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Driving Better Incentive Policy with Evaluations

The PFM and Smart Incentives team has conducted dozens of state incentive
evaluations since 2020." This brief summarizes 10 important best practices for incentive
design, implementation and administration that we have identified from these efforts and
the writings of others on this topic.

Incentive use is a process

As a starting point, business incentives “ »
should be viewed as a process, not an
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Many of the identified best practices reflect

this strategic rather than transactional

Top takeaways from incentive evaluations

1. For maximum impact, incentives should be targeted. Examples of useful
targeting include companies or industries that export their goods or services out-
of-state and/or high economic impact companies or industries — such as those
with higher wages and benefits, significant job creation, or significant capital

investment.

2. Incentives should be discretionary. In most instances, an application process
enables the government to require company disclosure of information related to
eligibility criteria and enables them to reject applications that do not meet its
standards.



. Incentives should leverage significant private capital. |deally, the incentive
should leverage private investment that is at least several multiples of the

government investment.

. Incentives should provide most of the benefit within 1-3 years and have a
limited duration. Company discount rates are higher than for the public sector,
and businesses will significantly devalue incentive payments in later years.
Limiting the duration can also help prevent the incentive from becoming a

subsidy.

. Incentives should be aligned with strategy. Smart incentive use is not just
about completing a transaction or managing a program but about supporting a
location’s economic development objectives. Incentives deployed as part of an

overall strategy have greater impact than siloed or standalone programs.

. Incentive programs should have clear goals. Specifying outcomes that are
reasonable and measurable sets expectations for users, facilitates
implementation, and enables more rigorous evaluations to determine if the

incentive has been effective.

. Incentives should be transparent. The incentive purpose and eligibility
requirements should be clearly articulated. Regular, detailed reporting should be
required from program participants and administering agencies.

. Incentives should require accountability. Most incentives are best designed
as ‘pay for performance.” When upfront financial incentives are offered, contract
language should be put in place to allow the claw back of resources should the

company not meet performance requirements.

. Incentives should have caps. To ensure fiscal health, project or program dollar
caps or limits should be in place.



10.Incentives should be simple and understandable. Governments should be
able to easily and effectively administer the incentive. Users should be able to
understand and readily comply with requirements.

While we believe this is a strong set of best practices, there may well be others that are
as (or more) applicable in specific situations. It is also likely that some of the best
practices will need to be weighed against others. For example, application and reporting

requirements may reduce the simplicity of business compliance.

Conclusion

Business and tax incentives are a significant component of economic development work
across the country. States alone offer more than 2,000 incentive programs with
estimated costs in the billions of dollars. In response to policymaker interest in
understanding how well these incentive programs perform, more state and local
governments are conducting rigorous evaluations of their incentive portfolios — which is
also a best practice. Evaluations are now yielding increasingly clear guidance on what
makes incentives work. This brief provides a summary of cross-cutting findings that

government leaders can use to inform future incentive program decisions.
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Additional Resources

“Economic Development Incentives Evaluation Toolkit,” The Pew Charitable Trusts, accessed online at

https://www.pew.org/en/research-and-analysis/data-visualizations/2024/economic-development-

incentives-evaluation-toolkit.

“State Tax Incentive Evaluations Database,” National Conference of State Legislatures, accessed online

at https://www.ncsl.org/fiscal/state-tax-incentive-evaluations-database.

“Improving Economic Development Incentives,” Timothy J. Bartik, W.E. Upjohn Institute for Employment
Research, 2018, accessed online at

https://research.upjohn.org/cgi/viewcontent.cgi?article=1000&context=up policybriefs.

About PFM and Smart Incentives

PFM is the marketing name for a group of affiliated companies providing a range of services. All services
are provided through separate agreements with each company. This material is for general information
purposes only and is not intended to provide specific advice or a specific recommendation. PFM does not
provide tax, legal or accounting advice. Financial advisory services are provided by PFM Financial
Advisors LLC, a registered municipal advisor with the Securities and Exchange Commission (SEC) and
the Municipal Securities Rulemaking Board (MSRB) under the Dodd-Frank Act of 2010. Swap advisory
services are provided by PFM Swap Advisors LLC which is registered as a municipal advisor with both
the MSRB and SEC under the Dodd-Frank Act of 2010, and as a commodity trading advisor with the
Commodity Futures Trading Commission. Additional applicable regulatory information is available upon
request. Consulting services are provided through PFM Group Consulting LLC. PFM’s financial modeling
platform for strategic forecasting is provided through PFM Solutions LLC. ' PFM is an independent entity
and is not affiliated with or acting on behalf of Smart Incentives. For more information regarding PFM’s
services or entities, please visit www.pfm.com.

Smart Incentives is a national leader on state and local incentives policy. Launched in 2013, Smart
Incentives helps state and local governments make sound decisions throughout the economic
development incentives process, with a focus on using incentives to help communities achieve their
economic development goals. Smart Incentives is also at the forefront of efforts to develop better
processes for monitoring compliance and evaluating the effectiveness of incentive programs.
www.smartincentives.org.
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