Getting Past the Prisoners’ Dilemma: Transparency and
Accountability Reforms to Improve New York’s Industrial

Development Agencies
By Amy Lavine

l. Introduction: Economic
Development
Subsidies and IDAs

To promote commercial
and industrial development,
New York State authorized
the creation of local Industrial

Development Agencies (IDAS)
in 1969.1 The legislation gave
IDAs the power to subsidize
business projects through tax
exemptions,? tax exempt bond
financing,® straight lease trans-
actions,* and project site acquisitions.® By the time the law
was enacted, forty other states had already established
their own industrial development agencies, and IDAs
were seen as crucial to enhancing New York’s business
climate and economic competitiveness.5

The establishment of IDAs in New York was just one
of a broader suite of economic development programs,’
all enacted with the goal of luring industry to locate and
remain in the state. But other states established these
programs as well, leading to competition among states
and localities to offer the most enticing incentives—even
if subsidies sometimes canceled out the benefits to be
obtained by attracting business. Because of this subsidy
competition, economic development programs have been
criticized for decades as perpetuating an “economic war
among the states” and a publicly financed race to the
bottom.8 Subsidy programs persist, however, because any
state or local government that refuses to offer develop-
ment incentives will likely lose investments and jobs to
jurisdictions where such programs exist. The situation
presents a classic example of the prisoners’ dilemma: state
and local governments would be better off if no economic
development subsidies were available, but they very
reasonably continue to offer subsidies in order to protect
their own self interest.?

While this prisoners’ dilemma may not have an easy
solution, the states do have the ability to increase the
transparency and accountability of economic develop-
ment agencies so as to ensure that they use tax dollars in
good faith, with due care, and with the public interest in
mind. IDA reform has long been a hot topic in New York,
and the passage of the Public Authorities Accountability
Act of 2005 (PAAA) and related amendments in 2009
(which are currently awaiting gubernatorial approval)'©

may signal growing support for amendments to the IDA
Act.lt

“Although critics of economic
development subsidies are more vocal
than supporters, it is important to
recognize that IDAs and similar public
agencies are intended to serve beneficial
functions.”

This article starts from the premise that the public
would benefit from the enactment of some IDA reforms.
Indeed, there is no real opposition to increasing the trans-
parency and accountability of the IDA system, at least to
a certain extent.!? Other reforms may be desired, but less
likely to be enacted—the prisoners’ dilemma, after all, is
a hard one to break, and it militates against any changes
that could damage New York’s business climate and thus
deter economic growth. The article begins with a short
discussion about the public benefits that IDAs provide,
followed by a brief description of the agencies’ deficien-
cies. An overview of reforms will then be provided, with
a concluding discussion offering some thoughts on how
best to accommodate the opposite sides of a very deeply
rooted impasse.

II.  Why We Need IDAs

Economic development subsidies may have a bad
reputation, but it is not clear that they actually cause
a race to the bottom. Their positive social benefits are
often overlooked or underestimated,!® and their aggre-
gate impact may even provide net benefits to the state.'*
Although critics of economic development subsidies are
more vocal than supporters, it is important to recognize
that IDAs and similar public agencies are intended to
serve beneficial functions. The following sections briefly
summarize the positive aspects of economic development
subsidies.

A. IDAs Improve New York’s Business Climate

The most frequently cited support for IDASs is that
they serve to mitigate the effects of New York’s high tax
rates, especially in upstate areas.!®> New York has “the
reputation of a tax purgatory” and consistently ranks at
the bottom of state business competitiveness indices.®
Accordingly, economic development incentives may be
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especially important in New York, and enacting overly
burdensome restrictions on IDAs could push companies
to leave the state for more business-friendly jurisdictions.

B. IDAs Produce Public Benefits

IDAs do more than maintain New York’s economic
competitiveness, however. Importantly, IDAs across the
state have worked to bring in new businesses and provide
new job opportunities. They have also helped to finance
nonprofit projects like libraries and community centers,
as well as small business initiatives, alternative energy
projects and sustainable development projects.t” While
anecdotal reports of failed and wasteful IDA projects may
be cause for concern, it must be remembered that many,
and possibly most, IDA projects are successful.

C. IDAs Optimize the Allocation of Public and
Private Resources

Economic development subsidies also have strong
theoretical support. First, competition for business at the
local level should serve to allocate resources most effi-
ciently because “businesses that seek a particular type of
environment, work force, or package of goods and servic-
es will gravitate to those locations that signal their desire
to attract firms with similar preferences.””'® According to
this theory, known as the Tiebout model, the competition
caused by development subsidies should optimize the
coordination of public and private entities.1®

The flexibility of the IDA model also allows agencies
to account for the unique characteristics of their commu-
nities and to develop strategies and incentives tailored
to their needs.?° The local nature of IDAs also makes
them “laboratories of innovation” and should encour-
age inventive responses to different social and economic
considerations.?!

Moreover, as a type of public-private partnership,
IDAs help “to determine the most efficient actors for
each development function at each stage in the life of
a project.”2 Private sector entities, whether for-profit
businesses or nonprofit organizations, can often act “to
improve public services and to provide those services on
a cost-effective basis.”?® In the context of IDAs, business
subsidies can thus be seen as investments in job creation
programs that are better managed by private entities than
by government agencies.

Finally, the subsidies offered by IDAs and other
government agencies help to mitigate financial risks and
should therefore lead to increased private sector invest-
ment.2* Over the long run, this can result in govern-
ment cost savings and increased economic development
activity.

.  Why IDAs Are Problematic

IDAs may have the ability to optimize efficiency
and resource allocation, but the complex public-private

relationships that they create also offer opportunities for
waste and abuse.?® The following subsections summarize
the primary criticisms leveled against economic develop-
ment subsidies.

A. Businesses Get Subsidies When They Do Not
Need Them

Waste is frequently cited as one of the most prob-
lematic aspects of the IDA model. In their zeal to attract
development, agencies may award larger subsidies than
necessary to attract or retain businesses; in some cases,
subsidies may even be awarded to firms that would have
located or remained in New York even without financial
incentives.?8 Businesses have good reason to seek out such
“freebies,” as subsidies have become so common that
they are virtually guaranteed, especially if the company
is large enough to persuade more than one community
to compete for its business.?” But these incentive pack-
ages are paid for by the public, and critics argue for more
safeguards to ensure that subsidies are awarded on an
objective basis that takes into account the company’s need
for the subsidy balanced against the benefits to the local-
ity. Imposing stricter standards, moreover, would improve
the predictability of subsidy decisions and help to deter
favoritism.

B. Businesses Fail to Produce Promised Benefits

A second problem is posed by projects that fail to
meet their job creation or retention goals,?® although it
is unclear how common this is.?? Broken job creation
promises can be partly attributed to the fact that busi-
nesses tend to inflate their economic development poten-
tial in order to justify larger subsidies.° But the problem
is also caused by a lack of any real penalty provisions in
the IDA Act. Long term tax abatements and favorable
lease terms, for example, are not required to be cut off
when businesses fail to meet their job creation goals, and
a business that packs up and relocates to another state
before its subsidies have expired gets to keep the taxpayer
dollars it has already received. Nor is there any statutory
requirement that agencies assess the reasonableness of job
creation goals before awarding subsidies, and IDAS’ sub-
sidy eligibility policies are often vague enough to support
awards that might not be in the public interest.3! Incon-
sistent reporting, moreover, sometimes makes it difficult
to determine whether projects have met their job creation
and investment goals.%

C. IDAs Subsidize Low-Wage Jobs, Hurt Existing
Businesses, and Encourage Sprawl

Criticism has also been leveled at the types of devel-
opments that IDAs subsidize.® Critics argue that public
funds should not be used to subsidize “poverty wage”
jobs that impose hidden taxpayer costs due to the need
for local governments to fund additional social support
services.3* And when subsidies are provided to new
businesses, especially big box retail outlets, existing busi-
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nesses often suffer.®® The result may be a net reduction

in jobs and economic development, with corresponding
impacts on the local economy, even if job creation goals
are met. Subsidizing sprawl and environmental destruc-
tion is another problem, as IDA projects are often located
in suburban and exurban areas.®® Unlike projects located
in urban areas with existing infrastructure and access to
transit, sprawl increases local governments’ infrastructure
maintenance and service delivery costs, leads to higher
emissions from vehicle trips generated, and results in the
loss of natural habitats and farmland.®’

D. IDAs Use Tax Dollars That Could Be Put Toward
“More Important Things”

Finally, even though their economic development
incentives do not require cash payments or underwrit-
ing from local governments, IDA tax exemptions divert
a major source of funding—property taxes—from school
districts and municipal general funds. The various state
tax exemptions offered by IDAs similarly add up to mil-
lions of dollars of lost revenues, which could otherwise
be used for any number of underfunded state programs.3®
In theory, IDA tax exemptions are more than justified by
the increased property values and tax revenues that will
be produced by projects after their exemptions expire. But
in reality, one of the most forceful criticisms of IDAs is
that their tax exemptions bleed money away from edu-
cation, public safety and other government programs—
what some people have taken to calling “more important
things.”® The criticism is not just that business interests
are being promoted over public interests, however. Better
funding for education, infrastructure and public safety
could help to grow the kinds of environments that busi-
nesses actually seek out, as no amount of economic devel-
opment subsidies can produce a well-educated workforce
or a community with a high quality of life.*

IV. Proposed Reforms

Commentators have been unable to agree about the
effectiveness of IDAs and other economic development
subsidies. Regardless, it can hardly be argued that the
IDA Act is perfect. Parts of the Act are outdated, and
other sections could be improved by reforms designed
to increase transparency, accountability, project quality,
and public involvement. IDAs are subject to the state’s
recently passed public authorities reforms,*! but legisla-
tion is still needed to address specific deficiencies of the
IDA Act. The following subsections highlight some of the
reforms that have been proposed by legislators and public
interest groups.

A. Increase Monitoring and Reporting Requirements

Increased disclosure has been described as one of
“the most fundamental” reforms needed for economic
development agencies, as accurate data is necessary to
understand how IDAs can be improved.*? Legislation
requiring IDAs to submit annual financial statements to

the Comptroller was passed in 1989,* and amendments
passed in 1993 required IDAs to report additional job cre-
ation data.** Nevertheless, some of the job data collected
from IDAs is still incomplete, inconsistent or unreliable.
Studies based on data from 2005 have determined that
IDAs failed to submit complete job data for somewhere
between 11% and 48% of all projects.*®* The Comptroller’s
most recent report (assessing 2007 data) concluded that
nearly 10% of IDAs “reported zero job data across all job
categories”® and “IDAs still do not consistently verify
employer-reported job information.”*’ Different organiza-
tions (with opposing political agendas) have also reached
starkly different conclusions about the effectiveness of
IDAS, illustrating how malleable the data is when dif-
ferent metrics are used to decide which IDA reports are
complete enough to analyze.*®

“Better funding for education,
infrastructure and public safety could
help to grow the kinds of environments
that businesses actually seek out, as

no amount of economic development
subsidies can produce a well-educated
workforce or a community with a high
quality of life.”

The Comptroller, however, has statutory authority
to impose reporting requirements on IDAs,* and over
the past several years the Office of the State Comptrol-
ler (OSC) has taken a number of steps to facilitate more
accurate and consistent reporting. New queries have been
added to the list of statutory reporting requirements, such
as wage and benefits data.®® Other changes, such as pro-
hibiting IDAs from revising job creation goals, have been
imposed in order to make it easier to determine whether
project goals have been met.>* OSC has also offered
increased training for IDA board members, issued guid-
ance for preparing annual statements, and increased the
number of IDAs that it audits.>? In 2007, the online Public
Authority Reporting Information System (PARIS) was
launched to simplify the reporting process and improve
consistency.>?

While the Comptroller’s increased oversight of IDAs
has resulted in better reporting, additional reforms have
been proposed. One commentator has suggested that
annual reports should include more detailed information
relating to payments in lieu of taxes as well as “informa-
tion on all government assistance provided to a project”
and not just IDA subsidies.>* A 2009 bill sponsored by As-
semblyman Sam Hoyt would codify many of the project
and job information reporting provisions now required
by the Comptroller. It would also require IDAs to develop
benchmarks to track how well projects meet their goals.>®
Another bill, called the Corporate Accountability for Tax
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Expenditures Act, would require IDA annual reports to
include data on the aggregated amount of diverted state
taxes and follow-up information on previous years’ agree-
ments. And whereas current law suspends IDAS’ subsidy
granting powers if they fail to comply with reporting
requirements, this bill would go farther and suspend pre-
viously awarded benefits if businesses refuse to provide
necessary data.>®

B. Make the Application and Subsidy Award Process
More Objective

Several reforms have been suggested to ensure that
incentives are awarded to projects that actually need
them, and to ensure that subsidies are no larger than
necessary. Chief among these proposals is to codify
procedures relating to subsidy applications and subsidy
awards. Currently, the IDA Act prescribes very few steps
for the project application and approval process, present-
ing opportunities for IDAs to distribute subsidies in an
inconsistent and possibly wasteful or biased manner.
Making the process more formal, and codifying certain
minimum requirements, would give the system more
integrity and make subsidy decisions more predictable.

“By improving the consistency of
agencies’ subsidy decisions, these reforms
would help to prevent IDA decisions
based on favoritism, exaggerated project
goals and poor judgment.”

The IDA Act currently includes no content require-
ments for project applications.>” A certain baseline of
information is needed, however, for agencies to make
informed subsidy decisions, and things like corporate
information, detailed project proposals, and cost-benefit
analyses should be considered necessary components of
any IDA application.%® The Hoyt bill would require ap-
plications to include this information, among other things,
and it would also require companies to explain in their
applications why assistance is necessary. IDAs, in review-
ing applications, would then have to make findings that
the estimated job creation goals are reasonable and that
the project “would not be undertaken but for the financial
assistance provided by the agency[.]”%°

Another useful reform would be to require agencies
to make subsidy decisions based on objective and uni-
formly applied criteria.’° The 1993 amendments to the
IDA Act were intended to address this issue. The legis-
lation required IDAs to adopt uniform tax-exemption
policies, which were to take into account such factors as
the expected number of jobs to be created, estimated tax
revenue increases and the project’s negative environmen-
tal impacts. Deviations from the uniform policy were to be
explained in writing, with notification being made to any

affected taxing jurisdiction.®* Unfortunately, some IDAs
failed to comply with the legislation,®? and some uniform
policies are so vague as to offer little guidance as to the
types of projects eligible for subsidies or the amount of
subsidies available.®® According to the 2006 Comptroller
report, other IDAs have used “expansive interpretations”
to stretch the meaning of project eligibility requirements.%

To strengthen the 1993 amendments, the Hoyt bill
would require IDAs to adopt specific subsidy criteria
and to make an independent analysis of the cost-benefit
information contained each application. The amount of
assistance available would then be determined based on
“a point scoring system to evaluate the job, wage, in-
vestment, and community and workforce development
attributes of each project[.]” Finally, the bill would require
uniform tax exemption policies to be reviewed every year,
with input from affecting taxing jurisdictions being pre-
sented at public hearings.®® By improving the consistency
of agencies’ subsidy decisions, these reforms would help
to prevent IDA decisions based on favoritism, exagger-
ated project goals and poor judgment.

C. Increase Transparency and Public Participation in
the Subsidy Award Process

Across the country, state and local governments have
created a slow but steady trend of improving the transpar-
ency and accountability of economic development agen-
cies.® Measures have been enacted to make information
about subsidies more widely available to the public, and
to provide a larger role for public participation in deci-
sions regarding subsidy awards.

The IDA Act would benefit from these sorts of trans-
parency and accountability reforms. First, the statute sets
the minimum period of notice for IDA public hearings at
a mere 10 days.%” Second, public hearings are often held
just before agencies make their decisions on incentive ap-
plications. Without the benefit of public comment closer
to the beginning of the subsidy award process, hear-
ings may serve as more of an afterthought to IDA board
members who have already invested substantial amounts
of time in negotiations with project applicants.® Finally,
public participation could also be fostered by requiring
IDAs to make project applications and related documents
easily accessible to the public, well in advance of public
hearings.°

Responding to these procedural concerns, the Corpo-
rate Accountability for Tax Expenditures bill proposes to
increase the notice period for public hearings to 30 days,
and to require a public hearing to be held within 60 days
of an application’s submission.” The Hoyt bill would
additionally require IDA-specific documents to be posted
on agencies’ Web sites, including PILOT agreements and
information about pending projects.”* These reforms are
long overdue.
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The Hoyt bill would also establish a Community Im-
pact Review process, which is similar to the economic im-
pact reviews now required in a number of state and local
jurisdictions for large-scale project proposals.”? Under this
review process, agencies would be required to prepare
community impact reports (CIRs) and make them avail-
able to the public along with project applications. The
CIRs would include enough project information for board
members and taxpayers to make informed decisions
about the costs and benefits of subsidy decisions. Briefly
stated, the CIR would contain “an analysis of the eco-
nomic, social and environmental impact of the project on
the community, including its employment, infrastructure
and housing[,]” and it would require all potential adverse
impacts to be disclosed.” Before approving any subsidy,
agencies would be required to find “that any negative
impact from the project...will be avoided or minimized to
the maximum extent possible.” Alternative project plans
would have to be considered in making this determina-
tion, including the no-project alternative.”

D. Increase Ethical Standards for IDA Board
Members

IDA board members are currently subject to the
conflict-of-interest provisions applied to municipal offi-
cers.”> Additionally, the PAAA required each IDA to adopt
a code of ethics and whistleblower protection policies.
Board members, moreover, must now make annual finan-
cial disclosures and attend mandatory training sessions
dealing with governance issues.’”® Amendments to the
PAAA passed in 2009 and currently awaiting gubernato-
rial approval further emphasize, if there was remaining
any doubt, that agency board members have a fiduciary
duty to the public.””

Even with these increased ethics standards, two bills
introduced in 2009 would impose tougher conflict of
interest rules, requiring board members to recuse them-
selves rather than merely disclosing their conflicts.”® The
Hoyt bill, in addition to requiring recusal, would also
prohibit the appointment of any person who, within
the previous five years, served as a lobbyist in the local
jurisdiction or worked for a consultant or supplier to the
IDA.” While these conflict of interest provisions may be
unappealing to business interests, there are few grounds
on which they can be opposed.&

E. Amend the Anti-Piracy Statute

The anti-piracy provision in the IDA Act (some-
times called the anti-poaching or anti-raiding statute)
is intended to prohibit agencies from luring companies
from one part of the state to another, as this merely shifts
jobs, rather than creating new economic growth.8! The
rule contains two exceptions, however, allowing intra-
state relocations where the subsidy is necessary either to
prevent a business from moving out of the state, or for the
business to remain competitive.8 Critics allege that these

exceptions have weakened the anti-piracy statute to the
point where it is “virtually without effect,”# but this may
be an overstatement, as the courts have found violations
of the statute in a number of cases.?*

A more cogent criticism lies in the windfall remedy
that a pirating municipality receives when a violation of
the statute is found.®> According to case law, the second
municipality not only gets to keep the pirated jobs, but
is also awarded a refund of the unlawful subsidies. The
original host community loses its jobs and gets no com-
pensation for the act of piracy, and the pirating IDA re-
ceives no meaningful penalty aside from losing its deal .8
IDA reform proponents have proposed to change these
outcomes by making subsidy refunds available to the first
municipality instead of the second, and by temporarily
suspending the pirating IDA’s subsidy granting powers.%’
A less common suggestion is to give the first municipal-
ity the power to veto any subsidies granted by an agency
trying to persuade a business to relocate.®

Another approach to minimizing instances of job
piracy within the state has been to advocate for better
coordination among IDAs. With several counties having
five or more separate IDAs,? better cooperation could
promote regional needs and discourage competition
between urban areas and their surrounding suburbs.?® Im-
proving regional cooperation would have the additional
benefits of streamlining the process for subsidy applicants
and making the economic development system (which
includes other entities aside from IDAS) easier to havigate
and more cost effective.? Some IDAs have already taken
voluntary measures to increase regional cooperation,®? but
merging or consolidating IDAs currently requires the pas-
sage of state legislation. Proposals have thus been made
to amend the IDA Act to allow neighboring agencies to
merge without state approval.®

F Enact Meaningful Penalties for IDAs and Subsidy
Recipients

The only real penalty currently authorized by the IDA
Act is a provision that suspends agencies’ subsidy pow-
ers if they fail to submit an annual report.®* There are no
repercussions for businesses that refuse to provide IDAs
with information necessary for reporting. Nor are there
any penalties for companies that fail to create or retain the
number of jobs that were promised, even if the business
abandons the state completely. With sufficient evidence,
local governments and school districts can bring suit
against IDAs and subsidy recipients for fraud, breach
of the common law fiduciary duty, or even civil RICO.%
Such claims are difficult to prove, however, and require
costly and time-consuming litigation. They are not very
common.

To prevent companies from inflating their job creation
goals in order to receive larger subsidies and from be-
ing unjustly enriched if they accept subsidies and then
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relocate out of state, other states have enacted subsidy
termination and recapture (or clawback) provisions.%
Both the Hoyt bill and the Corporate Accountability for
Tax Expenditures bill include such rules. Essentially, they
would discontinue long-term subsidies if a project failed
to meet its job creation goals, and they would require a
business that leaves the state within five years to repay all
of the subsidies it received.?” Significantly, the Corporate
Accountability for Tax Expenditures bill does not seem to
require the repayment of local tax exemptions, making it
much weaker than the Hoyt bill. The Hoyt bill contains
another notable difference in that it requires subsidies to
be discontinued not only for failing to meet project goals,
but also if a business is found to be in violation of any
labor or environmental laws.

“Subsidy discontinuance and recapture
provisions have received broad support
from public interest groups and
government officials, but business
representatives and other politicians have
opposed them for fear that they may
damage the state’s business climate.”

Subsidy discontinuance and recapture provisions
have received broad support from public interest groups
and government officials,? but business representatives
and other politicians have opposed them for fear that they
may damage the state’s business climate. Indeed, busi-
nesses might very well be dissuaded from operating in
New York State if they feared that their subsidies could be
retroactively revoked for good-faith efforts that neverthe-
less failed to meet their targets.®® The Corporate Expendi-
tures for Tax Accountability bill responds to this concern
by allowing the state to waive recapture requirements on
a case-by-case basis, but the Hoyt bill includes no such
parallel safety valve.l% Waiver provisions or exceptions
for forces majeure would make clawbacks fairer rules, but
they must be crafted carefully to preclude inconsistent
or lax application.'* Accordingly, a compromise reform
might be to require IDAs to attach subsidy discontinuance
and recapture requirements to their assistance agree-
ments, but to allow for good-faith exceptions in specific
and limited situations.

G. Make Sure That Local Governments and School
Districts Are Involved in the Subsidy Award
Process

IDA tax exemptions divert revenue streams that
would otherwise go toward local governments, school
districts, and the state. In 2007, IDAs granted $970 mil-
lion in tax exemptions, the majority of which came from
local property tax abatements. These tax exemptions
were offset by $377 million in payments in lieu of taxes,

or PILOTSs, bringing the net amount of tax exemptions to
$593 million.1%2 The statewide impact of these exemptions
on education and local government funding is significant;
just half of this amount could pay the annual salaries

of more than 5,000 teachers! or 3,000 police officers.’%*
Because of these fiscal impacts, many commentators have
called for the IDA process to be more accountable to the
local governments and school districts that they impact.1%

Some of the reporting and public disclosure reforms
discussed in other sections of this article could help to
shed light on the impacts of tax exemptions on public
finances. They could also help to identify wasteful proj-
ects, and subsidy suspension and recapture proposals,
if enacted, would return some of these subsidies to their
original taxing jurisdictions.

One reform proposal specifically intended to protect
affected taxing jurisdictions is to require the inclusion of
local government and school district representatives on
IDA boards. Several currently pending bills would also
reserve board seats for labor and environmental represen-
tatives,'% thus ensuring a more diverse range of decision-
makers on boards that have traditionally presented
opportunities for nepotism and revolving-door business
appointments.’%7 In 2007, a bill was proposed that would
have required affected school districts and local govern-
ments to approve agencies’ uniform tax exemption poli-
cies.18 A variation on this rule could give school boards
and local governments a veto over the adoption of or
deviations from any uniform policy, but this could lead to
selfish or misguided actions on the part of affected taxing
jurisdictions. A more balanced rule might be to require a
public hearing for adopting or deviating from a uniform
tax-exemption policy, with special notice being provided
to representatives of affected taxing jurisdictions.%® An-
other option would be for the state to reimburse school
districts directly, but this would result in further losses to
state revenues.0

H. Improve the Quality of Subsidized Projects
i.  Prevailing and Living Wages!!!

Prevailing and living wage standards are viewed as a
priority IDA reform by numerous labor organizations and
public interest groups.’2 There is a moralistic aspect to
this reform, as it suggests that public money, through gov-
ernment decisions, should not be spent on jobs that offer
insufficient wages and benefits for employees to achieve
a decent quality of life. But economic policy also supports
increased wages for a number of reasons, including: de-
creased costs for public assistance programs necessitated
by “poverty wage” jobs; increased worker competence,
productivity and reliability, which can actually result in
lower costs for developers and employers; and spin off
benefits to local economies resulting from larger amounts
of discretionary income.''® Moreover, precedent exists for
prevailing wage standards given that the state already
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requires increased wages for construction jobs associated
with most public works projects.™*

A few IDAs have already taken steps to require sub-
sidized projects to create better paying jobs. The Nassau
County IDA, for example, has raised the bar for construc-
tion jobs by refusing to issue tax exempt bonds for proj-
ects costing more than $5 million unless the applicant and
its subcontractors agree to pay prevailing wages and enter
into project labor agreements.''®> The Ulster County IDA
also enacted an increased wage policy in 2007, which ap-
plied to both construction and permanent jobs. It has been
temporarily suspended, however, so that the IDA can
determine its impact (positive or negative) on the county’s
ability to attract new development. 16

At the state level, prevailing wage standards for
IDAs have been proposed repeatedly over the last sev-
eral years,'7 and four such bills are currently pending.'8
While some of these bills impose prevailing wages for
only construction employees, the Hoyt bill mandates
increased wages for construction workers, building
maintenance employees, and other workers.!® The Hoyt
bill has provoked strong opposition, however, with op-
ponents generally framing the wage requirements as “job
killers.”120 They argue that mandatory wage requirements
will increase the cost of doing business in New York too
much, driving both new and established businesses away.
A 2008 study provides support for this view, finding that
“extending prevailing wage to IDA projects will increase
the total cost of a typical construction project 23% for up-
state regions...and 52% for downstate regions[.]”2!

As with the larger question of whether economic
development subsidies are good public policy, there is
room to debate the effectiveness of prevailing and living
wages. What is clear, however, is that wage requirements
are the most controversial aspect of IDA reform, and it
will be unfortunate if prevailing wage provisions continue
to stall the passage of other much needed reforms. A more
pragmatic approach might be to set aside increased wage
requirements and instead propose additional incentives
for projects that offer prevailing and living wages (or
disincentives for projects that do not). The data generated
from this type of incentive program would also help to
answer the question of whether or not prevailing wages
would actually damage New York’s ability to attract
business.

ii.  Local Hiring Requirements

The County of Monroe IDA (COMIDA) requires
projects to hire construction workers from a nine-county
area, with exceptions available only in limited circum-
stances.1? While not raising wages, this provision keeps
the benefits of development within the greater Rochester
area, supporting the regional economy and all of the busi-
nesses that depend on it. Additionally, because the policy

is regional in scope, it may also help to increase regional
cooperation among IDAs.

Although no local hiring requirements have been
proposed this year,'?3 the Hoyt bill does direct subsidy
recipients to consider, where practical, hiring employees
from the metropolitan statistical area if more than 30% of
the area’s residents live below the poverty line.'?* A more
general local hiring requirement may be warranted, how-
ever, as there are few downsides to such provisions aside
from the cost of monitoring. Geographical hiring restric-
tions that cover a large area, like the COMIDA program,
should not overly restrict the pool of qualified employees.
If they arise, problems of this sort can be resolved by
including exceptions, as in COMIDA’s policy, for special-
ized construction contractors and a lack of local work-
ers.1?5 In the alternative, local hiring programs that apply
to smaller geographical areas are often structured so as
to give local residents priority in applying for jobs. This
allows employers to hire any employees they wish, but
still creates increased opportunities for local residents.12
Another option would be to require individual IDAs to
set their own local hiring goals.

“For better or worse, New York’s IDAs will
likely be in the subsidy game for many
years to come.”

iii. Increased Environmental and Sustainability
Standards

In addition to calls for increased wages and local hir-
ing, reform proposals have also sought to impose energy
and environmental standards on IDA projects. These
requirements might increase upfront development prices
and make communities less “business friendly,” but they
have engendered much less opposition than wage provi-
sions. This may be due to the fact that many environmen-
tal standards decrease long-term costs,'?” and because
businesses have begun to respond to consumer demands
for green products.!?

Several pending bills focus on requiring subsidized
projects to meet green building standards and prohibiting
them from being built on greenfields.'?® An alternative
approach already being taken by some IDAs would be to
increase the incentives available to companies that volun-
tarily adopt such heightened environmental standards.*3°
This may be a better option, especially for provisions
requiring IDA projects to be located on brownfields or
greyfields. These prohibitions on greenfield development
greatly limit agencies’ abilities to find suitable sites for
businesses, and they have not received broad support.13!
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V.  Where to Go With IDA Reform

For better or worse, New York’s IDAs will likely be in
the subsidy game for many years to come. Many reforms,
however, can be enacted now to improve agencies’ effi-
ciency, transparency and accountability. Very few criti-
cisms can be made against proposals to augment the Act’s
reporting requirements, to tighten the uniform tax ex-
emption statute so that agencies’ policies must, in fact, be
uniform policies, or to make the Act’s notice and hearing
requirements more amenable to meaningful opportunities
for public participation. Additional ethics requirements,
provisions giving school districts and local governments
more say as to how their diverted tax dollars are used,
increased environmental standards, and an anti-piracy
statute that does not result in windfall remedies are also
improvements that most people can agree on, even if con-
sensus on the details has yet to be reached.

Supporters of IDA reforms should take pragmatic
considerations into account and focus on these generally
accepted proposals, as many of them are extremely impor-
tant. Compromise proposals can be developed for more
controversial provisions: clawbacks can have exceptions,
properly tailored, and wage increases can be incentivized
rather than mandated.
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