA), which already encompasses
several state grant programs, should be expanded to all programs. The funding awarded to CFA
applicants should be determined by the scores that the granting agency gives to their applications.
Funding should be provided to the highest-scoring projects across the state, rather than providing
funding to “winning” regions and then having that funding distributed within those regions. The
impact of regional competition is that less qualified projects in winning regions get more funding
than more qualified projects in regions that receive a smaller total award.

Third, the effectiveness of all economic development benefits should be regularly reviewed. Tax
benefits, which are often not scrutinized as closely as spending, should include automatic sunset
provisions that force them to be re-examined at regular intervals by independent entities. Using
standardized metrics the costs and benefits of all programs should be evaluated and compared so
that funding is directed effectively.

5. Make Administrative Reforms

Following the bid-rigging scandal involving several upstate economic development projects last


https://www.ilcorpacct.com/corpacct/ProgressReport.aspx
http://annualreport.inwisconsin.com/
http://commerce.maryland.gov/fund/maryland-finance-tracker

fall, it is clear stronger protections on the procurement process are necessary.® All state agencies, public
authorities, and affiliates should be required to have competitive and transparent contracting processes.

Furthermore, economic development projects should not be managed by the State University of New York
or nonprofits. All State economic development activities should be managed and coordinated by ESD.
OSC should have authority to review and approve all contracts over $250,000 entered by any of these
entities. Finally, state authorities, state corporations, and state nonprofits should not be allowed to do
business with members of their boards.°

Conclusion

These five reforms will go a long way toward making economic development in New York State more
transparent, accountable, and effective.



APPENDIX A: RECOMMENDED METRICS FOR ALL
ECONOMIC DEVELOPMENT PROGRAMS

B General information
e Project identification number
e Applicant name
e  Site address and region
e Type of business and North American Industry Classification System (NAICS) industry code
. Incentive type and program
e Year incentive was awarded or began
B Incentives issued, with annual breakouts (as applicable)
e Grant awarded, amount paid
e Loan awarded, loan issued, loan balance outstanding
e Tax credits awarded, tax credits issued
o  Estimated value of any other benefits, e.g. discounted power, rent, etc.
B Jobs when incentive was awarded
*  Full-time equivalent jobs
o Temporary jobs (including construction)
B Job retention commitments (if applicable)
+  Full-time equivalent jobs
o Temporary jobs (including construction)
B Job creation commitments (if applicable)
+  Full-time equivalent jobs
e Temporary jobs (including construction)
B Actual jobs, reported annually after incentive begins
*  Full-time equivalent jobs
e Temporary jobs (including construction)
B Capital investment commitments (if applicable)
e  Total capital investments
¢ Annual capital investments
B Actual qualified investments (if applicable)
e  Total qualified investments

e Annual qualified investments
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