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State Approaches to Economic
Development
Economic development incentives are direct financial benefits intended to
influence a firm’s decision to open, expand, or retain jobs within a state.
Governments target firms with incentives to spur job growth, raise incomes,
spur a positive multiplier throughout the local economy, and to grow the tax
base in the long run. Although many development strategies have been
attempted, some of the most common strategies used to promote economic
development include tax breaks, education and workforce training programs,
and infrastructure-related incentives.
The academic conversation around these types of incentives maintains a
skeptical tone, using the “but for” percentage to assess what firms would not
have expanded or retained employees “but for” incentive. While more rigorous
evaluations are needed, typical incentives “tip” between 2 and 25 percent of
firms in favor of the incentivized locationi.
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Tax incentives are the primary tool used by states to promote economic
development. In FY21, an estimated $159.7 million or 10 percent of New
Mexico’s tax expenditures went towards economic development. Whether
these incentives have proven effective is ambiguous. A study conducted by
Pew in 2017 notes New Mexico trails other states in its evaluation of tax
incentives, making it difficult to assess their impactii.
Job Creation Tax Credits (JCTCs)
Job creation tax credits (JCTCs) provide benefits for jobs or payroll created by
a firm. According to the Upjohn Institute, JCTCs represent 45 percent of the
total value of incentives by statesiii. The literature on the effect of JCTCs on
job growth is mixed. For example, when looking at the causal linkages
between JCTCs and job creation in Georgia, research from Georgia State
University found little evidence that JCTCs had any effect on employmentiv.

Purpose
Outdoor
Equity Fund
Trails +
Grants
Film Academy
Local
Economic
Development
Act
Venture
Capital
Investment
Fund
Federal
Grants
Administration

New Mexico’s version of JCTC is called the High Wage Tax Credit (HWTC).
The HWTC refunds a corporate income tax credit equal to 8.5 percent of wages
and benefits paid for each job created and retained for 44 weeks, given that the
annual salary is at least $40 thousand. Businesses can take the credit for four
years. The five-year average cost of the HWTC is $5.7 million.
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Property Tax Abatement
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Governments may abate, or reduce, up to all of a firm’s property tax in order
to reduce the firm’s overall tax liability within the incentivized areav. Since
abatements are usually set as a percentage of property taxes, the abatements
rise when property taxes rise. Researchers from the Lincoln Institute of Land
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Policy conclude, “… the evidence on abatement effectiveness is mixed and
leans toward the tentative conclusion that if abatements are effective, they are
only partially, temporarily, or conditionally effective at best”vi. In another
study, the Lincoln Institute concludes property tax abatement packages can
induce the relocation of firms within an area, but it is likely temporaryvii.
Through multiple state laws, New Mexico’s Property Tax Exemption Program
allows counties, municipalities, and school boards to enact property tax
abatements. For instance, New Mexico’s Industrial Revenue Bond (IRB)
provides up to 100 percent exemption of project property from taxes for the
life of the related bond indebtedness. The Community Development Incentive
Act is another example, where counties and municipalities are allowed to
exempt up to 100 percent of the commercial personal property of a new
business facility for a maximum of 20 years.
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Investment tax credits (ITCs) incentivize investments by allowing businesses
to deduct a percentage of investment costs from their taxesviii. A study
conducted by California’s Legislative Analyst Office found that, similar to
other studies conductedix, investment tax credits can lead to higher input prices
and wages in the short termx. Research and development (R&D) tax credits are
a version of ITCs that incentivizes firms’ investment in R&D.
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Film Tax Credits

Projected expenditures for New Mexico’s Investment Tax Credit against the
GRT for 2022 is $3.5 million. Another investment tax credit is the film tax
credit allowing for a refundable credit in an amount equal to 25 to 35 percent
of qualified spending made in New Mexico. The film tax credit is projected to
erode over 50 percent of the state’s corporate income tax revenue by FY23.

Source: Dec. 2021 CREG

Tax Increment Financing (TIF)
Tax increment financing typically involves firms paying normal tax rates with
funds diverted to benefit the development of a geographically defined TIF area
where the firms are locatedxi. Literature yields mixed results on the
effectiveness of TIF, further complicated by the variation in TIF structure
across statesxii. TIF is utilized in 49 states and Washington DC. New Mexico
typically calls TIF projects tax increment development districts (TIDDs).
Primary concerns with TIDDs point to large diversions of state GRT and
public assumption of private sector risk.

Education & Workforce Incentives
Education and workforce incentives aim to grow the economy through training
local communities to meet the needs of businesses. The primary mechanism
used throughout the United States are job training programs, aimed to assist
disadvantaged groups in obtaining a job. The Urban Institute finds that the
most successful job training programs for young adults can be as socially
efficient as the earned income tax creditxiii.

2

State Approaches to Economic Development | June 15, 2022

Customized Job Training Programs
Usually operated by local community colleges, customized job training
programs seek to meet the needs of a new or expanding industry. Community
colleges work with firms to design the training program and screen job
applicants. Though the literature discussing the effects of customized job
training programs is sparse, there is some consensus that they have a positive
impact on job creation.
Job Training Incentive Program (JTIP)
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In New Mexico, companies receive direct cash reimbursements after providing
360 to 1,040 hours of training through the job training incentive program
(JTIP). JTIP funds classrooms and on-the-job training for newly created jobs
in expanding or relocating manufacturing, non-retail service businesses that
export 50 percent or more of their services, or certain green industries. JTIP
can reimburse 50 to 75 percent of full-time employee wages during training.
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Infrastructure Incentives
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Some states focus on promoting economic development by encouraging
private companies to redevelop local infrastructure. States may do so to
encourage the development of private property or to leverage additional
private investments.
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Urban Redevelopment Initiatives
Aimed at reorganizing city structures by improving urban environment
features in declining neighborhoods, urban redevelopment initiatives aim to
prepare parts of the city to fulfill a desired economic function. A 2013 study
from the National Bureau of Economic Research found that urban renewal
dollars had a positive effect on average income and property values, but no
effect on employment or poverty ratesxiv. The World Bank attributes the rise
of income in these areas to the displacement of low income residents and an
influx of wealthier residents and not to the creation of wealthxv. Much of the
literature regarding statewide urban redevelopment initiatives is sparse in New
Mexico due to the dearth of urban centers.
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Local Economic Development Act (LEDA)
New Mexico pays a direct cash reimbursement of up to $100 thousand to offset
expenditures tied to land, building, and infrastructure for small businesses
through the local economic development act (LEDA). The level of capital
investment, as well as the quality and quantity of jobs created, influence the
amount of LEDA awarded. The Economic Development Department (EDD)
finds that of the companies receiving LEDA funds, 3058 jobs have been
created, with average salaries ranging from $26 thousand to $173 thousand;
however, the percentage of those jobs created attributable to LEDA is
ambiguous.

State Approaches to Economic Development | June 15, 2022

3

Works Cited

i

Bartik, Timothy, 'But For' Percentages for Economic Development Incentives:
What Percentage Estimates Are Plausible Based on the Research Literature? (July
31, 2018).
ii
Pew Charitable Trusts, “How States Are Improving Tax Incentives for Jobs and
Growth”, May 2017.
iii
Upjohn Foundation. Private Communication (November 2016)
iv
Crooks, Clayton and Gurmu, Shiferaw and Sjoquist, David L. and Wheeler, Laura
A., The Effectiveness of Job Creation Tax Credits (October 8, 2020). Andrew Young
School of Policy Studies Research Paper Series No. 20-03.
v
Kenyon, Daphne A., Adam H. Langley, and Bethany P. Paquin. “Rethinking
Property Tax Incentives for Business - LILP.” Lincoln Institute of Land Policy,
2012.
vi
Kenyon, Daphne A., Langley, Adam H., and Paquin, Bethany P. “Rethinking
Property Tax Incentives for Business.” Lincoln Institute of Land Policy, 2012.
vii
Wassmer, Robert W., “Property Tax abatement as a means of promoting state and
local economic activity” Lincoln Institute of Land Policy, 2009
viii
“When & How to Use Investment Tax Credits | the Hartford.” Accessed June 3,
2022.
ix
Lambert, Rachael I. “The History of the Investment Tax Credit.” CSU ePress.
Columbia State. Accessed June 3, 2022.
x
Legislative Analyst's Office. “California's Manufacturers' Investment Credit.”
California Legislature. Accessed June 3, 2022.
xi
Bartik , Timothy J. “A New Panel Database on Business Incentives for.” W.E.
Upjohn Institute for Employment Research, 2017.
xii
Kenyon, Daphne A. “Rethinking Property Tax Incentives for Business.” Lincoln
Institute of Land Policy, 2012.
xiii
Holzer, Harry. “Workforce Development as an Antipoverty Strategy.” Urban
Institute, October 30, 2008.
xiv
Collins, William J., and Katharine L. Shester. “Slum Clearance and Urban
Renewal in the United States.” NBER, September 22, 2011.
xv
“Managing the Potential Undesirable Impacts of Urban Regeneration:
Gentrification and Loss of Social Capital.” Managing the Potential Undesirable
Impacts of Urban Regeneration: Gentrification and Loss of Social Capital | Urban
Regeneration. Accessed June 3, 2022.

4

State Approaches to Economic Development | June 15, 2022

