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Corporate Welfare

The Issue

Corporate welfare occurs when the government favors certain
businesses in the form of direct subsidies, tax credits, or favorable
regulatory schemes. Sometimes this practice is referred to as “eco-
nomic development”” This label creates a damaging misconception
about corporate welfare, which leads to economic contraction
rather than expansion.

Corporate welfare is abundant in Texas, and so are its negative
economic effects. Direct subsidies are paid to politically adept cor-
porations through the Texas Enterprise Fund, the Texas Emissions
Reduction Plan, and the Texas Film Commission. The Property
Tax Abatement Act (Chapter 312) and the Texas Economic
Development Act (Chapter 313) give preferential tax treatments to
corporations through tax abatements. Other forms of special treat-
ment include grants, loans, sales tax refunds, and even regulatory
privileges; biased policies such as those relating to title insurance
regulation and condemnation compensation are buried in Texas’s
legal framework.

Corporate welfare is ineffective at best. The W.E. Upjohn
Institute found that a state’s “incentives do not have a large correla-
tion with a state’s current or past unemployment or income levels,
or with future economic growth”

At its worst, corporate welfare is economically harmful. In
the process of providing cash and other benefits to prospective
businesses, corporate welfare takes money from existing taxpayers
and consumers. Because corporate welfare disrupts natural market
processes, it shifts money from the most productive economic
actors to those less productive but politically connected. This cre-
ates economic inefficiency and stunts competition.

Unconnected businesses struggle to compete with recipients
of handouts, and they are unable to reap the just rewards of their
merit. Additionally, corporate welfare undermines consumer
choice: it overturns the decisions of millions of Texans and redi-
rects the outcomes in the marketplace through subsidies and regu-
lations. Because of these economic costs, corporate welfare fails to
achieve its stated goal of creating economic growth.

Despite its challenges with corporate welfare, Texas has gen-
erally had a more free-market approach to economic development
than other states. Sometimes referred to as the Texas Model, the
approach is simple: lower taxes, less regulation, fewer frivolous
lawsuits, and reduced reliance on the federal government. It is also
very successful. The results speak for themselves, with Texas lead-
ing the nation in just about every economic category over time.

Corporate welfare turns profit seekers into rent seekers, and
businesses’ market-oriented focus on consumer satisfaction into
a government-oriented focus on handouts and special privileges.
Creating a conflict of interest between businesses and consum-
ers does not benefit the economy. The Texas Model, on the other

hand, aligns these interests and creates a win-win situation for all
participants.

The Facts

o Inastudy of 32 states plus the District of Columbia, Texas
ranked 17th in 2015 for the value of incentives as a percentage
of state private industry value-added and 19th as a percentage
of gross taxes collected.

o Ina2019 Mackinac Center paper, Texas ranked 7th among
the 50 states in terms of subsidies as a percentage of the gross
state product.

o States that spend less tend to have better economic
performance.

Recommendations

o Allow the Texas Economic Development Act (Chap. 313) to
expire in 2022 and repeal the Property Tax Abatement Act
(Chap. 312).

o Repeal existing exceptions to transparency laws for economic
development located in sections 551.087 (Open Meetings)
and 552.131 (Public Information) of the Government Code.

o Reduce direct and indirect economic development programs
and use the savings from the direct programs to cut taxes for
all Texans.

«  Eliminate or modify regulatory regimes and agencies designed
to benefit specific industries or workers at the expense of
most Texas consumers, workers, and businesses and increase
freedom to work:

» Reduce excessive occupational licensing;

» Adopt paycheck protection and ensure secret ballots in
union elections;

» Eliminate laws that protect some industry actors from
true competition, such as in the three-tier system of alco-
hol distribution, and harm customers and businesses that
are less politically connected; and

» Preempt local economic regulation of the economy.

o  Following the economic crisis resulting from government
lockdowns, refocus on the Texas Model of lower taxes, less
spending, and less regulation:

» Reduce spending by reducing corporate welfare;

» Do not restore regulations that were waived during lock-
downs and are without consequence for public safety; and

» Eliminate the business margins tax and school M&O
property taxes.
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