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Foreword 

The Lyndon B. Johnson School of Public Affairs has established inter
disciplinary research on policy problems as the core of its educational 
program. A major part of this program is the nine-month policy research 
project, in the course of which two or three faculty 'members from 
different disciplines direct the research of ten to twenty graduate 
students of di verse backgrounds on a po 1 icy issue of concern to a 
government agency. This "client orientation" brings the students face 
to face with administrators, legislators, and other officials active in 
the policy process, and demonstrates that research in a policy environment 
demands special talents. It also illuminates the occasional difficulties 
of relating research findings to the world of political realities. 

This report, which assesses the effects of state government on urban 
economies in Texas, is the product of a policy research project conducted 
at the LBJ School in 1983-84. Funding for publication was provided by 
the Texas Research League, the Texas Lieutenant Governor's Office, and 
the Lyndon B. Johnson Foundation. Clients for the project were the Texas 
Research League and the Lieutenant Governor's Office. 

The curriculum of the LBJ School is intended not only to deve 1 op 
effective public servants but also to produce research that will enlighten 
and inform those already engaged in the policy process. The project that 
resulted in this report has helped to accomplish the first task; it is 
our hope and expectation that the report i tse 1 f wi 11 contribute to the 
second. 

Finally, it should be noted that neither the LBJ School nor the 
University of Texas at Austin necessarily endorses the views or findings 
of this study. 
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CHAPTER 1: INTRODUCTION 

The prospects for growth of the economy of any city or region relate 
to a variety of factors, including the natural resource base of the sur
rounding area, availability and skill levels of labor, availability of 
capital, economic linkages to the regional and national economy, and the 
size of the city or region and its economic structure. In addition, 
growth prospects are to some extent related to federal economic policy, 
the actions of state government, and the actions of 1oca1 government. 
This project identifies and assesses the role that the state government 
plays in the economic development of Texas cities. 

While the role of national economic policy in promoting or inhibiting 
growth is well recognized, the role that states can play has only recently 
become an area of concern. Although the State of Texas has been involved 
in advertising for industrial recruitment for some time, in 1983 Governor 
Mark White announced that his staff would henceforth emphasize develop
ment efforts and that he had reorganized his staff in order to facilitate 
greater state involvement. As evidence of this commitment, his office 
was instrumental in convincing the participating partners of a major 
computer research and development consortium to locate their operation 
in Austin. 

Development efforts had a 1 ready been initiated at the 1 oca l level . 
In San Antonio, Mayor Henry Cisneros created an office whose purpose is 
to encourage new industries to locate in the city. A number of develop
ment strategies for different sections of the city were devised. In ad
dition, community organizations and task forces have begun work to 
encourage further development. In Houston, Mayor Kathy Whitmire, elected 
largely in response to growing citizen dissatisfaction with the city's 
deteriorating infrastructure and unzoned, uncontrolled development, has 
worked to make the city more attractive for future growth. Several other 
cities also have actively pursued industry in order to increase jobs and 
diversify their industrial bases, especially after the economic downturn 
in 1983. 

Such diversity in economic bases is not easy to achieve. Glickman and 
Wilson argue that "the essence of the problem faced by urban economic 
development decision makers, both in the design of targeted national 
policies and local government policies, is to induce existing enterprises 
to expand, to attract new enterprises, and to prevent firms from closing. 
This can be done with a variety of tools, including labor training pro
grams, capital subsidies, land policies, facility and infrastructure 
provision, tax incentives and attempts to enhance the relative attrac
tiveness of the city (or neighborhood) to firms. 11 (1) 

A variety of state policies and statutes can affect the growth pros
pects of urban economies. Laws governing the provision of infrastructure, 
the establishment of tax bases, and the delivery of specific social ser
vices are examples. Two broad categories of state activities can be de-
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fined. First, ~o~e. state efforts are directly related to development, 
such as the act1v1t1es of the Texas Economic Development Commission. 
Second, a state can influence economic deve 1 opment through efforts not 
primarily related to growth, but which affect the overall growth prospects 
of a locality. Education, derived powers of cities, state expenditure 
patterns, and regulatory environment are examples of the latter. 

The purpose of this project is to identify the types of state programs 
and laws that affect the economies of cities and to answer the following 
questions. Are there laws which either promote or inhibit the economic 
development activities of the state? How does the State of Texas affect, 
either directly or indirectly, the economic development of local econo
mies? Do some policies favor the growth of specific local economies at 
the expense of others? The answers to these questions indicate current 
state actions and suggest potential policies for future development in 
Texas. 

Urban Population Growth in Texas 

Since this report focuses on economic development in cities, it is 
useful to begin with a discussion of urban population growth in the state. 
Texas in 1984 is a highly urbanized state. According to the U.S. Bureau 
of Census definition of "urban, 11 75 percent of the state population lived 
in urban areas in 1960 and, after a substantial increase in 1970, the 
figure fell sightly to 79.65 percent in 1980. As Table 1.1 suggests, 
while the urban population grew substantially faster than total state 
population in the 1960s, the two growth rates were virtually the same in 
the 1970s. 

Another definition of "urban" uses the Standard Metropolitan Statis
tical Area (SMSA), a category defined by the U.S. census. An SMSA, a 
grouping of one or more counties, must contain at least one city with 
fifty thousand inhabitants or more and can include one or several coun
ties that are economically linked. The 1980 U.S. Census reported twen
ty-six SMSAs, consisting of fifty-five counties, in Texas. Urban 
population in these SMSAs, as a share of total state population, increased 
from 63.7 percent to 69.5 percent between 1960 and 1980, reflecting the 
fact that these larger cities have been growing faster than the state 
population as a whole. Among these twenty-six SMSAs, one finds that be
tween 1960 and 1980 the largest ten have increased their share of urban 
population from 85 percent to 88 percent; the 1 argest three--Houston, 
Dallas-Ft. Worth, and San Antonio--have increased their share from 57.1 
percent to 62.6 percent (see Table 1.2). 

In summary, Texas is a highly urbanized state in which larger cities 
are growing faster than smaller cities and rural areas. While the urban 
population in the state continues to increase at a rate higher than that 
of the total state population, the differences between the two rates were 
less in the 1970s than in the 1960s. 
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Table 1.1 

POPULATION AND GROWTH RATES FOR SMSAs, URBAN AREAS, 
AND 

THE STATE OF TEXAS, 1960-1980 

URBAN 
POPULATION 
OF 26 SMSAS 

URBAN 
POPULATION 

POPULATION 
(in millions) 

1960 1970 1980 

6 .11 7. 77 9.90 

GEOMETRIC SHARE OF STATE 
GROWTH RATES POPULATION 
PER YEAR (in percentages) 

1960 1970 1960 1970 1980 
-1970 -1980 

0.024 0.035 63.7 69.4 69.5 

OF TEXAS 7.19 8.93 11.33 0.022 0.024 75.0 79.8 79.5 

TOTAL 
POPULATION 
OF TEXAS 9.58 11.20 14.23 0.016 0.024 100.0 100.0 100.0 

Sources: The 1960 and 1970 statistics were compiled from the U.S. Census 
of Population and Housing data for 1960 and 1970, extracted from a 
computer tape of the County and City Data Book - Consolidated File 
- County Data 1947-1977 (Washington, D.C.: U.S. Department of 
Commerce, Bureau of the Census, 1979). The 1980 statistics were compiled 
from U.S. Census of Population and Housing 1980: Tape File 3 
(Washington, D.C.: U.S. Department of Commerce, Bureau of the Census, 
1982). 

The State of the Texas Economy 

Li ke i t s soc i a 1 v a 1 u e s and po 1 i t i c s , the Tex a s economy i s a product 
of its land. The cattle kingdom created by early settlers was the basis 
for economic as well as social and political patterns. The discovery of 
oil at Spindletop in the early twentieth century led to economic power, 
yet also initiated a trend toward dependence upon prices for its raw ma
terial determined beyond Texas borders in national and world markets.(2) 

Economic growth in Texas derived from agricultural and petroleum pro
duction can readily be explained through the economic base theory, which 
emphasizes the relationship between the export sector and the local sector 
of a specific area. The export sector consists of "firms and individuals 
serving markets outside the community," while the local sector consists 
of "firms and individuals serving markets within the community." The 
export sector is considered the "prime mover of the local economy . 11 (3) 
Therefore, when the export sector prospers, the community as a whole 
prospers. If the export sector experiences hard times, the entire 
community's economy becomes depressed. 
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Table 1.2 
SHARE OF URBAN POPULATION AMONG GROUPS OF SMSAs 

1960-1980 BY SIZE OF SMSA 

Groups of SMSAs 
By Population in 
1980, n=number 
in group 

Above 900,000 
n=3 

200,000 to 
900,000 
n=4 

125,000 to 
200,000 
n=7 

Less than 
125,000 
n=12 

Urban Population 
(in millions) 

1960 1970 1980 

3.49 4.80 6.1 

.98 1.18 1.54 

.86 .95 1.17 

.78 .83 .99 

Source: Same as Table 1.1. 

Share of Total 
Urban Population 
(in percentage) 

1960 1970 1980 

57.12 61.85 62.60 

16.07 15.20 15.53 

14.10 12.26 11.82 

12.70 10.69 10.06 

The underlying process at work is that export firms se 11 goods and 
services in markets outside the community, which brings dollars into the 
local economy. Wage earners spend some of these dollars on locally pro
duced goods and services generating more employment income and production 
within the area.(4) The state of the local economy depends upon conditions 
in the export sector, expanding when the export sector expands and con
tracting when exports decline. The relationship between the export and 
local sectors and the community's entire economy can be expressed numer
ically in terms of a 11 multiplier. 11 The multiplier indicates the degree 
of change in a community's total economy given a change in the export 
sector. 

The agricultural and petroleum sectors are both export oriented, and 
their growth earlier in the century was the principal contributor to 
economic conditions in the state. Within these sectors a certain diver
sification occurred, such as meat processing and packing in the cattle 
industry and petrochemical production in the petroleum industry. In both 
cases local resources were being processed within the state, which brought 
further benefits through the multiplier effect. These industries also 
had a significant impact on the growth of certain cities such as Ft. Worth 
(agriculture) and Houston (oil). Another sector, military installations, 
is export in nature and it too has had a significant impact in certain 
parts of the state, particularly since World War II. Even though indus
trial diversification did occur, to a certain extent, in the export sec-
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tor, the high level of export specialization still contributed to economic 
vulnerability and dependency on markets beyond state borders. 

Much of the growth during the past twenty years has not been exclu
sively related to the traditional industrial sectors in Texas. Factors 
such as transportation facilities, access to raw materials, and a large 
available labor force encouraged growing industries to move to the state. 
The growth in "new" sectors during this twenty-year period has resulted 
in a shift in the structure of the economy. Table 1.3 shows a measure 
of industrial structure, the gross product location quotient, in Texas 
for 1959, 1969, and 1978. These quotients show the percentage of re
gional activity occurring in a sector divided by the percentage of na
tional activity in the same sector. A quotient greater than 1.0 indicates 
that the particular sector in Texas is relatively more important than that 
sector in the national economy.(5) 

There is a noticeable decline in the location quotient for both agri
culture and mining, which includes the oil and gas production, over this 
twenty-year period. Agriculture in 1978 was relatively less important 
i n the Tex a s economy than i n the n at i on a 1 economy . A 1 though mi n i n g i s 
of great re 1 at i v e i mp or tan c e to the state economy , i ts re l at i v e degree 
of importance has dropped significantly between 1959 and 1978. Con
struction, manufacturing, and the financial sectors and wholesale and 
retail trade have gained in relative importance during this twenty-year 
period. These shifts are indicative of the direction of future structural 
changes in the Texas economy as dependence on pet ro 1eum-re1 ated firms 
declines and the economy becomes more diversified. 

Diversification in an export-oriented economy and resulting economic 
growth have been studied by Wilbur R. Thompson. In his book A Preface 
to Urban Economics, Thompson states: 

The very essence of long-run growth is, in fact, the 
transition--sometimes orderly, sometimes chaotic--of the local 
economy from one export-base to another as the area matures in what 
it can do, and as rising per capita income and technological pro
gress change what the nat i ona 1 economy wants done. Thus the em
phasis in our growth analysis is on the process by which each round 
of economic development leaves an industrial legacy of skills, wage 
rates, business services, social overhead, entrepreneurial talent 
and so forth, which shapes the developmental path and constrains 
the policy choices of the next round.(6) 

It is in these "policy choices" that the state can become involved for 
purposes of supporting the economic development. 

Thompson discusses the effect of both the demand-side and supply-side 
factors on economic growth. On the demand side he relies heavily upon 
the export base construct. The urban area is thus perceived as primarily 
relying upon the major exporting industry(s) for its economic well-be
ing.(7) There are, however, four supply-side factors of production, la
bor, entrepreneurship, and land, which also affect growth.(8) A city 
which has a comparative advantage in these four factors will be better 
situated for growth than other cities. A city with a highly skilled labor 
force, for example, may be able to attract industries searching for such 
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Table 1.3 

GROSS PRODUCT LOCATION QUOTIENT FOR TEXAS 
1959, 1969, 1978 

SECTOR 1959 1969 1978 

AGRICULTURE 1.28 .94 .82 
MINING 5.25 4.59 4.20 
CONSTRUCTION .98 1.07 1.33 
MANUFACTURING .65 .80 .82 
TRANSPORT, COM-

MUNI CATION, AND 
PUBLIC UTILITIES 1.09 .98 1.01 

WHOLESALE 
AND RETAIL TRADE 1.03 .99 1.11 

FINANCE, INSURANCE, 
AND REAL ESTATE .89 .94 .97 
SERVICES .88 .92 .88 
GOVERNMENT 1.07 1.02 .89 

Source: Extracted from computer tape 11 Regional Economic 
Information System" (Washington, D.C.: U.S. Department 
of Commerce, Bureau of Economic Analysis, April 1980). 

a labor pool. Stages of entrepreneurial vigor may arise to help generate 
local industrial development and to encourage innovation through research 
and development.(9) Since capital is highly mobile, it is extremely im
portant to attract individual investors who are interested in small bu
siness and local development. On the other hand, the availability of land, 
natural resources, and energy is essential in attracting industries de
pendent upon these factors. ( 10) A state which is i nvo 1 ved in economic 
development could direct its policies and monies toward improving these 
factors. 

A diversified economy shows more stability than a specialized economy 
during business cycles. In Texas, the degree of economic specialization 
was still evident in 1983 when growth declined considerably. A drop in 
world oil prices, the devaluation of the Mexican peso, severe weather 
conditions affecting the agricultural sector, and the national recession 
were primarily responsible for this slow-down. Every one-dollar drop in 
oil prices resulted in $40 million less in oil production tax receipts 
for the state and a decline in the overall state economy. The peso de
valuation caused taxable retail sales to drop by 22 percent in the border 
region from January through July of 1983. The worst drought in the 
state's history caused a loss of one-half billion dollars in crops and 
livestock.(11) Even after accounting for these exceptional conditions, 
the Comptroller of the State of Texas concluded in his 1983 financial 
report that Texas will probably not return to the growth patterns of the 
previous decade, even though the state will remain an economic leader in 
the country.(12) 
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Trends in production in Texas wi 11 s 1 owly shift from resource-based 
production to the manufacturing, construction, and private-service pro
ducing sectors. In 1981, 18.3 percent of the state's gross product was 
produced by agriculture and mining; by 2006 the percentage of production 
in that sector is expected to decrease to 5.7 percent. Manufacturing, 
which produced 18.9 percent of the state's economic output in 1981, is 
expected to produce 25.2 percent of this output in 2006. Texas's real 
gross product is predicted to increase from $105 billion in 1981 (in 1972 
dollars) to $320 billion in 2006. This is an average growth rate of 4.6 
percent per year. The population of the state during the same time period 
is expected to increase from 14.7 million to 24.6 million. The overall 
economic growth rate in Texas between 1981 and 2006 is expected to be 1.8 
times the U.S. economic growth rate for the same period.(13) 

Economic growth in Texas ultimately depends on business decisions to 
locate new operations or expand existing operations. These decisions are 
based on location factors which can be characterized as the costs and 
benefits of locating or expanding in a particular locale. These may vary 
according to the size of the firm; the good or service it produces, and 
whether the activity is relocating, expanding, or creating a new firm. 
Regardless of these variations, the location decision is always a function 
of combined costs and benefits of a specific locale. 

Unlike the static nature of mainstream economics in which supply-de
mand relationships are analyzed at one place and at one particular time, 
much of location theory is a dynamic analysis of the fluctuating factors 
which promote location decisions. In this scheme, markets and firms have 
the ability to penetrate space and time, creating an interdependent web 
of economic activities. These activities produce a historical effect on 
the economic structure of cities: past location decisions create the 
economic structures which in turn influence future decisions of firms. 
Thus, in determining the factors which influence business location deci
sions, location theory also provides a historical overview of the trends 
affecting the economic structures of American cities. 

In manufacturing, cost-oriented factors have traditionally been the 
major criterion of the decision process. One such factor is labor, which 
includes the availability of workers at the appropriate skill level and 
wage level prevalent in the area. Other factors include the proximity to 
markets, the proximity to resources, the availability and dependability 
of energy (utilities, electricity, natural gas, and water), financing 
costs, and the accessibility and costs of transportation. 

As an example, water is and will be an important factor in the future 
development of the Texas economy. The projected water use in the year 
2000 is 21.6 million acre feet, which is 2.5 million acres over that which 
can be dependably supplied.(14) The influence of Texas's water supply 
on the state's economic growth is discussed by Joseph Adair in his dis
sertation entitled "An Aggregate and Sectoral Analysis of Economic Growth 
in Texas, 1914-1972. 11 Adair states: 

The failure to develop extensive industrial water supplies, how
ever, has placed a severe constraint on the state's ability to base 
economic expansion along a proven path. This constraint insures 
that to maintain a long-term economic growth rate that reflects past 
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experience, the state must shift to a diverse array of sectors that 
are attracted to the region for other than raw material and heavy 
industrial processing activities. Texas must encourage the devel
opment of locational advantages as they pertain to a wide variety 
of business enterprises and exploit the benefits associated with 
the Sun Belt.(15) 

Yet any subsequent growth in employment sectors other than those requiring 
raw materials and industrial processing (heavy water users) will further 
complicate the situation with the state's water supply because they 
probably will result in an increase in the population. 

As traditional manufacturing operations yield to demands for high 
technology, shifts in the relative importance of these factors will occur. 
For example, the decreasing importance of the availability of skilled 
workers, coupled with the increasing importance of the availability of 
technical and professional workers, reflect the impact of automation in 
new manufacturing operations.(16) Similarly, in the field of technology, 
proximity to markets and raw materials are not of great concern. Many 
service sector firms, on the other hand, depend heavily on the ava i 1-
abi l i ty of a ready market for the services they provide. 

In addition to cost-oriented criteria, many subjective factors have 
gained increasing importance in the location decision process. Living 
conditions and operating environments, although not readily quantifiable, 
are of concern to location decisionmakers.(17) 

In general, the materials-oriented appproach for explaining industrial 
location patterns, where transport costs were important, has been to a 
large extent replaced by a market-oriented approach. This change has 
occurred because technological advances and changes in relative prices 
have diminished the importance of transport considerations, thereby al
lowing for substantial manufacturing growth in areas that held no relative 
advantages in the past. 

The implications of these changes for state and local activity in 
economic development are varied. While cities or regions which have de
veloped a comparative advantage as transportation centers will continue 
to sustain growth because of agglomeration economies, other regions may 
become more favorable as business locations for firms which consider a 
more complex set of factors when choosing a site. For example, growth 
in the so called high-technology industries has brought to the forefront 
new location decision factors, often emphasizing a high quality of life 
for employees. In addition, as regional disparities in location advan
tages tend to equalize, states and localities will become more sensitive 
to changes in national and international economic trends. As federal 
policies favor some industries over others, states and cities which have 
developed specialized economies suffer when these po 1 i ci es cause re
sources to be moved from region to region. Economic development strate
gies in the future may have to encourage economic diversity to compensate 
for unclear directives and unstable resources from the federal level and 
instability in the national and even-the international economy. 

Although the definition of economic development has been implied 
throughout this discussion, it is essential here to state how the term 
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is used in this report. The term 11 development 11 in an economic sense im
plies "structural change, technologicaJ advance, and resource discover
y.11(18) A goal of development is the rise of real per capita income and 
the creation of more employment possibilities. Another criterion by which 
development can be judged consists of the reduction of subregional dis
parities in per capita income. If changes (political, social, economic, 
and technological) in an environment result in an increase an income and 
available jobs, economic development has occurred. 

In the context of per capita disparities in the state of Texas, a brief 
discussion of the role of minorities in the economy is warranted. At 
present, blacks constitute about 12 percent of the state's population 
while Hispanics make up about 20 percent. The Hispanic component has been 
increasing sharply due to birth rates and immigration.(19) Although 
blacks and Hispanics together constitute over one-third of the total Texas 
population, they account for nearly 60 percent of the state's poor popu
lation. Black males are less likely to be in the labor force and are more 
likely to remain as noriworkers through time. Hispanics are less likely 
to have been enrolled in school during the years they should have been 
finishing high school.(20) 

Unsurprisingly, there is a significant gap between minorities and 
Anglos in terms of income levels and average occupational levels. More 
than one-fourth of all black and Hispanic males are employed as laborers, 
approximately five times the percentage of Anglo males. Similarly, the 
percentage of Anglo males employed in professional and technical occupa
tions is three to four times that of blacks and Hispanics (21). In terms 
of income distribution, in 1973, 40 percent of all non-Anglos in Texas 
had incomes below the poverty line, compared to 10 percent for Anglos. 
In 1970, well over half (56 percent) of Hispanics and two-thirds of all 
black families made less than $6,000.(22) 

This socioeconomic status can be attributed to longstanding sociocul
tural and political discrimination directed toward the minority popu
lation in the state. Some scholars argue that few successes have been 
made by minorities in Texas despite federal and state intervention due 
to significant resistance to the mobilization of minorities. According 
to this argument certain groups in the state economy have an interest in 
maintaining a large, unorganized, and politically docile labor force.(23) 

Despite the few economic successes, there are indications that changes 
in the state's political and economic structure are forthcoming. A higher 
degree of politicization and participation has been evident in the last 
decade, especially for Hispanics.(24) It has been estimated that by 1995, 
Anglos will no longer be the state's racial majority group. Blacks and 
especially Hispanics will become a greater factor in Texas's employment 
and business trends. In the economic sector, Hispanics are moving out 
of the traditional agricultural employment and into jobs in housing con
struction, lumber, food-processing, and the hotel and restaurant indus
tries.(25) For both minority groups, the greatest internal barrier to 
overcoming unemployment and poverty is educational. State action in de
veloping the human resources of this growing population sector is critical 
to the future economic and political sophistication of the labor force. 
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Chapter Descriptions 

The success of state government in incorporating these economic prin
ciples into its policies and actions will affect_ the stability and the 
future of the Texas economy. As suggested above, these policies can take 
the form of actions that explicitly affect economic development, but more 
often their impact is implicit or indirect. Many state actions that are 
not normally associated with economic development do affect the economic 
climate in cities. This research project examines three areas in which 
the state can shape the context for economic development: regulatory 
environment, direct state actions, and local government powers derived 
from the state. 

The regulatory and business environment in the State of Texas has been 
claimed in recent years as one of the reasons behind the migration of 
capital and labor resources from the "Frostbelt" to the "Sunbelt." The 
variables used to assess the State's impact on the business climate, 
discussed in Chapter 2, include labor laws, banking and insurance regu
lations, environmental constraints, taxation levels, land policies, the 
availability and quality of infrastructure, and utility and transporta
tion regulations. The purpose of this chapter is twofold: 

1. To examine the state laws and programs which affect each of the 
specific variables used to measure the business climate in Texas; 
and 

2. To assess how business climate in general affects economic de
velopment in Texas. 

The examination in Chapter 3 of state programs and expenditures, which 
are referenced in this report as direct state action, covers activities 
most commonly perceived as characterizing a state's role in economic de
velopment. In this chapter, aid to cities and counties; the activities 
of the Texas Department of Community Affairs, the Texas Economic Devel
opment Commission, and the Governor's Office; and expenditures and poli
cies related to infrastructure, education, training, and tourism are 
discussed. Chapter 3 assesses these actions, policies, and expenditures 
in terms of their impact on economic development. 

As legal subdivisions, cities derive certain powers from the state. 
Chapter 4 examines how and if cities use these powers. In an effort to 
establish an inventory of the legal powers of local government that affect 
development, this chapter reviews legislation affecting taxation, in
frastructure, bonding authority, enterprise zones, tax increment financ
ing, and foreign trade zones, as well as legislation affecting 
nonmunicipal entities such as Municipal Utility Districts. Chapter 4 
attempts to answer these questions: 

1. What powers do governmental subdivisions have that affect eco
nomic development? 

2. What are the constraints upon these powers? Under what limita
tions do these subdivisions operate? 

3. How are these powers used by these subdivisions? 
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4. How do revenues and expenditures of these subdivisions reflect 
their relationship to economic development? 

Finally, Chapter 5 presents the general and specific conclusions and 
recommendations that have resulted from this project. 
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CHAPTER 2: REGULATORY-
BUSINESS ENVIRONMENT IN THE STATE OF TEXAS 

I. INTRODUCTION 

The regulatory and business environment in the State of Texas has been 
claimed in recent years as one of the reasons behind the migration of 
capital and labor resources from the 11 Frostbelt 11 to Texas. In general, 
the variables used to assess a state's regulatory-business environment 
include labor laws, banking and insurance regulations, environmental 
constraints, taxation levels, land policies, the availability and quality 
of infrastructure, and utility and transportation regulations. Tak.en 
together, these elements constitute an area's business climate, a popular 
measure of a state or region's capacity to attract industry. The purpose 
of this chapter is twofold: first, to examine the state laws and programs 
which affect each of the specific variables used to measure the business 
climate in Texas; and, second, to assess how business climate in general 
affects economic development in Texas. 

II. THE BUSINESS CLIMATE IN TEXAS 

A. Historical Basis for Business Climate 

1. Social Attitudes. Traditions and social attitudes have played a 
major role in developing the business climate in Texas. The immense size 
of the state and the importance placed on land ownership were important 
factors in the formation of early social values. The early migration to 
Texas from the United States and Europe was motivated by the desire both 
to escape governmental control and to ensure individual freedom. Thus, 
the availability of land and the opportunities it provided he 1 ped to 
create a society based upon the landowner, who either conquered the soil 
or was humbled by it.(l) 

While land was plentiful, sovereignty over it was highly contested by 
the groups that occupied it, including American Indians and Mexicans. 
As an independent country, Texas also disputed sovereignty with the U.S. 
government.(2) With constant threats to survival and vast distances be
tween convnunities, early Texans developed a keen sense of individual re
sponsibility. This "survival of the fittest" attitude does not imply that 
Texans were antisocial or antineighborly, but rather that circumstances 
forced each person to be responsible for his survival since the threats 
posed by unpredictable harvests, harsh climate, and hostile enemies were 
ever present.(3) 

These attitudes still influence Texas's business climate. Right-to
work legislation, as well as restrictions placed on financial insti
tutions, can be traced to the agrarian individualism which permeated early 
Texas society. In addition, antitrespass laws and an emphasis on private 
property appear linked to the importance of land ownership, while a belief 
in individual responsibility may perhaps contribute to Texas's rank as 
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the state with the lowest average unemployment compensation benefits paid 
and the fourth lowest expenditures in welfare payments.(4) Finally, the 
social structure of Texas urban areas today points to the continued ex
istence of a "frontier ethos. 11 First populated by displaced farmers who 
lost everything during the Depression, Texas cities never created the 
"urban ethos" that characterizes such cities as Boston, Chicago, or San 
Francisco. ( 5) 

2. Political Philosophies. Texas politics and government emerged from 
Texas society, its imperatives, and its world views. The frontier expe
rience, the work ethic, and the attitudes of farmers and ranchers con
tributed significantly to several attributes of Texas politics, including 
supremacy of property holders rights; fiscal conservatism; aversion to 
regulation, taxes, and governmental power; no tolerance of criminality; 
and resistance to federal courts' mandating of national norms.(6) In ad
dition, the 1876 Constitution was formulated by mostly farmers and 
ranchers, and their biases against corporations, big banks and strong 
state government were evident in such provisions as the two-thirds leg
; slat i ve vote required to create any private corporation and the ban 
against banks incorporating under any circumstances. 

Great di stances between communities have been noted as one factor 
contributing to the amorphous nature of Texas politics.(7) This relative 
isolation of communities made consensus building difficult. V. 0. Key 
notes that the result was a lack of vigorous party competition, which was 
one factor that led to the emergence of one-party politics, in which many 
factions compete for recognition within the controlling Democractic Par
ty. (8) 

The tradition of agrarian protest and individualism became reflected 
in political expression following the agricultural distress of the late 
1880s. At that time, the People's Party emerged as an action group of 
farmers focusing attention on what they considered the causes of their 
distress: banks, railroads, corporations, low prices, and tight credit. 
Their grass-roots effort was successful in electing several governors 
attentive to their concerns. (9) In 1890, James Hogg was elected governor 
on a platform attacking business abuses. Thomas Campbell, endorsed by 
Hogg, was elected in 1906 and continued Hogg's policies by strengthening 
antitrust legislation, increasing control over lobbies, providing for 
regulation of public utilities by municipalities, and encouraging meas
ures to increase taxation in order to provide more government services. 

In 1915, James Ferguson was elected and became the archetype of the 
Texas politician. Elected by rustics and known as the farmer's friend, 
Ferguson used his personality to distract voters from the issues, instead 
focusing on their like or dislike of "Farmer Jim. 11 (10) Even today, Texas 
elections have been characterized as more dependent on personalities, 
mood, or local issues than on ideological, economic, or regional inter
ests. In addition, a taxpayer's bias perpetuates the belief held by early 
Texans that elected spendthrifts try to persuade the people while selling 
out their interests.(11) Thus, the taxpayers feel they are left with 
politicians and businessmen they do not trust. 
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B. Business Climate in Texas : Recent Surveys 

Despite the differing measures used by various surveys to assess bu
siness climate, Texas has consistently scored among the top five states 
in recent years. For example, INC. magazine's annual rating of small 
business climates across the United States is based on five categories: 
capital resources, labor, taxes, business activities, and state support. 
(12) Texas ranked first in this survey in 1982. Similarly, a business 
climate index prepared by the Federal Reserve Bank of Atlanta analyzed 
twenty variables grouped in three categories--government policy, labor, 
and quality of life. Texas was rated first in 1982 in this study.(13) 

In yet another survey, Alexander Grant & Co. used twenty-two measure
ment factors divided into five categories.(14) These included: state 
and local government fiscal policies, state-regulated employment costs, 
labor costs, availability and productivity of labor force, and other is
sues including energy costs, environmental regulations, and population. 
Texas ranked among the top two in this 1982 survey. In general, a com
bination of strong capital resources, effective labor force, low tax 
burdens, aggressive business activity, negligent unionization, and rela
tively lenient regulatory policy has helped Texas achieve a top rating 
in these and other surveys. 

C. Business Climate and Economic Development in Texas 

One of the significant themes which emerges from this discussion of 
Texas politics, economics, and society is a dichotomy between strongly 
held beliefs and modern realities. Texans wholeheartedly support growth 
and progress yet quickly become possessive and irritated when growth re
sults in congestion and inconvenience or requires a rethinking of old ways 
to handle new problems. Politically, Texans as taxpayers demand pro
tection from the abuses of big business and government, yet as workers 
and business executives cling to strong laissez-faire attitudes. The 
·state continues to develop and export its vast resources, yet resents the 
dependence on outside markets. These attitudes may be part of the appeal 
that Texas holds for newcomers since outsiders can easily assume the Texas 
ways without sacrificing their own beliefs. 

In order to appraise the effects of the business-regulatory environ
ment on economic development in Texas, the remainder of this chapter will 
examine the state laws and/or programs that affect each of the variables 
used to measure business climate. In addition, each factor will be ana
lyzed for its overall effect on economic development in Texas. 
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Ill. STATE LABOR LAWS AND THEIR IMPACT ON ECONOMIC DEVEL
OPMENT IN TEXAS 

This survey of labor laws is based on the notion that state statutes 
regarding labor could have a direct and/or indirect impact, through wage 
levels, on the decisions of firms to locate in Texas. Labor laws could 
have, for example, a direct bearing on the extent of union activity in 
the state. Because unions have often been associated with high wages and 
highly skilled workers, firms concerned with such factors could be at
tracted to or driven away from states on the basis of workers 1 wage and 
skill levels.(15) 

Before discussing existing laws and their impacts on the economy, it 
is important to recall the earlier discussion of the culture which un
derlies the Texas legal system. The spirit of individualism and private 
enterprise runs deep in Texas, and the work ethic is firmly lodged in its 
dominant cultural values. In addition to these orientations, a large 
number of Texans embrace· traditions of the Old South such as socioeconomic 
conservatism and elitism. These postures combine to produce an environ
ment which is not highly conducive to the presence of labor unions or to 
government laws or programs designed to deal with laborers 1 problems. The 
influence of cultural values should not be forgotten when one examines 
the labor laws of Texas.(16) 

A. Inventory of State Labor Laws 

The increasingly liberal interpretation of the interstate commerce 
clause of the U.S. Constitution over the last fifty years has expanded 
the applicability of federal labor laws to include all transportation and 
communication enterprises, as well as most manufacturing and distribution 
firms. Since federal labor legislation applies to most types of employ
ment, the jurisdiction of state labor laws is generally restricted to 
small retail sales establishments, services, and agriculture.(17) 

An exception to the supremacy of federal labor law is found, however, 
in a provision of the Taft-Hartley Act (Labor-Management Relations Act) 
of 1947 that permitted the existence of the "union shop 11 agreement--an 
agreement between employers and employees which requires all employees 
(usually after a probationary period) to join the union. The Act allowed 
each state to determine if such pacts were to be legal within the confines 
of their respective borders. Firms involved in interstate commerce were 
not exempted from state laws regarding 11 union shop 11 contracts.(18) 

In the Texas Right-to-Work Law of 1947, the legislature declared that 
contracts including 11 union shop 11 agreements were invalid. Some view it 
as ironic that the Right-to-Work Law, which provides all persons (with 
the exception of most state employees) the right to collectively bargain 
and prohibits barring or dismissal from employment because of union mem
bership also outlaws 11 union shop 11 contracts. Although the 1947 Act did 
not include a specific form of enforcement, a 1951 statute defined such 
a contract as a conspiracy in restraint of trade and, therefore, a crim
inal act.(19) 

Many other state labor laws regulate the internal activities of labor 
unions and labor strikes, child labor, and industrial accidents. Because 
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these statutes have little relationship to economic development they are 
outside the scope of this report.(20) ' , 

B. The Impact of the Right-to-Work Law and Labor Factors on Economic 
Development 

Right-to-work (RTW) laws and their impact on wages, unionization, and 
economic development have received a significant amount of scholarly at
tention. Most studies begin with the hypothesis that RTW laws have a 
significant impact on the level of union activity. The large majority of 
these studies have concluded, however, that such laws have had little if 
any influence on uni on organizing efforts. ( 21) A 1 though space does not 
permit an extensive review of all studies, several major analyses are 
summarized here. One of the frequently cited works in the area was con
ducted by Frederick Meyers in 1959.(22) Focusing primarily on Texas, 
Meyers concluded that RTW laws had no significant impact on the level of 
union activity within a state. He noted that many unions simply maneu
vered around the law and enforced what amounted to an informal union shop 
agreement. 

A 1961 study by Ben son Soffer and Mi chae 1 Koren i ch explored the re-
1 at ion ship between RTW laws and economic development by evaluating such 
laws as a location factor.(23) The authors compared the economic growth 
experience of primarily agricultural RTW states with a control group of 
agriculturally oriented non-RTW states. They concluded that the non-RTW 
contro 1 group actually experienced greater economic growth than the 
states with RTW laws. Keith Lumsden and Craig Peterson also determined 
that RTW laws have little impact on unionization.(24) They tied low 
levels of union activity to cultural attitudes. In their words, "States 
with such laws have a significantly smaller percent of their work force 
unionized but the difference reflects tastes and preferences of the pop
ulation rather than a substantive impact of the laws themselves. 11 (25) 

Both the approach and the conclusions of the Peterson and Lumsden 
study were cha 11 enged by Rona 1 d S. Warren and Robert P. Strauss, who 
concluded in a 1978 study that there was a fairly strong reciprocal re
lationship between unionization and RTW laws.(26) Their findings cannot, 
however, refute the possibility that cultural attitudes give rise both 
to RTW laws and low levels of union activity. 

The empirical and conceptual difficulties in testing the influence of 
cultural attitudes on RTW laws and unionization are substantial. It is 
not possible to solve the issue conclusively by statistical tests. Nev
ertheless, it is clear that the predominance of cultural attitudes in the 
passage of RTW laws also inhibits union growth. It also seems evident that 
RTW laws represent a significant aspect of the prevailing viewpoint toward 
unions and thus act as a powerful anti-union symbol. Although such laws 
may not convince many workers that unions are 11 bad, 11 they nevertheless 
make clear the predominant attitude in the state with regard to union 
activity.(27) 

The orientation of many Texans toward unions has been shaped by the 
history of particularly violent attempts to disrupt union activities 
within the state.(28) The social memory of such events influences the 
generations which follow. Unionization in Texas has been slowed also by 
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the fact that certain sectors of the bulwark of the Texas economy, the 
oil industry, are inherently difficult to organize for the cultural rea
sons stated above. 

Whatever the causes of the powerful anti-union sentiment in Texas, the 
reality remains that Texas has a very low level of union activity. As of 
1978, Texas was forty-sixth among the fifty states with respect to union 
membership as a percentage of nonagricultural employment.(29) It should 
be noted, however, that Texas does have strong pockets of unionism, par
ticularly in the Port Arthur-Beaumont area.(30) 

The relationship beteween low levels of union activity and economic 
development is much more complex than the commonly made assertion that 
industries are attracted to areas with weak union support. Firms requiring 
high-skill labor often have little choice but to locate in areas where 
such labor is available and to hire union workers. Dr. Ray Marshall has 
noted that firms which engage in projects requiring a large input of 
highly skilled labor would find it almost impossible to operate without 
a high percentage of union labor. (31) 

On the other hand, it is also true that many firms dislike the re
sistance encountered in union employees with regard to changes in work 
processes and problems related to the work environment and prefer to op
erate in weak union areas as a result . Thomas R. Plaut and Joseph E. Pluta 
(1983) note that many jobs in the contemporary economy require much less 
skill than those of the past, a factor which may increase the demand for 
low-skilled nonunion workers, who are more inclined to perform routine 
tasks with little resistance. (32) 

The primary influence of unions on economic development revolves 
around their well-documented tendency to cause an increase in wages.(33) 
Having said this, it is important to note that the impact of unions on 
wages is neither as simple nor as great as is commonly assumed. Other 
factors play an important role in influencing the wage level of a region. 
The large labor supply in the South, primarily resulting from the tech
nological displacement of farmers and farm laborers in this heavily rural 
region, tends to keep wages low. The history of slavery in the South, as 
well as the tenant farmer-sharecropper system, have also been proposed 
as strong factors still influencing wage levels in the South (including 
Texas) as compared with other parts of the nation. Thus a low level of 
union activity is one among a constellation of factors which leads to 
the relatively low-wages in Texas.(34) 

As a location factor, a low wage level which is reflective of a low
skil led labor force attracts some industries and repels others. 
Labor-intensive firms, such as textiles and apparels, are attracted to 
low-wage areas. Firms which are not in a price-competitive situation and 
require highly skilled labor will be less attracted by low wages. Mark
et-oriented firms are often unimpressed by low-wage areas for the obvious 
reason that poorly paid workers have little expendable income.(35) Capi
tal-intensive firms, which have a relatively small percentage of their 
costs tied up in labor, will not rank a low wage level high on their list 
of priorities when selecting a location.(36) 
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Given that the level of unionization and the wage level (which, as we 
have seen, are closely related) tend to vary in importance as a location 
factor among industries, the ultimate impact of these factors on economic 
development is uncertain. This is not a question which lends itself to 
an easy answer. David M. Smith, after noting the contradictory findings 
of various studies, concluded that "the overall influence of the labor 
factor on plant location is thus difficult to evaluate. 11 (37) Leonard P. 
Wheat indicates that the lack of interest of market-oriented firms in 
areas with low wage levels probably reduces the net growth resulting from 
low wages and light union activity to insignificance.(38) Wheat may have 
overstated his case, but it seems apparent that the negative features 
involved with low wage levels and anti-unionism reduce the impact of these 
factors on economic growth to the realm of minor importance. 

The same conclusion cannot be drawn with regard to the influence of 
these factors on the composition of industry in a state. The attraction 
of labor-intensive industries to low-wage, nonunion areas is clearly 
substantiated in the lit~rature. The assertion that highly paid, highly 
skilled, heavily unionized labor plays a role in attracting other types 
of industries is also supported by various studies. Obviously, there are 
other factors, such as markets and climate, which also play an important 
part in the location decisions of firms. But they do so in a milieu in 
which labor factors are crucially involved. 

In conclusion, this analysis suggests that RTW laws have little sub
stantive impact on the level of union activity, although they are impor
tant symbols within an anti-union culture. Union activity and wage levels 
are interrelated. They are important factors but seem to play only a minor 
role in the overall net growth experienced by states. Their significance 
lies rather in their impact on the industrial composition of states. 

C. Occupational Safety and Health 

Federal and state occupat i ona 1 safety and hea 1th regulations can in
f l uence local economic development greatly because such regulations can 
affect the ways in which industries operate by permitting or restricting 
various activities. 

The federal Occupational Safety and Health Administration (OSHA) en
forces national safety and health standards. Individual states may defer 
authority to OSHA, or they may establish their own regulations provided 
they are at least as stringent as the federal rules. Texas is one of 
twenty-six states which have ceded control to the federal agency.(39) The 
State has its own Occupational Safety Act, passed in 1967, but it is no 
longer enforced and in 1975 the state legislature eliminated funds for 
implementation of the statute.(40) 

The state does provide a voluntary compliance effort consultation 
service through two divisions within the Texas Department of Health-the 
Occupational Safety Boa rd and the Occupational Hea 1th Division. Under 
the voluntary compliance plan, an employer may request "free on-site 
OSHA-type consultative safety and health inspections" of their facili
ties.(41) State officials conduct tours similar to OSHA 1 s, but assess no 
fines or penalties. The inspectors inform employers of any health and 
safety violations and offer advice on correcting the problems. An offi-
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cial in the Occupational Health Division estimates that approximately 
eight hundred voluntary inspections will be done in the current year.(42) 

Because Texas ceded control to the federal government and enforces no 
regulations of its own, its safety and health standards are no more 
stringent than any other state and may be less restrictive to economic 
development than those of states with stricter regulations. These laws 
have no more restrictive an effect on economic development than those in 
other states. 

IV. FINANCE-RELATED LAWS AND THEIR IMPACT ON ECONOMIC 
DEVELOPMENT IN TEXAS 

A. State Business Taxes 

State taxes are one cost of doing business and purportedly are an 
important business climate variable. Given that rational entrepreneurs, 
in their efforts to maxfmize profits, seek to minimize total costs, and 
given that significant interstate tax differentials do exist, it seems 
reasonable to assume that taxes play a significant role in business lo
cation decisions. The following section examines this hypothesis and 
assesses its implications for the state of Texas by identifying the 
state's major business taxes and evaluating the impact of these levies 
on firm location decisions. 

1. History. Texas has traditionally been relatively conservative in 
taxation; it is one of only a handful of states which impose neither a 
corporate nor a personal income tax. The State Constitution does provide 
the legislature with the authority to levy such fees; lawmakers, however, 
have yet to exercise these options, relying instead on the general sales 
tax and selected severance taxes for the majority of the state's reven
ues.(43) 

For many years, Texas relied on the property tax, the poll tax, and a 
few occupational fees for most of its funds. Despite the chronic fiscal 
crises which plagued the state during the first half of this century, the 
legislature resisted the national trend toward adopting a general sales 
or income tax, choosing instead to enact a series of more selective sev
erance and sales levies. In 1961, the lawmakers finally admitted that 
this patchwork of relatively minor fees was simply inadequate to meet the 
needs of a growing state.(44) 

Having at last acknowledged the problem, the legislature began serious 
debate on the adoption of a broad-based tax. Liberals generally supported 
the passage of an income tax, while conservatives rallied behind the 
general sales tax option. The conservative forces prevailed, and a 2 
percent retail sales tax was adopted.(45) 

In subsequent years, the need for additional revenues has contributed 
to speculation that some form of income tax would be instituted. Texas 
has, however, managed to avoid this alternative by periodically raising 
the sales tax and broadening its base. 

2. Current State Business Taxes. Texas does not have a corporate 
income tax, but it does impose a number of levies which have a direct 
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impact on firms operating in the state. Some of the taxes are applicable 
to all firms, while others are industry specific. 

Sales Tax. Texas imposes a 4 percent tax on "sales, rentals, leases 
and use of most tangible personal property. 11 (46) Many Texas cities impose 
an additional levy of 1 percent.(47) Exemptions are granted to grocery 
food products, prescription medicines, property which will be consumed 
in manufacturing or processing, property sold for resale, items taxed 
under other statutes, and several items used on farms and ranches in the 
production of food.(48) Motor vehicle sales are also exempt from the 
general sales tax, but are subject to a separate 4 percent levy.(49) The 
sales tax earned $3 billion in fiscal year 1983, which accounted for 38.9 
percent of the state's total tax collections.(50) 

Corporate Franchise Tax. Texas levies an annual franchise tax on all 
nonexempt domestic and foreign corporations doing business in the 
state.(51) The basic rate is $4.25 per $1,000 of the corporation's stated 
capital, surplus, and undivided profits. Corporations also doing busi
ness in other states are taxed according to the portion of their total 
gross receipts earned in Texas. In either case, there is a $55 minimum 
payment. Approximately 305,000 corporations pay the levy, with 66,000 
paying the minimum charge.(52) Corporations with total assets everywhere 
of less that $1 million who have previously paid a Texas franchise tax 
may elect to file a 11 short form" and make payment according to a prede
termined scale. The Texas Research League reports that nearly 39,000 
firms paid fees ranging from $35 to $4,270 under this option.(53) In FY 
1983, the tax provided $555 million or 6.5 percent of the state's total 
tax revenues.(54) 

Payroll Tax. Texas's state unemployment compensation fund is sup
ported by a payroll tax administered by the Texas Employment Commission. 
New businesses are charged a 2.7 percent tax on the first $7,000 paid in 
wages to each employee. After six calendar quarters this initial rate 
may be adjusted up or down, depending on the firm's employment record. 
All firms "which employ one or more individuals during a portion of the 
day in each of 20 different weeks in a calendar year or ... pay $1,500 
or more in wages in a calendar quarter are subject to the fee"(55). 

Fuels Taxes. Motor fuels taxes raised $490 million or 5.8 percent of 
the state's FY 1983 tax revenues.(56) Gasoline, gasohol, and liquified 
gas are taxed at 5.0 cents per gallon, while diesel fuel is charged at 
6.5 cents per gallon. 

Oil and Gas Taxes. Texas imposes two severance taxes on crude oil. 
The Oil Production Tax, first levied in 1905, is set at 4.6 percent of 
the market value of all production in the state. In FY 1983, the tax 
earned $1.2 billion.(57) An additional $1 million was raised by the Oil 
and Gas Regulation Tax.(58) For this levy a fee of 3/16 of one cent is 
charged on each barrel of crude oil produced. Combined collections from 
the two levies were 14 percent of the state's overall tax receipts in FY 
1983.(59) 

The Natural and Casinghead Gas Tax, which is the severance tax on na
tural gas, raised $1.06 billion, or 12.5 percent of the state's net tax 

22 



collections.(60) Firms are charged 7.5 percent of the market value of 
gas produced in the state. 

Texas also levies a 2.42 percent fee on the gross receipts of companies 
providing various specified services to oil and gas producers.(61) Known 
as the Oil and Gas Well Servicing Act, the levy raised $9 mill ion in FY 
1983, less than 1 percent of the state's tax receipts.(62) 

Public Utilities Taxes. Texas taxes the intrastate gross receipts of 
utility, telephone, and telegraph companies. The levies are graduated 
by area and population.(63) The various taxes raised $309 million in FY 
1983, about 3.6 percent of the state's total tax receipts.(64) 

Insurance Company Taxes. Texas taxes the gross premiums of insurance 
companies according to the percentage of assets the company has invested 
in the state.(65) These taxes earned $223.7 million, or 2.6 percent of 
the state's FY 1983 revenues.(66) 

Hotel and Motel Tax. A state tax of 3 percent of consideration is paid 
by hotel and motel occupants. The legislature enacted this measure in 
1959; in 1965 it granted cities the option to levy an additional charge 
of not more than 3 percent. State revenues from the tax were $40.4 mil
lion in FY 1983.(67) 

The State of Texas imposes a relatively modest overall tax burden on 
firms operating within its borders. William C. Wheaton compared business 
tax levels among the forty-eight contiguous states and found that Texas 
ranks thirty-seventh. Delaware, which imposed the highest tax burden on 
firms, was ranked first, and Utah was last.(68) 

Interstate comparisons of the various fees reveal that Texas's payroll 
and fuel taxes are the lowest in the nation.(69) The state's sales, motor 
vehi c 1 e, insurance, and oil production fees a re genera 11 y average or 
slightly below average relative to other areas.(70) Only the corporate 
franchise and gas production fees are fairly high in comparison to other 
states.(71) 

Texas has a relatively favorable business climate in terms of taxes, 
but does this help the state in attracting industry? The overwhelming 
majority of studies on facility siting indicate that taxes are not an 
important factor in firm location decisions. Joseph Pluta of the Uni
versity of Texas Bureau of Business Research explains, "Firms locate where 
total costs are lowest, not where tax costs are lowest. 11 (72) 

Pluta and his colleague Thomas Plaut, both proponents of this position, 
assert that a number of studies have found that taxes are not a signif
icant consideration in facility siting.(73) Pluta and Plaut conducted 
their own business location study in 1981, the results of which reaffirmed 
their earlier findings.(74) 

A wealth of corroborating evidence for Pluta and Plaut's assertion is 
provided by Donald Liner in "The Effect of Taxes on Industrial Loca
tion.11(75) Liner compiled a bibliography of eighteen business location 
studies; in fifteen, taxes were found to be a relatively insignificant 
decision variable. Most of the researchers found that labor issues, 
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transportation, raw materials, and proximity to markets were the most 
influential concerns. 

Robert Pollard reached similar conclusions as a result of his re
search.(76) TIC (the Texas Industrial Commission, now the Texas Economic 
Development Commission), in the course of responding to routine informa
tion inquiries, asked firms to list their criteria for a suitable lo
cation. Pollard reviewed the responses from a sample of 206 firms that 
made inquiries to TIC between 1974 and 1977. Only 2 percent (four firms) 
mentioned taxes as being a primary decision variable. 

While most researchers concluded that taxes do not influence location 
decisions, the results were by no means unanimous. Lin.er cites three 
studies in which taxes were considered at least moderately important to 
decisionmakers.(77) In a Congressionally sponsored survey of 691 high
technology firms, over 67 percent of the respondents said that taxes were 
either a significant or very significant factor in selecting a plant 
site.(78) 

The perception that taxes are an important decision variable appears 
to be very strong in Texas. The Texas Municipal League in 1979 surveyed 
over nine-hundred private and public sector leaders in the state and found 
that 11 tax levels were believed to be the most important ingredient of 
Texas• favorable business climate. 11 (79) 

Why does this dichotomy exist within the literature on location theo
ries? John Due offers a simple yet highly plausible explanation: 11 The 
anti-tax attitude of many businessmen conditions them to stress the tax 
factor, as does the belief that their answers may influence the conclu
sions of the survey and thus ultimately bring lower taxes. 11 (80) 

The common perception that taxes are a major concern is thus perpet
uated, even though there are three very convincing reasons why this is 
not the case: 

1. The effects of state and local taxes have been cut 
by about half because they are deductible from federal 
tax liabilities(81). 

2. Tax differentials, like wages or any other cost 
differentials between two locations, are important 
to businesses only to the extent that they affect 
profits. If a firm can offset the tax differential 
by increasing profits or reducing other costs, 
profits will not be adversely affected, and tax 
differentials will be largely inconsequential(82). 

3. If the tax differential between areas A and B is 
used to finance higher quantity or quality levels 
of services in area A than in area B, firms may 
view the tax differential not as a burden, but 
but rather as a user charge commensurate with the 
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addittdnat -services provtded(83). 

The relative insignificance of taxes as a factor in location decisions 
holds important implications for Texas. The state has avoided imposing 
either a corporate or personal income tax largely because its severance 
taxes on natural resources have been so productive. As the state grows 
and changes, and as natural resources lose their relative prominence in 
the Texas economy, the state wi 11 be forced to seek new sources of re
venue. These findings indicate that the state should be able to diversify 
its tax structure somewhat without seriously detracting from its favora
ble business climate. As Joseph Pluta writes: 

Texas ranks high in 1 ocat i ona 1 studies because it offers centra 1 
location, good transportation facilities, a large work force, a 
growing population, good climate, a healthy economy, and a general 
image that favors economic growth. It does not appear likely that 
minor changes in the business tax base or tax rates would offset . 
. . these advantages.(84) 

Rather than offering tax incentives to attract industry, public offi
cials should concentrate on maintaining basic infrastructure and ser
vices. L. H. Revzan echoes this theme, which was repeated in a number 
of studies: "Commitment to basic infrastructure and use planning on the 
part of the state would be more cost effective in meeting economic de
velopment objectives than the use of tax incentives or subsidy mechan
i sms.11(85) 

B. State Banking Laws 

The effect of Texas's banking laws on business activity can potentially 
influence economic development by regulating the flow of capital in the 
state. State banking regulations can encourage or impede economic de
velopment, or they can have no effect whatsoever. An inventory of state 
banking laws, conducted in order to determine the extent to which such 
statutes either facilitate or obstruct the flow of capital to various 
sectors of the economy, revealed that in most instances the influence of 
state banking laws on economic development in Texas is minimal.(86) One 
law which has possibly had an impact on economic growth is that which 
prohibits branch banking in Texas.(87) Branch banking involves an estab-
1 ished bank's formation of an office or a branch in an area other than 
the primary location of the bank. 

Many rural areas can only support one 11 full-fledged 11 bank, while others 
are unable to attract a single banking facility.(88) Support can be found 
for the hypothesis that prohibitions against branch banking have led to 
a lack of competition in such areas.(89) Several studies have concluded 
that in states which allow branch banking the competition from a new 
branch in what was formerly a one-bank town resulted in a shifting in the 
original bank's portfolios from low-risk securities toward commercial 
loans.(90) This lends support to the assertion that the lack of compe
tition fostered by prohibitions against branch banking in Texas has led 
to a decrease in the availability of capital in rural areas. It must be 
mentioned, however, that the possible adverse impact of branch banking 
on economic development may have been somewhat mitigated in the last five 
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to ten years. The recent increase in large bank holding companies has 
for practical purposes all owed the banking community to circumvent the 
"branch" prohibition. The extent to which the potential adverse impact 
in rural areas has been mitigated is yet to be determined. 

C. State Insurance Laws and Economic Development 

The relationship between the insurance industry and economic develop
ment is perhaps most clearly seen in the industry's role as a major in
vestor and in the insistence of banks and other lenders that adequate 
insurance be provided before granting loans. Despite this relationship, 
the literature concerning the impact of insurance laws and economic de
velopment is thin. Discussions with persons involved in the regulation 
of insurance conpanies and a survey of the available literature reveal 
two areas of state insurance law which have affected economic growth in 
Texas: the"Robertson law" and the Catastrophe Property Insurance Pool Act 
of 1971.(91) 

The "Robertson law 11 involved the taxation of "foreign" (i.e., 
out-of-state) life insurance companies. At the time the "Robertson law11 

was passed, such companies dominated the insurance industry in Texas. The 
statute required all incorporated stock or mutual companies offering life 
insurance in Texas to invest 75 percent of all reserves set aside for the 
future payment of policies (written for Texas citizens) in Texas securi
ties and Texas property in accordance with the specifications of the 
law.(92) The 11 Robertson law" also provided an incentive for out-of-state 
life insurance companies to invest by providing reduced premium taxes to 
those who did so.(93) 

The "Robertson law 11 was repealed by the legislature in 1963, and it 
is difficult to measure the historical impact which the law had on eco
nomic development in Texas. A 1961 study of 60 randomly selected companies 
of the 484 life insurance companies in Texas revealed that these 60 com
panies invested approximately two million dollars in the Texas economy 
in 1961.(94) The majority of these investments were made in the areas of 
first liens on real estate and insured ·liens on real estate, which un
doubtedly had a significant impact on the promotion of home ownership 
through increasing the amount of money invested in Texas mortgages. In
asmuch as this was the primary intention of the originators of the leg
islation, one can say that the law achieved its objective.(95) 

While it seems accurate to conclude that although the law had a posi
tive and significant impact on economic development in Texas, its repeal 
has apparently had a minimal impact on economic growth.(96) Because Texas 
has now become a much more lucrative area for investments, life insurance 
companies no longer have to be coerced to invest in the state.(97) 

Another state insurance law germane to this report is the Catastrophe 
Property Insurance Pool Act of 1971. In response to the three destructive 
hurricanes of the 1960s, this Act established a mechanism by which hail 
and windstorm insurance might be acquired in fourteen counties on or near 
the Texas coast. The first section of the Act states that the law was 
passed to ensure that "orderly growth and development of the State of 
Texas" would not be "severely impeded".(98) 
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The Act established the Catastrophe Property Insurance Pool Associ
ation (CPIPA). All companies writing wind and hail coverage in the state 
are required to be members of .the association, and wind and hail insurance 
policies are issued through it. The CPIPA uses the premiums to cover 
expenses and then distributes the remainder to pool members on a formula 
basis. In the event of a major storm, premiums may not cover expenses and 
association members may pe required to make additional contributions on 
the basis of the volume of business they do statewide and the amount of 
insurance they write in the designated counties. If the pool has to pay 
out more than $100 million in any one year, the participants can deduct 
their share of the losses in excess of that amount from their premium 
taxes. Thus the State, which oversees the program through the State Board 
of Insurance, covers all losses in excess of $100 million.(99) For exam
ple, Texas experienced a $27.5 million tax loss after Hurricane Alicia 
in 1983 because of tax deductions by participating insurance compa
nies.(100) 

Few persons doubt that the Catastrophe Property Insurance Pool Asso
ciation has made a significant contribution to economic development along 
the Texas coast. The condominiums and subdivisions which have been erected 
on the shoreline in the period since the law's passage would probably not 
have been possible without the legislation. Bankers never would have fi
nanced such projects without the insurance provided through the CPI
PA.(101) 

Texas insurance laws have not had a distinctive influence on economic 
growth in Texas. It can be said, however, that the two statutes discussed 
here have made identifiable contributions to the growth of the state. 

V. STATE REGULATION OF PUBLIC UTILITIES, TRANSPORTATION, 
AND NATURAL RESOURCES AND THE IMPACT ON ECONOMIC DEVEL
OPMENT 

A. Public Utilities 

Utilities are regulated because they are 11 natural monopolies. 11 The 
services they render are provided most efficiently if the producer acts 
as a monopolist. Moreover, utilities are 11 affected with a public inter
est11.(102) Government, therefore, must see to it that utilities provide 
the best possible services at the lowest possible cost to the public. 

Utility rates, service availability, and dependability can be major 
factors influencing the location decisions of many firms--particularly 
firms that use large amounts of energy such as needed in the production 
of aluminum, chlorine, ferroalloys, or phosphorous.(103) According to 
Robert M. Ady, Senior Vice-President of the Fantus Co., an industrial 
location consulting firm, the relative importance of energy needs in the 
location decisions of all types of firms is expected to increase for the 
next ten years. (104) 

1. Public Utility Regulation in Texas. The State of Texas regulates 
public utilities through two state agencies. The Public Utility Commis
sion of Texas (PUC) sets the rates and service standards of telephone 
utilities; all privately owned and investor-owned electric, water, and 
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sewer utilities operating in unincorporated areas; and all electric co
operatives. Cities, rather than the PUC, have original jurisdiction over 
the rates and services of electric, water, and sewer utilities operating 
within the boundaries of incorporated cities. Appeals concerning the 
rates set by the cities are received by the PUC.(105) The Gas Utilities 
Division of the Railroad Commission of Texas regulates gas utilities in 
Texas with the same type of jurisdiction as that of the PUC,(106) and both 
set utility rates under their jurisdictions in the same way.(107) The 
commissions can affect economic development in two ways: first, through 
the direct impact on the utilities themselves; and second, through the 
impact on consumers of public utility goods as determined by the rates 
they pay. 

2. Effects on Utilities. The PUC and the Rai 1 road Commission establish 
a regulatory climate for utilities, and this clima-te has a subsequent 
effect on a utility's costs of capital. Many Wall Street investment firms 
measure and rank the regulatory climates of the states.(108) Regulatory 
climate unfavorable to utilities will increase their cost of capital while 
reducing their availability of capital.(109) The utility, for example, 
will have to pay a higher interest rate on its bonds in order to attract 
investors. Conversely, a very favorable climate ranking decreases a 
utility's cost of capital. Investors see it as a sounder, safer invest
ment and are, therefore, willing to invest at a lower rate of return. 

Investment firms may give a state's regulatory climate an unfavorable 
rank if utilities in the state are forced to charge lower rates, even 
though these rates may benefit consumers in the short run. As the 
utility requires additional capital to finance the higher rates of in
terest it must pay because of the state's unfavorable climate, it may have 
to request higher rates from the state's PUC. In the long run, therefore, 
the utility rates charged consumers could actually be higher than they 
would have been if the state had originally received a more favorable 
ranking and, subsequently, lower capital costs.(110) 

If they have high capital costs, utilities may delay or cancel con
struction and improvements needed to increase capacity and efficiency. 
In the long run, such utilities may require very high rates either to 
finance inefficient production or to initiate construction and improve
ments that should have been started earlier. Moreover, if construction 
is canceled, utilities may not be able to meet future demand.(111) 

3. Effects on Rates. The average electric bills for all classes of 
service in Texas for 1981 were generally lower than the overall national 
average but were the highest in the South Central Region of the United 
States with two minor exceptions.(112) The average gas utility prices in 
Texas for 1981 by class of service were lower than the national averages 
but again were the highest in the South Central Region.(113) 

Why were Texas's average electric bills and gas utility prices lower 
than the national averages? Given the enormous amounts of natural gas 
produced in Texas, relatively low average gas utility prices are sur
prising. Also, since Texas generates over 70 percent of its electricity 
with natural gas, a reasonably economical fuel, it is also not surprising 
that the state's average electric bills are lower than the national av
erages. ( 114) 
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Why were Texas's average electric bills and gas utility priees the 
highest in the South Central Region? One explanation centers on regula
tory climate. For the states in this region, Texas belongs to the "very 
favorable" category, Arkansas and Oklahoma are in the "favorable" cate
gory, and Lousiana is in the 11 unfavorable 11 category.(115) This implies 
that the Texas regulatory commissioners may be relatively "pro-utility" 
and inclined to set higher rates. A second factor involves the method 
of commissioner selection employed in each state. Appointed commission
ers may be more supportive of the industry and create a relatively per
missive or favorable regulatory climate.(116) This may be a contributing 
factor to Texas's high average electric bills since the PUC commissioners 
are appointed. The Railroad Commission, however, is elected. This line 
of reasoning, therefore, does not explain Texas's high average gas utility 
prices. 

A third explanation for the high prices lies with the determination 
of the rate base. All states in the region use a historical test year 
which tends to keep rat~s down, and include construction work in progress 
(CWIP) in their rate bases, which generally contributes to higher 
rates.(117) The CWIP influence on rates, however, depends upon the per
centage of CWIP the commissioners allow in the rate base and the amount 
of construction currently in progress. The higher the percentage or the 
amount, the larger the rate base and, consequently, the higher the rates. 
The percentage of CWIP normally allowed by each state regulatory commis
sion and the average amount of construction in progress in each state are 
not available. The higher Texas rates as compared to those in other South 
Central states may be partially explained if the Texas regulatory com
missioners allow a higher percentage of CWIP in the rate base than their 
counterparts in the region, or if the average amount of construction in 
progress was higher in Texas than in the other South Central states. 

Finally, the high average electric bills in Texas could be explained 
by the high rate of return the Texas PUC traditionally allows electric 
utilities, which is the highest in the South Central region.(118) Since 
the rate of return for Texas gas utilities was the lowest in the 
four-state region; rate-of-return comparison cannot explain the high 
Texas average gas utility prices.(119) 

4. Effects on Economic Development. Because Texas's average electric 
bills and average gas utility prices are lower than the national averages, 
the state should have a competitive advantage over most of the country 
(except over the northwestern states regarding electricity) when re
cruiting firms that use large amounts of energy. Texas is, however, at 
a competitive disadvantage when compared with the other states in the 
South Central Region. In other words, in competition for attracting en
ergy-intensive firms, Texas should do well when compared to states outside 
the Central South, but less well within this region. 

Finally, Texas's average electric and gas utility prices carry impli
cations for firms already established in the state. Texas firms will have 
an advantage over their competitors located in states with higher energy 
prices. A disadvantage exists for Texas firms competing with firms lo
cated in other South Centra 1 states. If a 11 other costs are the same, 
when comparing a Texas firm and one of its competitors in a South Central 
state, the higher average electric and gas utility prices the Texas firm 
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incurs may increase the price of its .product. In this case, the Texas 
firm may find it difficult to market its exports. If this happens on a 
large scale, the rate of economic growth will be negatively affected. 

B. The Regulation of Transportation 

The purpose of regulating transportation is to "limit discriminatory 
pricing practices concerning persons, localities, routes, and traff
ic.11(120) That is, regulation keeps rates down, particularly for small, 
rural shippers, and guarantees that most, if not all, areas will be ser
viced by at least one transportation firm. To the extent that regulation 
of transportation affects rates and level of service, it may also affect 
economic development. 

As discussed in the previous chapter, transportation costs can be a 
major factor i n fl u enc i n g the l o cat i on de c i s i on s of f i rm s . ( 121 ) A f i rm 
often locates either at the source of its raw materials, if its manufac
turing process is weight losing, or at the market where it sells its 
product(s), if its manufacturing process is weight gaining.(122) If a 
third factor such as energy or labor costs is low enough in another area 
to offset the increased transportation costs of moving raw materials to 
and finished products from that area, the firm may locate there.(123) High 
transportation costs, however, may predominate over other comparative 
advantages of an area such as labor availability, making the area rela
tively unattractive for manufacturing. 

In spite of the long-term trend of decreasing transportation costs, 
which diminishes the impact of these costs on location, the implications 
of the above situation can still be significant. Areas that are econom
ically depressed because they cannot offer manufacturers either raw ma
teri a 1 s or a market but can off er cheap labor or power may remain 
depressed if transportation rates are high. 

For many firms, these transportation costs can be a significant part 
of their total costs. Any firm, therefore, that must pay higher trans
portation costs than a competitor may be at a disadvantage. The price a 
firm charges for its product(s) may be higher than its competitors• prices 
because "transportation costs frequently play a significant role in de
termining the ultimate price of a product. 11 (124) 

In Texas the Transportation Division of the Railroad Commission is 
responsible for the regulation of all "for-hire 11 transportation in the 
state.(125) The Railroad Commission was given the responsibility to reg
ulate the rates and operations of bus companies in 1927 and the rates and 
operations of trucking companies in 1929. The Transportation Division 
sets the rates motor carriers may charge for their services. In addition, 
it also sets routes, schedules, service and safety of operations.(126) 

A number of studies have found that regulated intrastate trucking rates 
in Texas are higher than they could be, especially when compared to the 
rates charged by deregulated interstate trucking firms for similar dis
tances traveled and weights trucked.(127) Furthermore, these studies 
concluded that the level and quality of service offered by regulated in
trastate truckers was lower than that of deregulated interstate truckers. 
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1. Effects on the Economic Development of Texas Cities. Suppose that 
a Texas firm and an out-of-state firm are selling identical products in 
a Texas market and are therefore competitors. Further suppose that both 
are located at raw materials sites and generally ship equal amounts of 
finished products equal di stances. The Texas firm uses higher-priced 
intrastate trucking, while the out-of-state firm uses cheaper interstate 
trucking. The out-of-state firm could charge a lower price for its pro
ducts because of its lower overa 11 costs, assuming that a 11 other costs 
to the f i rm s are e qua l or b a l an c e out and the on l y di ff ere n c e i s tr an s -
portation costs. The level of economic activity in the area where the 
Texas firm had been located will decrease. 

Furthermore, a firm wishing to serve Texas markets may locate just 
beyond the state boundaries and use cheaper interstate trucking to move 
its product(s) to market. It is possible that a firm would choose an 
out-of-state location over a Texas location simply because of the dif
ferences in transportation costs. The Texas area that the firm in ques
tion did not choose will not develop economically because it could not 
compete with the out-of-state area. (This assumes again that all other 
factors influencing the location decision are equal.) 

In conclusion, transportation regulation in Texas can have the fol
lowing consequences: first, firms will tend to cluster around raw mate
rials sources and markets (usually big cities), leaving many areas which 
offer other advantages such as cheap labor or energy economically unde
veloped; second, Texas firms may be at a competitive disadvantage with 
rival firms in other states, particularly when the firms are serving Texas 
markets if the out-of-state firm uses interstate trucking with lower 
rates; and, third, Texas may experience difficulty attracting new indus
tries, especially those that use large amounts of intrastate trucking. 

C. The Regulation of Natural Resources Production 

Natural resources development, which is of special importance to the 
economy of Texas, is regulated to some extent by the State. To the extent 
that this regulation controls the potential pace and costs of production, 
it may affect rates of economic development. The principal regulatory 
activity is located in the Oil and Gas Division of the Railroad Commis
sion, which regulates the production of oil and gas, and in the Surface 
Mining and Reclamation Division, which regulates the production of coal 
and other hard minerals.(128) 

The regulation of natural resources production is necessary for a 
number of reasons. Oil and gas producers are regulated to protect against 
wasteful production, storage, and transportation. of oil and gas.(129) 
The surface minerals in the state are regulated to prevent the adverse 
effects to society and the environment that may occur from surface min
ing.(130) Activities such as these can have substantial effects on the 
economic development of Texas cities. 

1. The Regulation of Oil and Gas Production. Authority to dri 11 for 
oil and gas requires a permit from the Oil and Gas Division.(131) In order 
to avoid the physical waste of oil and gas, the Commission sets the 
"maximum permissible rate of production of both oil and gas fields in the 
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state. 11 (132) This ensures that all the recoverable oil and gas in a field 
is recovered. (If oil and gas are extracted from the ground too quickly, 
the drive mechanism that pushes them to the surface is destroyed and part 
of the oil and gas is not recovered.) 

The Oil and Gas Division also determines the maximum number of wells 
allowable on a tract of land and whether or not a well can be drilled at 
all. Finally, it sets safety, storage, and transportation standards that 
help minimize physical waste. To protect against economic waste, the 
Commission prorates the production of oil and gas to market demand. That 
is, it sets the amount that all producers in the state can produce equal 
to market demand in order to keep prices stable.(133) 

The Railroad Commission's effect on economic development through the 
regulation of oil and gas production depends upon its decisions concerning 
the number of wells that are approved, their locations, and the quantity 
of oil and gas that may be extracted from the ground. If the Commission 
restricts drilling in a given area, or sets the production rate at a very 
low level, the income lost to the area could be substantial. The area's 
economic development level, therefore, might remain low. On the other 
hand, excessively high production rates could lead to lower prices and 
rapid depletion of these resources, again negatively affecting growth 
prospects, particularly in the long run. 

2. The Regulation of Surface Mining and Land Reclamation. In 1977, 
the federal government passed the Surface Mining Control and Reclamation 
Act. According to the Act, all states are required either to set stand
ards comparable to those of the Act or to turn jurisdiction of surface 
mining and reclamation over to the federal government.(134) The scope and 
stringency of regulation are basically the same across all states. The 
impact of surface mining and land reclamation regulations is in the costs 
of reclamation. In some states the cost of reclamation per acre of land 
disturbed or per ton of mineral mined is higher than in others because 
of the characteristics of the state's terrain and the mineral depo
sits.(135) 

A study by W a l t er Mi s i o 1 e k and Th om a s C . No s er de term i n e d the costs 
of land reclamation to be between $6,500 and $8,000 per acre of land 
disturbed for large-scale mines in the United States.(136) In a separate 
study, Misiolek and Noser found that the reclamation costs of the Texas 
Gulf Mine ran between $4,009 and $5,635 per acre disturbed and between 
$.27 and $.35 per ton of coal mined.(137) 

Regulation of surface mining and land reclamation, therefore, does 
increase a mining firm's total costs. The amount of the increase depends 
upon the cha racteri st i cs of the land and the coa 1 seam and the type and 
amount of equipment used in the reclamation process. These could result 
in slightly higher prices for coal, which could in turn result in an in
crease in the the cost of generating electricity. Because the cost of 
reclamation in Texas seems to be lower than that in most other states, 
due to the topography of its coal mines, the impact of regulation is less 
in Texas than in other states. 

D. Environmental Protection Laws 
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Environmental protection laws are closely tied to the regulation of 
natural resources and may significantly affect economic development to 
the extent that they limit business activity. Incorporating environ
mental controls into an industrial facility, obtaining disposal permits, 
and monitoring discharges are often expensive activities. Environmental 
regulations can, consequently, significantly increase the costs of doing 
business. 

The federal government has promulgated numerous national environmental 
regulations. Individual states often adopt similar legislation, which 
may be stricter than federal rules, but may not be more lenient. During 
the 1960s and 1970s, Texas enacted several environmental protection laws. 
This section reviews the three major statutes in this field and examines 
the impact of environmental regulations on business location decisions. 

1. Air Pollution Control. The Texas Clean Air Act was adopted by the 
state legislature in 1967 11 to safeguard the air resources of the 
state. 11 (138) The statute recognizes the Texas Air Control Board (TACB) 
as the principal authority on all air quality issues in the state.(139) 
Any person building or modifying a facility which may emit air contam
inants must obtain a permit to operate from the TACB. The person must 
demonstrate that the structure will be equipped with the best available 
control technology, and that the emissions from the facility will meet 
all federal and state standards.(140) 

2. Water Pollution Control. The Texas Department of Water Resources 
is the state agency charged with the protection of the state's water 
supplies. The Department requires that businesses obtain permits for the 
following activities: wastewater disposal, industrial solid waste dis
posal, disposal of waste by underground injection, solution mining, and 
appropriation and use of state water.(141) 

The Department of Water Resources promulgates the state's water regu
lations and also enforces many federal standards. The Department derives 
its authority for pollution control from three major state laws: the 
Texas Water Quality Act,(142) the Solid Waste Disposal Act,(143) and the 
Disposal Well Act.(144) 

3. Nuclear and Radioactive Materials. The Texas Radiation Control 
Act recognizes the Texas Department of Health as the state Radiation 
Control Agency.(145) According to the provisions of the Act, radioactive 
materials, or devices or equipment utilizing such materials, must be li
censed. The Act also stipulates that detailed records must be kept re
garding the utilization, receipt, storage, transfer, disposal, and 
exposure of radioactive materials.(146) 

4. Environmental Standards: A Comparative Overview. Federal, 
regional and state officials, and representatives of various environ
mental organizations interviewed for this report felt that Texas is gen
erally less cautious about its environment than most other states, and 
not much more stringent than the federal government.(147) The Texas air 
quality regulations were described as more comprehensive, but not neces-
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sarily more stringent, than the federal rules, while the state's water 
quality regulations were generally considered slightly more strict than 
the national standards. 

The Conservation Foundation recently released a comprehensive, rigor
ous review of state environmental standards.(148) The study provides the 
only available comparative data on environ.mental regulations among the 
fifty states. Author Christopher J. Duerksen constructed an index of 
twenty-three environmental and land-use indicators to measure state en
vironmental control efforts.(149) Texas received twenty-two out of a 
possible sixty-three points; it was tied with Nebraska, Nevada, and North 
Dakota for thirty-ninth place among the fifty states, where first place 
represented the strictest environmental control effort.(150) 

5. Environmental Regulation and Industrial Location. Environmental 
standards do not appear to be a significant factor in the business lo
cation decisions of most firms. Evidence does indicate, however, that 
pollution-intensive industries give slighlty more weight to interstate 
differentials in environmental regulations than do other firms.(151) 

Texas could probably impose stricter environmental protection policies 
without harming its favorable business climate. In fact, the state may 
enhance its attractiveness to many firms by strengthening its pollution 
contra 1 efforts. As Duerksen writes, "A reputation for strong environ
menta l protection may increase a state's attractiveness to dynamic in
dustrial sectors that attach great importance to quality of life."(152) 
In other words, stricter environmental controls might actually make a 
state more attractive to some industries. 

VI. CONCLUSIONS 

This chapter has assessed the impact of Texas's business regulatory 
environment on economic development in the state. It is clear that his
torical trends continue to be reflected in the current business climate. 
The long-standing influence of the frontier ethos, abundant land, and the 
culture of individualism have led to an economic environment which tends 
to encourage laissez-faire attitudes. The earlier aversion to big busi
ness and financial institutions seems to have abated. 

State labor laws are one example of this political and cultural envi
ronment. Texas is the only large urban state with a right-to-work (RTW) 
law. This analysis concludes, however, that RTW laws have little sub
stantive impact on the level of union activity, although they are impor
tant symbols within an anti-union culture. While union activity and wage 
1 eve ls a re interrelated and a re important factors in the economy on a 
number of dimensions, they seem to play only a minor role in the overall 
net growth experienced by states. Their significance lies rather in their 
impact on the industrial composition of states. Thus, the existence of 
RTW laws has not hampered or helped economic development, although it has 
shaped the nature of the development by attracting labor-intensive low
wage industries to Texas. There is, however, some evidence that the re
search facilities of universities in Texas are attracting 
research-oriented firms which need highly skilled employees, such as in 
the microelectronic and biomedical fields. 
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This analysis reveals · the relative insignificance of taxes as a factor 
in location decisions, which has important implications for Texas. The 
State has avoided imposing either a corporate or personal income tax 
largely because its severance 'taxes on natural resources have been so 
productive. As the state grows and changes, and as natural resources lose 
their relative prominence in the Texas economy, the State will be forced 
to seek new sources of revenue. These findngs indicate that the State 
should be able to diversify its tax structure somewhat without seriously 
detracting from its favorable business climate. 

It is apparent that although insurance laws, especially the Robertson 
law, were significant in earlier years, they do not seem to have an im
portant influence on economic growth in Texas at the present time. The 
only regulation which has significant economic impact now is the Catas
trophe Property Insurance Pool Act (CPIPA), which has encouraged exten
sive development along the Texas coast. Similarly, state banking laws 
appear to have mi n i ma l affect on Tex a s ' s economy s i n c e state statute s 
neither impede nor facil.itate the flow of capital to various sectors of 
the economy. With the exception of the prohibition of branch banking, 
the relative insignificance of financial regulations on economic devel
opment in Texas reflects the historical traditions of the state and the 
prevailing laissez-faire attitude. 

The impact of the regulation of public utilities, transportation, and 
natural resources on economic development al so reflects the state's 
deep-seated laissez-faire attitude, but the ramifications are somewhat 
more complex. Because of its vast natural resources, Texas's average gas 
and electric bills are lower than the national average. Thus, the state 
enjoys a theoretical competitive advantage over most of the country in 
recruiting energy-intensive firms. However, the Texas rates are higher 
than those of other states in the South Central Region, putting Texas at 
a disadvantage compared to neighboring states for utility firms that 
consider rates important. 

Regulation of intrastate trucking in Texas has resulted in rates higher 
than those charged by deregulated interstate trucking firms. This is the 
one exception to the prevailing absence of restrictive regulations. 
Texas's t ran sporta ti on regulations may have adverse con sequences for 
economic development, especially in areas that a:re more remote, where 
intrastate transportation is required. Texas firms may be at a compet
itive disadvantage with rival firms in other states, particularly when 
the firms are serving Texas markets, if out-of-state firms use cheaper 
interstate trucking. Finally, Texas may experience difficulty attracting 
new industries, especially those that use large amounts of intrastate 
trucking. 

The regulation of natural resources production focuses on the oil and 
gas industry and surface mining. This regulation attempts to promote 
productivity and market stability, and clearly seeks to encourage eco
nomic development. Surface mining regulations, however, increase a min
ing firm's total costs, which could result in slightly higher costs for 
coal. This could increase the cost of electric generation and therefore 
might hamper economic development. However, the cost of reclamation seems 
to be lower in Texas than in most other states, and so the impact of this 
federal legislation is less significant in Texas than in many other 
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states. Surface mining regulations are imposed by federal rather than 
state agencies, and therefore are not indicative of .the state's attitude 
toward business. Texas's liberal oil and gas regulations are state im
posed and actively seek to promote economic development, reflecting the 
prevailing laissez-faire attitude toward business. 

Not surprisingly, environmental protection laws in Texas are also less 
stringent than in most other states. They a re not more stringent than 
the minimum levels set by the federal government and, consquently, do not 
increase the cost of doing business in Texas as compared with other 
states. This analysis shows that environmental standards do not appear 
to be a significant factor in the business location decisions of most 
firms. Evidence does indicate, however, that pollution-intensive indus
tries give slightly more weight to interstate differentials in environ
mental regulations than do other firms. In fact, Texas could probably 
impose stricter environmental protection policies without harming its 
favorable business climate. 

In the case of most state regulations of the business environment, the 
prevailing laissez-faire ethos has created a business climate in which 
economic development, while not actively encouraged, is impeded as little 
as possible. 
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CHAPTER 3: STATE PROGRAMS AND EXPENDITURES RELATED TO 
ECONOMIC DEVELOPMENT 

I. INTRODUCTION 

While the State of Texas has no formal, explicit policy on economic 
development of cities, the state legislature formulated an official com
prehensive policy, H.R. Con. Res. 61, on development of urban communities 
in 1971. This resolution set forth a "broad policy framework ... to 
guide state agencies and officials toward coordinated action to assist 
urban communities." It stresses the State's role in the following: 

• preserving environmental quality through urban planning, resource 
conservation, management and monitoring of the environment and aes
thetic qualities; 

• improving individual opportunities through job expansion, through 
democratic practices in employment, through social, educat i ona 1 and 
economic integration, and through access to housing, health care and 
transportation; and 

• strengthening local governments. 

This policy notes that since the State relies upon elected city and 
county officials to solve urban problems, the State must provide assist
ance and cooperation in various ways. In particular, the policy urges 
the State to (1) improve the effectiveness of law enforcement agencies, 
correctional facilities, and the functioning of courts; (2) alter unduly 
restrictive constitutional and legal provisions that adversely affect the 
fiscal priorities of local governments and that encourage the formation 
of special districts; and (3) promote citizen participation and communi
cation with state and local officials.(1) This policy was only a 
resolution and its impact is therefore difficult to assess. 

In addition to setting the regulatory environment, the state govern
ment in Texas and elsewhere can affect the economic development of its 
cities through the administration of state development programs and the 
expenditure of state funds related, directly or indirectly, to economic 
development. Texas cities benefit from state programs that retrain the 
unemployed, provide highways and water projects, promote industries, and 
educate children. The State of Texas spends large sums of money on such 
programs. It is therefore important to examine these expenditures and 
determine their relative impacts on the economic development of Texas 
cities. 

Al though th i s study , and th i s ch apter i n part i cu l a r , w i l l an a 1 y z e a 
wide variety of state programs and their impact on economic development, 
targeted aid to depressed or distressed communities has been a policy 
concern for states and the federal government for some time. The most 
significant federal efforts have involved the Area Redevelopment Admin
istration, the Economic Development Administration, and certain parts of 
the Community Development Block Grant (CDBG) program. Some states have 
also designed economic development programs for depressed areas. 
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While a recent Advisory Commission of Intergovernmental Relations 
(ACIR) survey of the states and their efforts to aid distressed communi
ties indicates that many tools for effecting such aid are available in 
Texas, the State in the past has chosen not to adopt policies or allocate 
funds for depressed areas. In some instances the State has played a role 
in administering targeted federal programs, but in one recent case the 
State appeared to set a priority on targeting. The Texas Department of 
Community Affairs and Governor Mark White's Office of Economic Develop
ment--both discussed below in detail--have placed a high importance on 
economic distress in administering the Small Cities Program of the federal 
CDBG program. The distribution of funds is targeted to distressed com
munities with a population of less than fifty thousand. The relevant 
Department of Housing and Urban Development (HUD) guidelines require that 
the funds benefit low- and moderate-income persons, aid in the elimination 
of slums or urban blight, and meet other community development needs of 
particular urgency. The program also contains a discretionary fund which 
recently has been al located to the Rio Grande Valley area of Texas, 
largely due to the efforts of Governor Mark White. 

The Governor's Office of Economic Development is also trying to boost 
tourism in the Valley along with encouraging industry, small business 
revitalization, and small business start-ups. Although these efforts are 
not monetary, they are still significant steps. 

In Texas, state activity for distressed communities is a controversial 
issue, and giving priority to one area over another is even more contro
versial. The State does play a role in shaping the conditions of cities 
in the state, however, as will be seen in other sections of the report. 

The mechanisms Texas utilizes that directly affect the economic de
velopment of its cities can be divided into three areas. First, the State 
grants funds to cities, in the form of categorical or block grants, that 
may be used in ways that assist economic development. Second, the State 
administers a number of programs designed to aid the development of bu
siness and industry by improving the quality of the state's workforce. 
Finally, by investing in infrastructure, the State affects the economic 
development potential of its cities. 

This chapter begins with a discussion of the structure of state aid 
to cities. State expenditures by function and their relation to economic 
development are examined. This section includes a breakdown of federal 
and state grants to cities and a comparison between Texas state expendi
tures by function and those of other states. The chapter then analyzes 
a number of state agencies whose programs and expenditure levels signif
icantly affect economic development. These agencies include the Texas 
Department of Community Affairs, the Texas Economic Development Commis
sion, the Governor's Office, the State Purchasing and General Services 
Commission, the Parks and Wildlife Department, and the Texas Tourist De
velopment Agency. The next section of Chapter 3 addresses the link be
tween state exoenditures for infrastructure, specifically for 
transportation and water resources, and economic development. Chapter 3 
closes with a discussion of educational expenditures and programs in the 
State of Texas, which accounted for over 50 percent of total state ex
penditures in 1983.(2) It is evident that the State recognizes education 
as one of its primary responsibilities. Educational expenditures affect 
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economic· development by providing business and industry with an educated, 
trained, and retrainable workforce. 

II. STRUCTURE OF AID TO CITIES FOR ECONOMIC DEVELOPMENT 

A. Total State Expenditures in 1983 

State expenditures totaled $13.64 billion in fiscal 1983, about a 12 
percent increase in spending over the previous year. The three most im
portant categories of state spending are education, welfare services, and 
highway maintenance and construction, which accounted for 51.4 percent, 
15.9 percent, and 11.2 percent respectively of total state expenditures 
in 1983 (see Table 3.1 and Figure 3.1). The shares of these three cate
gories fluctuated moderately between 1979 and 1983, but no clear trends 
toward increases or decreases are evident. 

In a ranking with other states according to per capita state expendi
tures, Texas ranks forty-fourth in total expenditures, thirty-first in 
education, thirty-fifth in highways, and forty-sixth in public welfare 
expenditures.(3) 

B. Grants-in-Aid 

Cities and other political jurisdictions depend on state aid to fund 
many programs. There are three principal means by which state government 
can provide financial assistance to localities: (1) the state can directly 
assume financial responsibility; (2) the state can authorize local gov
ernments to impose taxes and/or fees; and (3) the state can provide 
grants-in-aid to localities. In practice all three types of assistance 
are often pursued simultaneously. This section is concerned with only 
the third form of assistance, grants-in-aid to cities and political ju
risdictions. State aid, for our purposes, is defined as grants to lo
calities financed from state and/or federal revenues as designated. 

State grants to localities provide partial financing for public pro
grams of local concern and/or enhance intergovernmental financial equity 
within a particular state. This type of state aid represents a shared 
responsibility because while the state provides funds and some overall 
program direction, localities have some discretion. 

Across the nation, the largest portion of state aid goes to school 
di st r i ct s , the second 1 a r g e st to count i e s , and the th i rd to c i t i e s . ( 4 ) 
Texas is not an exception to this trend. In fiscal year 1983, support 
for education, both state and local programs, comprised 51.1 percent of 
the total state expenditures. Texas does not follow the national trend 
of providing a large amount of aid to localities. Grants to counties in 
FY 1983 totaled only $36.6 million, while grants to cities were $34 . 9 
mil 1 ion; together these comprise about 3 percent of the to ta 1 state 
budget.(5) 

1. State Aid Expenditures in Texas. Programs funded through state 
aid to cities and counties have both explicit and implicit effects on 

53 



Table 3.1 

SHARE OF NET EXPENDITURES BY FUNCTION 
TEXAS STATE GOVERNMENT 

Administrative 
Executive Departments 
Business Commissions 
Legislative 
Judicial 

Total 

Services 
Welfare 
Mental Health, State Homes 
and Corrections 
Health and Sanitation 
Law Enforcement 

Total 

I mp rove me nts 
Highways 
Natural Resources 
Parks and Monuments 

Total 

Education 
State/Local Education · 
Teacher Retirement 
Retirement 

Tota 1 

Other Expenditures 
Political Subdivision 
Payment of Public Debt 
State Contribution to 
Employee Social Security 
State Contribution to 
Employee Retirement 
Miscellaneous 

Total 

1979-83 

Percent of Total 
1979 1980 1981 1982 1983 

1.6 1.8 
0.6 0.6 
0.3 0.2 
0.2 0.2 

2.7 2.8 

17.5 15.7 

5.3 5.0 
1.6 1.5 
1.1 1.0 

1.8 2.0 
0.6 0.6 
0.3 0.3 
0.2 0.3 

2.9 3.2 

16.6 14.9 

5.2 6.1 
1.5 1.7 
1.0 1.1 

2.4 
0.7 
0.3 
0.3 

3.7 

15.9 

5.9 
1. 7 
1.1 

25.5 23.2 24.3 23.8 24.6 

11. 9 
1.0 
0.6 

15.5 
0.9 
0.6 

14.5 
0.9 
0.7 

11. 2 
1.0 
0.6 

11. 2 
1. 0 
0.6 

13.5 17.0 16.1 12.8 12.8 

46.6 45.3 45.l 47.5 46.9 

3.7 4.1 4.1 4.8 4.5 

50.3 49.4 49.2 52.3 51.4 

3.4 3.2 3.1 3.3 3.0 
1.2 1.1 1.1 1.0 1.0 

2.3 2.2 2.3 2.4 2.4 

1.0 1.0 0.9 1.0 1.0 
0.1 0.1 0.1 0.2 0.1 

8.0 7.6 7.5 7.9 7.5 

Source: State of Texas, Comptroller of Public Accounts, 
1983 Annual Financial Report (Austin, Tex., 1983), p. 37. 

local economic development.(6) Programs that aid general government ser
vices, especially those that support highways and public transportation, 
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Figure 3. 1 

STATE EXPENDITURES BY FUNCTION, 1979-83 
(millions of dollars) 
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Source: State of Texas, Comptroller, 1983 Report, p.33. 

directly enhance economic development, as discussed in a following sec
tion. State aid may also indirectly affect development by freeing local 
dollars which might be used for development-related efforts. State aid 
can improve equity among localities within the state by equalizing the 
distribution of services across regions. Intergovernmental assistance 
can be particularly helpful in financing costly local community and eco
nomic development efforts. Thus, it is important to examine state aid 
expenditures in Texas even though the amount of aid is relatively small. 
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The total Texas FY 1983 expenditure in the state aid category (in
cluding federal and state revenue sources) was $103.5 million, a decrease 
of 15.9 percent from the previous year's expenditure. Table 3.2 and 
Figure 3.2, which show expenditures in state aid to local governments 
from state revenues for fiscal years 1977 through 1983, indicate that the 
pattern of aid to cities and counties, and thus total aid, has been un
even. The largest increases during the seven-year period were in natural 
resources/environmental protection, at 1094 percent, and general govern
ment, at 145 percent. Highways/transportation aid increased 41 percent, 
while public safety and social services expenditures decreased by 29 
percent and 35 percent respectively. The proportion of total aid to ci
ties from state rather than federa 1 sources increased from 48. 5 percent 
of the total in 1977 to 69.1 percent in the last seven years. In FY 1983 
federa 1 sources of aid made up 30. 9 percent of the tota 1 (see Tab 1 e 3. 2 
and Figure 3.2). 

The erratic pattern of aid to localities from state sources appears 
to be at least partially ·in response to decreasing levels of federal aid. 
Table 3.3 and Figure 3.3 show aid from federal sources increasing between 
1977 and 1979 fo 11 owed by a steady decrease. The net result was a de
crease of federal aid between 1977 and 1983 of 11.2 percent, while state 
aid increased over the same period by 110.91 percent . (7) 

B. State Aid to a Representative Sample of Texas Cities 

The pattern of state aid varies among cities in Texas. To investigate 
this pattern of aid to local governments, a representative sample of Texas 
cities has been selected for examination. Table 3.4 lists the twenty-five 
cities which were selected according to population and fiscal capacity 
and their average amount of aid between 1980 and 1983.(8) Per capita 
expenditures and rank (based on the average amounts) are also included 
in the table. 

Of the five cities rece1v1ng the most aid per capita, four are con
sidered to have high fiscal capacity: Amarillo, Austin, Corpus Christi, 
and Fort Worth. These four are medium to large cities; the smallest, 
Amarillo, has a population of 149,230. The only city ranking in the top 
five which has low fiscal capacity is Texarkana, also the smallest of the 
five with a population of 31,271. 

The five cities ranked lowest in average aid received are primarily 
very small with high fiscal capacities. Crowley and Kermit have popu
lations under 10,000, and Sherman has a population under 35,000. All 
three have high fiscal capacities. The fourth city is the only one of 
this group with a low fiscal capacity--Mexia, which has a population of 
7,094. The outlier of the group is Irving, a large city with high fiscal 
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Table 3.2 

AID TO CITIES AND 
COUNTIES IN TEXAS (State Sources) 

1978-83 

1977 1978 1979 1980 1981 1982 1983 

PUBLIC SAFETY 
Cities 4,246,536 0 6,457 146,252 0 0 0 
Counties 294,616 0 1,094,951 946,221 104,028 3,321,455 3,378,182 

Total 4,741,152 0 1,101,408 1,092,473 104,028 3,321,455 3,318,182 

GENERAL GOVERNMENT 
Cities 8,099,350 10,659,938 12,389,062 14,333,396 17,815,478 23,145,041 23,548,541 
Counties 10,834,762 11,316,619 11,855,741 18,246,630 20,978,171 27,818,494 23,311,521 

Total 18,934,112 21,976,557 24,244,803 32,580,026 38,793,649 50,963,535 46,860,062 

HIGHWAY/ 
TRANSPORTATION 
Cities 563,223 663,222 551,106 5,987,131 8,600,994 5,996,588 8,385,496 
Counties 7, 720,343 7,709,800 7,630,569 7,697,995 742,462 25,926,092 8,054,507 

Total 8,283,566 8,370,022 8,181,675 13,689,626 9,343,456 31,922,680 16,440,003 

SOCIAL SERVICES 
Cities 148,324 0 0 33,658 154,991 208,179 220, 177 
Counties 1,504,962 1,256,062 1,510,039 2,086,044 2,227,923 9,533 850,319 

U1 Total 1,653,286 1,256,062 1,510,039 2,119,702 2,382,914 217,712 1,070,496 - -.......J 

NATURAL RESOURCES/ 
ENVIR. PROTECTION 
Cities 0 0 56,367 175, 962 442,016 1, 840, 141 2,194,023 
Counties 319,706 243,019 249,651 215,395 259,190 263,491 1, 022, 917 

Total 319,706 243,019 306,018 391,357 701,206 2,103,632 3,816,940 

TOTAL--CITIES 13,057,433 11,323,160 13,002,992 20,676,399 27,013,479 31,189,949 34,948,237 

TOTAL--COUNTIES 20,874,389 20,525,500 22,340,951 29,191,785 24,311,774 51,339,065 36,617,446 

TOTAL--ALL 33,931,873 31,848,660 35,343,943 49,868,184 51,325,253 88,529,014 71,565,683 
CATAGORIES 

Source: State of Texas Comptroller's Annual Financial Reports, FYs 1977-83. 



Figure 3.2 

PERCENTAGE CHANGE FROM PREVIOUS YEAR IN AID TO CITIES 
AND COUNTIES IN TEXAS, 1979-83 (State Sources) . 

1978 1979 1980 1981 1982 1983 

CITIES -13 15 59 31 16 12 

COUNTIES 2 9 31 -17 112 -29 

TOTAL -6 11 41 3 73 -19 

120 

110 
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90 

80 
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age 
Change 60 
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40 
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20 

10 Cities 

0 

-10 
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-20 

-30 
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YEAR 

Source: State of Texas, Comptroller of Public Accounts, Annual 
Financial Reports 1978-83 (Austin, Tex., 1979-83). 

capacity. It is a suburban community adjacent to the Dallas-Fort Worth 
regional airport. 
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Table 3.3 
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AID TO CITIES AND COUNTIES IN TEXAS (federal Sources) 
1978-83 
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M" ...... 1977 1978 1979 1980 1981 1982 1983 
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COUNTY 14,385,439 16, 968, 917 19,201,094 18,862,200 13,671,067 11,286,919 9,907,139 

TOTAL 35,985,008 42,937,549 53,110,383 48,100,088 43,541,205 34,497,449 31,951,150 
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Figure 3.3 

PERCENTAGE CHANGE FROM PREVIOUS YEAR IN AID TO CITIES 
AND COUNTIES IN TEXAS, 1978-83 (Federal Sources) 

1978 

CITY 20. 23°~ 

COUNTY 17.96 

TOTAL 19.32 

SD°~ 

40 

30 

PERCENTAGE 20 

CHANGE 10 

FROM 0 

PREVIOUS -10 

YEAR -20 

-30 
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-50 
78 
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30.58% -13.78% 2.16% -22.30% -5.03% 

13.15 -1.76 -27.52 -17.44 -12.22 

23.69 -9.43 -9.48 -20.77 -7.38 

79 80 
YEAR 

81 82 83 

City 
Total 
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Source: State of Texas, Comptroller, 1983 Report. 
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Table 3.4 

GRANTS TO SELECTED CITIES IN TEXAS, 1980-83 

City 1980-83 Expenditure Rank of 
Average per Capita Expenditure 
Expenditure per Capita 

Amarillo 990,924 6.64 5 
Austin 2,627,593 7.60 3 
Beaumont 583,990 4.94 10 
Belton 36,149 3.39 15 
Bryan 127,205 2.87 16 
College Station 236,621 6.35 6 
Corpus Christi l ,T89 '903 7.72 2 
Crowley 7,127 1.22 24 
Edinburg 54,525 2.26 20 
El Paso 1,986,315 4.67 11 
Elsa 12,032 2.38 19 
Ft. Worth 2,991,362 7. 77 1 
Galveston 391,937 5.17 9 
Houston 9,217,057 5.78 7 
Irving 187,581 1. 71 21 
Kermit 936 0.12 25 
Longview 174,936 2.79 17 
McAllen 356' 103 5.31 8 
Mexia 11, 063 1. 56 22 
Pampa 52,253 2.44 18 
San Angelo 276,161 3. 77 13 
San Antonio 2' 769 ,750 3.53 14 
Sherman 47,239 1. 55 23 
Texarkana 219,629 7.02 4 
Waco 398,527 3.94 12 

Source: Special data compilation for the years 1980-83 by 
State of Texas, Comptroller of Public Accounts, in January 1984 
(Austin, Tex.). 

C. Comparison to Other States 

In a comparison with nine other states, Texas had the lowest level of 
intergovernmental aid to municipalities (see Table 3.5). Intergovern
mental expenditure in this comparison was defined as (1) amounts paid 
to other governments as fiscal aid in the form of shared revenues and 
grants-in-aid, (2) reimbursements for performance of general government 
activities, and (3) payment for specific services for the paying govern
ment in lieu of taxes. New York had the highest per capita expenditure 
with $320.05, and Texas had the lowest with $4.00 per capita. 
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Table 3.5 

INTERGOVERNMENTAL EXPENDITURES TO MUNICIPALITIES BY 
STATE, 1979 

State Intergovern- Population Personal Expendi-
mental Expend- Income ture per 
iture Capita 

Michigan 549,574,000 9,262,000 9,950 59.34 
Wisconsin 633,090,000 4 ,706, 000 9,348 134.53 
Missouri 75,849,000 4,917,000 8,982 15.43 
New York 5,619,399,000 17,558,000 10, 260 320.05 
Pennsylvania 262,903,000 11,864,000 9,434 22.16 
Minnesota 402,771,000 4,076,000 9, 724 98.82 
Arizona 219, 460, 000 2, 718, 000 8,791 80.74 
North Carolina 189,964,000 5,882,000 7,819 32.30 
California 1,090,379,000 23,668,000 10 '938 46.07 
Texas 56,960,000 14,229,000 9,545 4.00 

Source: Facts and Figures on Government Finance, 21st biennial 
ed. (New York: Tax Foundation Inc., 1981), p. 170. 

Providing grants to localities is a mechanism that a state can use to 
finance development in an equitable yet discretionary manner. It appears 
Texas could use this mechanism more without changing its rank among the 
states. 

III. STATE ACTIVITIES DIRECTLY RELATED TO ECONOMIC DEVELOP
MENT 

Over the past decade competition between regions, states, and cities 
for a share of the country• s economic pie has increased. At stake are 
jobs, tax revenues, and general economic well-being. Sunbelt areas em
phasize the advantages of a warmer climate, cleaner air, and low levels 
of unionization. Frostbelt cities cite their industrial experience and 
social culture. The competition is keen and becoming more acute, espe
cially when reinvestment in industry means expanding or relocating in 
cities perceived as having greater potential for economic growth. Lo
calities are taking actions to ensure that they will be successful in the 
competition. More and more, states are becoming officially involved in 
helping cities lure industry, and the State of Texas is no exception. 
This section of the report will discuss state programs in local juris
dictions, including programs operated by the Texas Department of Commu
nity Affairs, the Texas Economic Development Commission, the Governor's 
Office, the Purchasing and General Services Commission, the Tourist De
velopment Agency, and the Parks and Wildlife Department. 

A. Texas Community Development Program 
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One of the major federal programs providing infrastructure assistance 
is the Community Development Block Grant (CDBG). The State of Texas be
came more involved in this program in 1983 when it assumed the nonenti
tlement component of the program. 

1. Community Development Block Grants. The CDBG program was enacted 
into law under the Housing and Community Development Act of 1974.(9) The 
primary objective of the COBG is to develop viable urban communities by 
providing decent housing and a suitable living environment, and by ex
panding economic opportunities, principally for persons of low- and mod
erate-income. One restriction on the use of COBG funds is that they must 
give maximum feasible priority to activities which benefit low- and mod
erate-income persons or aid in the prevention or elimination of slums or 
blight.(10) 

CDBGs are the primary source of ongoing federal assistance for local 
community development. For the first few years of this program, emphasis 
was on improvement of housing and community services, primarily for low
and moderate-income persons. Legislation passed in 1977 broadened the 
objectives of CDBG to include economic development activities which cre
ate jobs and expand the tax base.(11) COBGs provide cities and counties 
with a mechanism for financing basic infrastructure programs such as water 
and sewer systems and other major capital expenditure items. 

There are two components to the Community Development Block Grant 
program: an entitlement component, which distributes funds by formula 
among urban jurisdictions, and a nonentitlement component, which dis
tributes funds (also by formula) among states for competitive allocation 
among small cities and counties.(12) Beginning in FY 1982, states were 
given the opportunity to assume total administrative and program respon
sibility for the nonentitlement program. Texas assumed this responsi
bility.(13) To participate in the nonentitlement program, the State 
certified to HUD that it would assist small cities in planning for com
munity development activities, provide necessary technical assistance, 
and obligate from the state's resources an amount equal to 10 percent of 
the state 1 s federal allocation for community development activities.(14) 

Thirty percent of HUD's total CDBG appropriation amount must be set 
aside for the nonentitlement program.(15) Local jurisdictions eligible 
for the nonentitlement program include general purpose units of local 
government (cities and counties) which are not participating or desig
nated as eligible to participate in the entitlement portion of the federal 
CDBG program. Cities with a population of less than fifty thousand are 
eligible, unless they are participating in the entitlement program. All 
counties in Texas except Harris and Tarrant are eligible for funding 
through the nonentitlement program.(16) The nonentitlement portion of the 
CDBG program has been administered at the state level by the Texas De
partment of Community Affairs (TOCA) through its Texas Community Devel
opment Program (TCOP) since FY 1983.(17) 

TOCA presently maintains community profile data for thirteen hundred 
eligible counties and local jurisdictions in Texas and uses these data 
for generating scores on selection criteria related to community dis-
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tress.(18) TCDP, using the State's allocation of CDBG monies, funds eli
gible projects through four separate funds:(19) 

• Ccmmunity Development Project Fund; 

• EconoMic Development Project Fund; 

• Community Development Planning/Capacity Building Fund; and 

• Emergency/Discretionary Fund. 

The first three are discussed below. 

The Com~unity Development Project Fund covers housing, public facili
ties, and public service projects. It represents the major portion of 
the Texas Community Development Program. This fund is allocated among 
the twenty-four state planning regions by a formula designed by TOCA. 
The formula is based upon the number and percentage of persons living in 
poverty, the total population, and the number and percentage of unemployed 
persons. 

Activities eligible for funding under the Community Development Pro
ject Fund which are likely to have impact upon economic development in
clude acquisition of property necessary to install or improve public 
facilities, water and sewer facilities, street improvements, and solid 
waste facilities.(20) 

The Community Development Project Fund grants are selected by Regional 
Review Committees (RRCs) and TOCA. Each of the twenty-four planning re
gions has an RRC consisting of twelve local elected officials who are 
appointed to the RRC by the Governor.(21) Grants under the Community De
velopment Project Fund are awarded on the basis of selection criteria 
including measurements of community distress, benefit to low/moderate 
income persons, minority hiring/contracting, local tax effort, and pro
gram design.(22) 

The second fund administered by TOCA through the Community Development 
Program, the Economic Development Project Fund, is for projects which will 
result in either an increase in new permanent employment within a commu
nity, retention of existing permanent employment, or an increase in the 
local tax base resulting in an increase in local revenues. Such projects 
include acquisition and preparation of property for new use through dem
olition, clearance and infrastructure improvement, rehabilitation of 
commercial areas, and technical assistance to small businesses.(23) The 
se 1 ect ion criteria for the Economic Development Project Fund include 
community distress, benefit to low/moderate income persons, and project 
design.(24) 

The Community Deve 1 opment Pl ann i ng/Capaci ty Building Fund is intended 
to provide local governments an opportunity to prepare comprehensive 
commur.ity plans, develop strategies, assess needs, and build or improve 
local capacity to undertake future community deve 1 opment projects. Se-
1 ect ion of projects is on a competitive basis, with a grant maximum set 
at S25 thousand (25) A number of funded planning projects in FY 1983 in-
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valved completion of Economic Development Plans; water, wastewater, and 
drainage studies; and data acquisition for future development activities. 

2. Analysis. Comparisons between the HUD-administered nonentitlement 
program and the Texas Community Development Program revealed a greater 
emphasis on economic development activities in the state program. Eco
nomic development projects competed against all other eligible activities 
in the HUD program, and during the last two years of HUD administration, 
only one specific economic development project was funded in the State 
of Texas. By contrast, in the Texas Community Development Program, pro
jects focusing on economic development competed within a separate funding 
category, to which a specific amount of funds had been earmarked. In the 
initial year of the TOCA-administered program, between twenty and twen
ty-five economic development grants were awarded.(26) 

Between 1977 and 1981, HUD awarded an average of 109 grants per year 
with an average grant s~ze of $365,000.(27) In the first year of state 
administration, TCOP awarded approximately 200 grants with an average 
grant size of $270,000. The TCDP award pattern was designed to give more 
communities an opportunity to participate in community and economic de
velopment activities.(28) 

A number of interesting statistics characterized the first year of 
state administration.(29) Cities with a population of 1,000 to 4,999 
persons received 45 percent of the TCDP grants, cities of 5,000 to 9,999 
received 23 percent of the grants, and only 13 percent of the grants went 
to cities and counties with a population over 15,000. The average per 
capita income of the grantee cities and counties was approximately $5,560, 
ranging from a high of $8,250 in Hansford County to a low of $2,200 in 
Starr County. The average per capita income for the state in 1982 was 
$11,352.(30) The average unemployment rate of all grantees was 10.1 per
cent, with Bexar County the lowest at 3 percent and Starr County having 
the highest rate at 50.5 percent, while the state unemployment rate was 
at 7.4 percent.(31) The region receiving the largest number of grants was 
the Lower Rio Grande Region, which had an unemployment rate of 18.5 per
cent and a per capita income of $4,200. 

A number of revisions in the Community Development Program were pro
posed for FY 1984 including several in the Economic Development Project 
Fund.(32) When ranking and selecting projects for awards, the number of 
new jobs created will be given more weight than the number of jobs re
tained, thus reflecting an emphasis on growth and development. Also, 
those retained jobs leveraged by private investment are to be weighted 
more heavily than retained jobs without that leverage. A second revision 
redefines permanent employment as nonpublic employment that is not de
pendent on TCDP funds for continuation. In order for jobs created by a 
project to be considered permanent, persons must remain employed in those 
jobs after the completion of the funded project. 

3. Economic Impact. The Texas Community Development Program affects 
the economic development of small cities in three principal ways. First, 
through the Community Deve 1 opment Project Fund, TCOP finances infra s
tructure improvements and construction and thus makes it possible for 
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these local governments to use their monetary resources for other economic 
development activities. Expenditures for infrastructure constitute a 
large proportion of a municipality's budget. Federal and state aid re
lieves that burden and allows local governments more flexibility for 
planning and capacity building.(33) 

Second, funds from -the Community Development Program can be and often 
are used to leverage other sources of public and private investment. In 
other words, granted funds can be used as an incentive to attract private 
investment by local development corporations, banks and investment firms, 
and others with an interest in economic development. In FY 1983, 100 
percent of the Economic Development Project Fund awards were used to 
leverage other investment.(34) 

Finally, economic and community development activities are costly, 
particularly for small cities with a limited tax base. Without state and 
federal financial and technical assistance, most development activities 
would be beyond the financial capabilities of local communities. The 
Texas Community Development Program allows a greater number of cities and 
counties to plan for economic development, and provides those financial 
and technical resources necessary for an effective economic development 
strategy. 

In light of the Reagan Administration's attitude toward domestic 
spending and the New Federalism approach, slow increases, if not actual 
reductions, in federal aid including the CDBG program are likely to place 
more pressure on the state and local governments as well as the private 
sector to assume greater responsibility for community and economic de
velopment. 

B. Texas Economic Development Commission 

Existing firms can contribute significantly to a state's economic 
stability and provide a large measure of its economic growth. It would 
be unwise to design policy only for attracting new firms if the existing 
ones are faltering. Texas, like other states, is involved in retaining 
industry already located within its borders. 

In an effort to attract new business and industry to Texas and provide 
assistance to already established firms, the Texas Economic Development 
Commission (TEDC), formerly known as the Texas Industrial Commission, was 
formed. The major categories of commission activity are industrial de
velopment, business development, international development, research and 
data services, and financial assistance. 

1. Industrial Development and Services Department. This Department 
coordinates three major functions for industrial development. First is 
attracting new business and industry to Texas, thereby creating new jobs 
and bringing new capital investment into the state. Tools used to promote 
the advantages of a Texas location include a national advertising cam
paign, direct mail, and telephone marketing. An industrial prospect which 
contacts TEDC is provided information on various cities throughout the 
state to aid its site location decision.(35) These activities have re
sulted in 335 new plant locations or expansions and the creation of 
131,474 jobs from fiscal year 1979 through fiscal year 1982.(36) 
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Second, the department staff works directly with community leaders to 
prepare them for working with i ndustri a 1 prospects. Their programs in
cl ude economic development 11 clinics, 11 industrial planning seminars, and 
sales team training.(37) 

The final step in the industrial development process is to ensure that 
a highly trained and motivated core labor force is available on the day 
that a new industry begins its operation. The Department works closely 
with both the Texas Education Agency and the Texas Employment Commission 
to meet this manpower need through a state industrial start-up training 
program. The program consists of (1) analysis and identification of the 
firm's labor force requirements, (2) design of training programs and de
signation of the training institution, (3) initial recruiting and 
screening of a work force, (4) implementation of the training program, 
and (5) program monitoring. These programs are jointly financed by the 
three agencies and the incoming industry. There have been 142 start-up 
tr a i n i n g programs i n v o l v i n g a tot a l of 16 , 6 81 tr a i nee s du r i n g FY 19 7 9 
through FY 1982.(38) 

2. The Business Development Department. This Department has the 
primary responsibility of working with small and minority businesses 
within the state. The Department must inform these businesses of oppor
tunities for obtaining state purchasing contracts, encourage state agen
cies to use small and minority business in their purchasing, and maintain 
records on the businesses.(39) The agency also ran entrepreneurship 
training programs at the community college level with 4,630 participants 
between FY 1980 and FY 1982, but the program was discontinued.(40) 

3. The Research and Data Services Department. This Department 
compiles and publishes social and economic information of interest to the 
business community, and also provides computerized information on Texas 
communities and industry. It is designed to serve as a support unit to 
the other departments. 

4. The Rural Industrial Development Program. This program was cre
ated by the Rural Industrial Development Act, passed by the Sixty-second 
Texas Legislature ~n 1971. It is a loan program to encourage and facili
tate industrial development, primarily manufacturing in rural areas. The 
program, administered by the Texas Economic Development Commission, ap
proves and finances loans to qualified businesses at an interest rate 
determined by the Commission.(41) 

The loans are made from a specially designated fund established by 
appropriations from the Texas Legislature. In 1973, $600,000 was appro
priated to the fund; a grant of $300,000 from the Greater South Texas 
Cultural Basin Commission was added in 1978, and $1 million was appro
priated in 1981 for a total of $1.9 million.(42) 

Applications for loans are made by industrial development agencies. 
Upon approval of the application, the Commission lends the indu·strial 
development agency an amount not to exceed 40 percent of the project cost. 
The industrial development agency must pledge at least 10 percent of the 
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cost of the project in funds or property and obtain financing for the 
remaining costs from another source.(43) 

The loans are made from a revolving fund, and the Legislature may ap
propriate additional funds. As of October 31, 1983, the balance in the 
fund was $382,842.81, and the outstanding balance of the loans due to the 
Commission amounted to $2,027,099.99 as of August 31, 1983.(44) 

The Commission made the first rural industrial loan in March 1974. 
From that date until August 31, 1983, thirteen cities have received a 
total of sixteen loans ranging in size from $25,000 to $395,000. In all 
cases but one, loans were made to industrial foundations in small cities, 
ranging in size from Trenton (1983 population of 6,911) to Corsicana (1983 
population of 21,712). The one exception was a loan to the McAllen In
dustrial Foundation in the city of McAllen, which has a population of 
66,281 (1983).(45) 

Through this period the State's share in the program totaled 2.1 mil
lion dollars, which represents approximately 30 percent of the total 
project costs. These loans have resulted in the creation of 1,116 jobs 
for an average of $1,323 state investment per job. These jobs, in turn, 
generated an estimated $313,860 in annual state taxes.(46) 

This program of assistance demonstrates one mechanism the State may 
utilize in its efforts to promote economic development. It also repres
ents a form of targeting assistance, in this case to small cities. 

Assessing the effectiveness of TEOC's industrial and business devel
opment programs in relation to programs in other states would prove to 
be unreliable primarily because of the demographic and economic resource 
differences that exist. However, an internal examination reveals that 
the old Texas Industrial Commission had realized a somewhat steady decline 
in most of its performance indicators during the last four years of op
eration. Under TEOC, almost yearly decreases have occurred in the number 
of new jobs created, the number of trainees in prospect simulations, and 
the number of start-up training programs and trainees. Some of these 
declines may be attributed to a slowdown in the economy and/or to the fact 
that many cities have developed their own programs for attracting indus
try. Business development programs have been hampered by the Commission's 
lack of enforcement authority and low budgets. Incr~ased authority and 
funding, and the changes suggested by its new name (TEOC), are essential 
if the Commission is to have a greater role in Texas economic development. 
An improved status will encourage cities and entrepreneurs to seek the 
Commission's help more often.(47) 

C. Export Promotion and TEDC 

1. The International Development Division. This Division of TEDC was 
created in recognition of the importance of international exporting and 
plays an important role in promoting exports. 

In 1980, U.S. exports of goods and services accounted for 12.2 percent 
of the gross national product, compared to 6.4 percent a decade earlier. 
This remarkable expansion in export activity has been traced to the 
growing interdependence of global economies, augmented in the early sev-
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enties by the OPEC oil embargo, dollar devaluations, and record trade 
deficits.(48) As a result, states have expanded their efforts in export 
promotion to introduce new firms to the export market and to expand the 
overseas sales of companies already. exporting. Possible benefits from 
export expansion include: 

1. a dynamic base for expansion of production and employment within a 
state; 

2. a benefit from multiplier effects in producing jobs in transporta
. tion, finance, and insurance sectors, as well as increased state tax 

revenues; 

3. a countercyclical effect that an export market can have in providing 
a stabilizing 11 cushion 11 when demand from abroad exceeds declining 
U.S. sales; and 

4. an expansion and diversification of a state's economic base.(49) 

For nonagricultural export promotion, the International Development 
Division of the Commission provides information services and assistance 
to small businesses new to the export market. The TEDC has cosponsored 
with the U.S. Department of Commerce annual trade fairs in Australia, 
Mexico, and Venezuela since 1977. Between 1972 and 1979, trade missions 
were arranged by the TEDC to South America, Africa, the Middle East, 
Eastern Europe, Mexico, and the People's Republic of China. In addition, 
the TEDC provides counseling and technical assistance to potential Texas 
exporters.(50) Combined trade show and mission activity in 1981 resulted 
in forty-nine Texas companies entering the export market and $130 million 
of orders written by companies.(51) 

Another component of export promotion by TEDC is a branch office in 
Mexico City. Only two other state governments have been allowed to es
tablish similar offices in the country (Pennsylvania and Kentucky). The 
main focus of the office is exporting Texas agricultural products to 
Mexico. In 1982, $17 million of agricultural business was processed 
through the office.(52) While records maintained by the TEDC staff in 
Mexico have indicated that a large number of business contacts are made 
(950 in 1979), there is still concern that Texas is not using its re
sources to full advantage in developing trade ties with Mexico.(53) For 
example, in a recent trade show in Mexico City promoting computer hardware 
and software, only one Texas firm attended.(54) Petroleum industry shows 
tend to attract more Texas participants, but a long-term export develop
ment program will need to encourage a greater diversification in products. 

In Texas, a predominantly healthy economy has provided a favorable 
environment for exports, perhaps creating less pressure to develop spe
cific export policies.(55) However, as regional competition for export 
markets continue and the likelihood of leaner state coffers persists, 
circumstances may motivate a more directed export promotion strategy. 

In turn, a growing economy in Texas may account for the relatively 
small budget afforded the International Development Division of the Texas 
Economic Development Commission compared to other states. In 1981 the 
TEDC received approximately $170,000 for its export promotion activities, 
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considerably less than Michigan ($700,000), Indiana ($600,000), or Cali
fornia ($300,000).(56) The FY 1984 budget for export promotion in Texas 
is currently set at $334,050.00. The efforts of the International De
velopment Division of the TEDC tend to be passive or reactive in nature, 
functioning as a 11 middleman 11 between sellers and buyers. This may be 
caused in part by the antagonistic relationship that exists between pri
vate sector developers, chambers of commerce, and local governments when 
pursuing export markets.(57) Each of these groups wants the TEDC to meet 
its particular needs, creating complex and conflicting environments for 
the agency. Firms with export prospects want the TEOC to function as a 
clearinghouse, capable of making initial client assessment and eliminat
ing unlikely prospects. Chambers of commerce, on the other hand, have 
traditionally viewed their economic development programs as self-suffi
cient and regard the TEOC as an obstacle. Local governments turn to the 
TEDC for protection from the overriding power of chambers of commerce and 
private developers and for assistance in competing on par with these other 
interests. 

The nature of the International Development Division efforts may also 
be attributed to the audience which their programs attract. Export ac
tivities are usually a natural outcome of a growing, well-established 
firm. Most small firms view exporting as too risky given their limited 
resources, while most large firms maintain their own in-house export 
management divisions. Thus, the remaining groups include small firms on 
the brink of rapid growth or medium-sized firms eager to expand profits. 
These characteristics of firms seeking assistance may have had a role in 
shaping export programs. In this role, the TEPC appears to function as 
a 11 way station 11 for firms on their way to substantial export activities, 
but which need initial assistance and exposure.(58) 

The most direct evidence of the impact of export activities on the 
state's economy appears in export-related employment figures. Growth in 
Texas exports of manufactured products exceeded 116 percent from 1977 to 
1980. By 1983, this sector provided jobs for an estimated 285,000 Texans. 
(59) Analysis of export-related employment, in 1981, by major industry 
groups rev ea 1 s that chemicals and a 11 i ed products accounted for 22. 5 
percent of the total. Other major export sectors included nonelectrical 
machinery, with 21.8 percent of export-related jobs, and electronic 
equipment, with 19 percent of the export workforce.(60) 

As discussed in Chapter 1, basic, export-related employment can be 
expected to · generate additional supporting or nonbasic employment, due 
to the multiplier effect of export-related jobs in either an industrial 
sector or region. In 1980 supporting employment provided 80 percent as 
many jobs as direct export employment in one sector, for example.(61) 
Thus, local economies are affected more by support industries which follow 
major exporting sectors than by the exporters themselves. 

From a state viewpoint, Texas's historical strong business climate may 
have reduced the need for governmental attention that should be given 
to export promotion. State exporting strength, as a result, is not nec
essarily proportional to a state's commitment to export promotion pro
grams. The relatively positive performance of Texas as an exporter can 
be traced to the elements which have traditionally determined its business 
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climate, rather than to any specific export promotion efforts carri.ed out 
by the State . 

. C. Governor's Office 

In most states, the primary responsibility for economic development 
rests with a cabinet-level agency or an autonomous board or commission, 
such as the Texas Economic Development Commission. In a recent expendi
ture and salary survey conducted by the National Association of State 
Development Agencies, only nine of the forty responding states indicated 
that the governor's office was the primary agency responsible.(62) The 
governor, nevertheless, can perform very important functions with regard 
to economic development, such as creating an image of a probusiness state 
government. Particularly in this period of the 11 New Federalism," with 
its emphasis on state initiatives, the governor must take the lead to 
promote cooperation between business and government. 

In Texas, Governor Mark White assumed such a role in the nationwide 
competition for the site selection of the newly formed Microelectronics 
and Computer Technology Corporation (MCC). A statewide task force of 
prominent leaders, headed by Governor White, invested unprecedented 
amounts of time, energy, and resources to bring MCC to Austin, Texas. 
As reported in the August 1983 issue of Austin, these leaders 11 see their 
efforts as a high-risk, long-term investment in the economic and political 
future of Austin and the state. 11 (63) 

Another example of Governor White's initiative in attracting industry 
to Texas involves the 3M Company's decision to locate close to Lake Travis 
near Austin. The company plans to employ 1,500 or more workers by 1990. 
According to newspaper reports, "White's office was heavily involved in 
recruiting the company, which has been in contact with the state for about 
a year. 11 Lewis Lehr, 3M Chairman, 11 had a private dinner with White last 
October and discussed state support for the business community. 11 (64) 

Until recently, however, explicit economic development policy, as 
distinct from a probusiness attitude, has not been given a high priority 
by Texas governors. While Governor William Clements encouraged 
long-range planning through the Texas 2000 Commission, his otherwise ap
parent lack of interest reflected a general complacency about the Texas 
economy, which was perceived as strong and healthy by previous governors, 
the compt ro 11 er, and the 1 eg isl a tu re; there appeared to be no need to 
concentrate on policy or programs for economic development.(65) 

Several occurrences have contributed to the recent emphasis upon eco
nomic development, but the primary stimulus has been the weakening of 
world oil prices, with its subsequent effect on oil exploration and pro
duction in Texas. Another major event contributing to the economic crisis 
in Texas was the repeated devaluation of the Mexican peso in 1982, causing 
collapse of trade along the Texas-Mexico border. To add to the state's 
financial woes, in 1983 the worst drought in a century hit West Texas and 
an early freeze wiped out citrus crops in the Rio Grande Valley. 

Realizing that gas and oil resources would eventually be depleted, the 
two most recent governors, former Governor William P. Clements and pre
sent Governor Mark White, have stressed diversification in the state 
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economy to reduce dependency on oil and gas. Clements and White both made 
efforts to examine current economic development issues through iong-range 
planning and task force studies, as described in the following paragraphs: 

1. The Texas 2000 Commission. This Cammi ssi on was created by Governor 
Clements in April 1981 in an effort to emphasize economic development 
through long-range planning. This Commission predicted that 3.2 million 
people would enter the Texas labor force during the 1980s and 1990s, thus 
creating the need for 164,000 new jobs per year. In its final report, 
the Commission noted the need for diversification of the state's economy, 
especially into high technology and information systems.(66) 

The final report also contained forty-two recommendations relating to 
the following seven areas of concern: water, energy, agriculture, trans
portation, research and development, government finance, and relations 
with Mexico.(67) According to the final report, how Texas deals with, or 
fails to deal with, these critical issues wi 11 determine the future of 
the Texas economy and quality of life in Texas. The Commission also en
couraged the State to continue long-range planning and to adjust state 
actions and policies as circumstances change and knowledge increases.(68) 

2. Task Force on Small Business. Governor Clements al so established 
a Task Force on Small Business in October 1981 for the purpose of de
signing a coordinated state strategy to encourage and promote the growth 
of small businesses. One of the subcommittees created within the task 
force examined financing alternatives open to the State for promoting 
small businesses. It proposed an innovative franchise tax credit program, 
but the tax was not well received because of a number of apparent weak
nesses in the program.(69) 

3. Task Force on Emergency Jobs and the Unemployment Trust 
Fund. In January 1983, Governor Mark White created the Task Force on 
Emergency Jobs and the Unemployment Trust Fund, whose charge was to make 
recommendations regarding the lagging economy and the solvency of the 
Unemployment Compensation Trust Fund. The Job Training and Educational 
Committee of the task force investigated mechanisms to create 11 high-tech 11 

jobs in Texas, such as (1) supporting the establishment of new-technology 
firms and targeting existing firms for development; (2) exploring the use 
of state and local retirement funds as possible sources of capital; and 
( 3) encouraging ban ks to develop capita 1 i za ti on programs for emerging 
technologies.(70) 

4. Governor's Office of Economic Development. In addition to task 
forces, Governor White also established an Office of Economic Development 
in September 1983. With an initial budget of approximately $700,000 and 
a staff of eight professionals, this office works with the Texas Economic 
Development Commission to enhance economic development in the state. The 
office has primarily a coordinating function, attempting to link educa
tional institutions, job training programs, labor leaders, private em
ployers, state agencies, and cities and counties with financial and 
marketing institutions in order to create a working partnership. Staff 
assignments are divided by economic development issues, including science 
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and technology development, industrial development, trade expansion, 
tourism enhancement, and finance strategies.(71) 

Of the many projects coordinated or monitored by the Governor's Office 
of Economic Development, the fo 11 owing four represent major programs 
which offer significant potential for job expansion: 

1. Small Business Revitalization Program. The Governor's Office of 
Economic Development markets this federal program to bankers, mayors, 
chambers of commerce, and other promoters of business. The program 
began in February 1984, and it is expected to generate $200 to $300 
million in capital investment and create twenty to thirty thousand 
jobs over the next four years.(72) 

2. Small Business Innovative Research Program (SBIR). This program was 
created in the late 1970s through the U.S. Department of Defense, but 
was expanded in early 1982 to provide federal dollars to small busi
nesses engaging in innovative research in fields other than defense 
as well. The Governor's Office markets the program to prospective 
businesses.(73) 

3. Science and Technology Council. This Council will be established to 
advise the Governor on major science policy issues.(74) 

4. Interagency Council on Economic Development. Governor White created 
this Council on January 24, 1984, to formulate policies for coordi
nating economic development programs administered by Texas state 
agencies.(75) 

5. Export Promotion Activities. Strong leadership is important for 
effective state export promotion strategies. The current administration 
has been active in supporting and participating in trade missions. In 
addition, the Governor's Office of Economic Development has announced a 
new program entitled Texas Trade Expansion Strategy, emphasizing devel
opment of new-to-market, new-to-export business. However, the need for 
coordination of information between localities, TEDC, and the U.S. De
partment of Commerce district offices has not been addressed and wi 11 
likely remain one of the most needed changes of policymaking struc
tures.(76) 

Recently, Governor White has proposed two economic development pro
grams which include export promotion tools. These include: 

• Advantage Texas Corporation, which provides technical assistance and 
information by computer network links between regional councils of 
government and the TEDC office. 

• Future Texas Corporation (FTC), which brings "movers and shakers" 
together and charges them with being ambassadors for foreign trade 
promotion. Established by an executive order, FTC will not face 
constitutional or legislative financial restrictions because it will 
not utilize public funds for its projects.(77) 

Despite the lack of a comprehensive and concentrated attempt by state 
government to develop an export policy, Texas is currently ranked as 
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second among the states in value of exports, only topped by Californi
a. ( 78) 

6. Film Productions. The Texas Film Commission (TFC), created in 1971 
as a division of the Governor's Office, is responsible for attracting film 
and television production to Texas and building a climate in Texas in 
which the industry can thrive. The Commission develops programs to fa
miliarize those outside the industry with its financial potential and to 
encourage local talent.(79) They produce a source book for the industry, 
"The Texas Production Manual , 11 and the newsletter "Film Services. 11 The 
sources of capital to finance movie production, encourage new film talent, 
and distribute films, however, exist largely outside Texas.(80) 

TFC Assistant Director Dana Shelton describes the state agency's role 
as a preproduction service. They "deal specifically in script breakdowns, 
location needs, liaison, and all the initial contacts necessary to es
tablish a production. 11 (81) However, with its small staff of six and 
budget of $265 thousand, the agency must limit its services to the pro
ductions that need the most attention.(82) 

From 1980 to 1983, the Film Commission worked with production compa
nies filming eighty-three major projects in Texas, as well as hundreds 
of TV commercials, documentaries, educational films, and corporate com
munications features. The industry has spent $500 million in Texas from 
1980 to 1983.(83) Thirty major film and television shows were produced 
in Texas (in part or in entirety) in 1983. 

Texas provides several ways for producers to lower their budgets, in
cluding relatively lower costs of living and of labor as compared to Ca
lifornia and New York. The State of Texas also does not require producers 
to obtain a permit or to pay a location fee in order to shoot in Texas, 
and film casts and crews are not subject to the hotel/motel occupancy tax 
if they become 11 per-manent residents" by occupying a hotel room for at 
least thirty consecutive days.(84) However, the primary reason that pro
ducers come to Texas, according to TFC Director Joel Smith, is the "great 
availability of crew people who can do quality work.'' The full range of 
support services available enables producers to shoot on location without 
having to bring the necessities of modern filmmaking across the coun
try. ( 85) 

When production companies film on location, they spend an estimated 
25 to 50 percent of their budget in the location community.(86) The Texas 
Film Commission has estimated that 40 to 45 percent of a film's budget 
wou 1 d be spent in Texas. ( 87) When budgets range from one to mi 11 ion 
dollars, the state and the community will receive a significant economic 
boost. It is also estimated that for every dollar spent directly by the 
production company, another four or five dollars more is spent by the cast 
and crew.(88) Estimates on long-term multipliers for the film industry 
range from 3.0 to 6.9.(89) 

From the above discussion, it is clear that film and television pro
duction has a significant economic impact on the state of Texas. The 
state's natural and professional resources, as well as the TFC's promotion 
and technical assistance, attract substantial dollars from other states. 
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With the demand for film/tape productions increasing, it appears that this 
industry will continue to show growth in Texas. 

D. State Purchasing and General Services Commission 

The state procurement dollar is a significant force in the Texas 
economy and an important source of revenue for many businesses throughout 
the state. In fiscal year 1982-83, procurement expenditures on behalf 
of state agencies amounted to $662 million, and the agencies themselves 
spent an additional $1~5 billion. It is estimated that almost one-third 
of these state agency dollars went to Texas small and minority business
es.(90) 

In the broadest sense, the term 11 procurement 11 describes the whole 
process whereby classes of resources (supplies, materials, services, 
equipment) required by the State of Texas are obtained. Some of the 
control and coordination of this activity is handled by the Central Pur
chasing Division of the State Purchasing and General Services Commission 
(SPGSC).(91) State statute authorizes three types of purchases for the 
Commission to use. Invitations for bid are issued with all three types: 

1. Open-Market Purchases. This type of purchase is initiated by sub
mission of an individual requisition to the Commission from a state 
agency. Based upon this requisition, the Commission issues an invitation 
for bid, soliciting firm prices on fixed quantities for a specified de
livery. The Commission issues the successful bidder an open-market pur
chase order. 

2. Term Contract Purchases. This type of purchase is initiated by the 
Commission through the issuance of invitations for bid for common-use 
supply items based upon estimated quantities, for a fixed price, for a 
specified term. The successful bidder is awarded a contract against which 
individual agencies may issue contract orders through the Commission for 
specified quantities. 

3. Multiple-Award Contract Purchases. This type of purchase is em
ployed by the Commission as a variation of term contract purchases where 
there is a demonstrated need for multiple levels of performance capabil
ities and/or quality in a particular commodity used by state agencies. 
In such instances, which are relatively rare, competitive bids will be 
solicited and a single award made for each level so identified. 

There are 180 classes of commodities from which purchases are made by 
state agencies or by the Commission. In addition, contractual awards for 
engineering, construction, consulting, and various other services are 
integral parts of state procurement. Fifty-two percent of all state 
purchasing for FY 83 was for construction contracts, and the individual 
agencies have virtually complete autonomy over this process. 

In 1975 the Sixty-fourth Legislature passed the Small Business As
sistance Act (SBAA), which stresses the importance of small businesses 
to the American economy and identifies the types of assistance to be given 
to small business, primarily in the form of procurement and technical 
assistance. Under this Act the State Purchasing and General Services 
Commission and each state agency are encouraged to establish annually 
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small business procurement and assistance goals, including the goal of 
awarding 10 percent of all purchases to small businesses.(92) Agencies 
are urged to inform small businesses of state procurement opportunities, 
include small businesses on master bid lists, inform entrepreneurs of the 
rules and procedures relating to bidding on and procuring contracts, waive 
bond requirements where feasible, and monitor the effectiveness of the 
Act itself. 

The SBAA does not restrict its mandate to the promotion of Texas small 
businesses. However, the State Purchasing and General Services Act, which 
establishes the State's purchasing system, requires that purchase pref
erence be given to Texas products.(93) It reads: "The commission and 
all state agencies making purchases of supplies, materials, or equipment 
shall give preference to those produced in Texas or offered by Texas ci
tizens, the cost to the state and quality being substantially equal . 11 

Records maintained by the Commission on its purchases indicate that Texas 
small businesses have received, in recent years, an average of 20 percent 
of procurement dollars spent. During FY 1983, state agencies contributed 
a total of about 39 percent of their purchasing funds to the coffers of 
Texas small businesses. 

By action of a rider in a 1983 appropriations bill, minority businesses 
in Texas are also designated to receive encouragement and assistance in 
bidding for state procurement contracts.(94) The State Purchasing and 
General Services Commission is required to maintain records concerning 
(1) the number and identification of all minority-owned firms doing bu
siness with the State through the Commission and (2) the number and dollar 
volume of purchases from those businesses; all other state agencies are 
required to maintain similar records for delegated purchases. This in
formation is to be made available in an annual report to the Legislative 
Budget Board and the Governor's Office of Management and Budget. 

Minority businesses received 1.58 percent of the Commission dollar 
volume during FY 1983, and SPGSC files show that most of those dollars 
were received by minority businesses located in Texas. Until 1983, the 

.various state agencies were not required to maintain records of their 
business dealings with minority businesses. The data made available for 
FY 1983 show that 2 .12 percent of their expenditures went to minority 
business. 

Advancing the cause of economic development for Texas businesses 
through state procurement po 1 i ci es is being approached from several 
fronts: the Governor's Office, the state legislature, and two agencies, 
the State Purchasing and the Economic Development Commissions. The em
phasis is on small and minority businesses. Texas businesses that do not 
fall within the small or minority definitions can only rely on the pref
erential treatment mandate for Texas products provided in the State Pur
chasing and General Services Act and, of course, on their presumed ability 
to compete more effectiv~ly for state contracts. 

Other legislative mandates have given some boost to the less re
sourceful small and minority businesses, although the laws only speak in 
terms of suggested and self-imposed goals. The purchasing and economic 
development agencies, lacking regulatory authority, are powerless to en
sure that goals are being set and met. These agencies are relegated to 
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the tasks of encouraging adherence, providing information, and compiling 
statistics. 

Recent action by Governor Mark White, however, may provide a signif
icant impetus for encouraging individual state agencies to justify their 
actions or inactions. By executive order on May 19, 1983, the Governor 
directed each state agency engaged in procurement of goods and services 
to "annually establish small and minority participation goals of ten (lO~c;) 
percent, thirty (30%) percent thereof representing purchase and service 
contracts solely for minority business enterprise. 11 By examining state 
agencies as a group, it is evident that the goal for small business is 
being fulfilled, but the goal for minority business has not yet been re
alized. The next step is to institute a means for addressing noncompli
ance. 

If the perennial goal of the State is to guarantee that Texas busi
nesses receive a minimum number or dollar amount of state purchasing 
contracts, thereby promoting their continued economic viability and de
velopment, then the most reliable means is through explicit legislation 
and enforcement. Change in current legislation will depend on how well 
voluntary compliance works and the degree to which legislators feel that 
state government should become involved in this strategy. 

E. Tourism and Travel 

Tourism, the so-called industry without a smokestack, is very impor
tant to the Texas economy. In 1982, 35.4 million people traveled to Texas 
and spent $13.7 billion. As a result Texas ranked third nationally in 
tourism, behind California and Florida. Three Texas counties (Harris, 
Dallas, and Tarrant) experienced visitor expenditures of over $1 billion 
each, and seventeen more counties realized over $100 million.(95) 

While tourists spend money for pleasure, their dollars purchase goods 
and services and generate employment. In 1983, the travel industry gen
erated 283,917 jobs, equivalent to a payroll of $2.9 billion. In addi
tion, state and local governments received $317 and $162 million, 
respectively, in taxes from travelers.(96) 

Tourism is clearly a major industry, and although the reasons for 
travel a re many, state and 1 oca l governments can and do affect this in
dustry. Two state agencies were specifically created to promote travel. 
These agencies are the Texas Tourist Development Agency and the Travel 
and Information Division of the State Department of Highways and Public 
Transportation. 

Created in 1963 by the state legislature to stimulate travel to and 
within the state, the Texas Tourist Development Agency (TTDA) had a budget 
of $1.7 million and a staff of twelve in 1983. During the year, 70 percent 
of the budget ($1.2 million) was invested in national and international 
print media advertising, including magazine advertisements, newspaper 
advertisements, and direct mail promotions.(97) 

TTDA recognizes the importance of local organizations' publicity ef
forts and offers organizations such as local chambers of commerce, local 
develooment aaenciP~ . and municipalities technical assistance and advi-
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sory services. Services include "selling" the community on the positive 
effects of tourism, evaluating the best way to capitalize on natural ad
vantages, and aiding in the preparation of promotional literature. (98) 
TTDA also promotes travel by providing various services to travel agents 
and travel writers, and by promoting the state at trade shows.(99) 

The other major state agency involved with tourism and travel is the 
Travel and Information Division of the State Department of Highways and 
Public Transportation (SDHPT). With a budget of approximately $2.5 mil
l ion and a staff of seventy-six, this agency provides general 
tourist-related information services. About one-half of its budget ($1.3 
million) is used to operate the twelve travel centers located around the 
state. Ten centers are located on interstate and other major highways 
on the state 1 s borders; the other two centers are the Judge Roy Bean Vi
sitor Center in Langtry, Texas, and the tourist information center located 
in the state capitol .(100) The travel centers distribute state maps and 
twenty-one different pieces of Texas trave 1 literature; the cost of 
printing the promotional literature accounts for the other half of this 
agency 1 s budget. 

The Travel and Information Division also publishes a monthly magazine, 
Texas Highways, which is a travel stimulant. The various travel oppor
tunities, calendar of events, and vacation spots in Texas described. in 
the magazine encourage its 320 thousand subscribers to stay in Texas to 
vacation--or, in the case of out-of-state subscribers, to travel to Texas. 
The State does not expend any tax revenues on the publication of this 
magazine, because its $3.2 million subscription income supports the ma
gazine.(101) 

Between the budgets of both of these agencies, the State spends about 
$4.3 million on direct promotion of travel and tourism. This represents 
a small investment, considering the millions collected from tourists 
through state and local taxes, including hotel/motel occupancy taxes. 

In a survey conducted by the National Association of State Development 
Agencies in 1982, state development agencies were asked to provide budget 
information on activities conducted by the agency, including state tour
ism expenditures. Thirty-one states reported tourism budgets ranging from 
$11,254,100 in Alaska to $181,000 in Nevada; the average budget expendi
ture was $ 2,100,422. On a per capita basis, the range was extremely 
broad, with Al a ska spending $28. 00 per ca pi ta and California spending 
$0.02 per capita; average expenditure was $0.43 per capita. The Texas 
tourism budget was reported as $1,719,700, which included only the Texas 
Tourist Development Agency. Texas apparently did not report the budget 
of the Texas Travel and Information Division. Using the TTDA budget 
figure, however, Texas ranked twelfth in total budget dollars and twen
ty-ninth on a per capita basis (with $0.12), among the thirty-one states. 
Only New York and California spend less per capita on tourism than Tex
as.(102) 

One of the major reasons that tourism ranks as a major industry in 
Texas is the number of conventions held in Texas cities. More conventions 
are held in Texas than in any other state except California. Leading the 
state is Dallas, which is ranked third in the nation in the total number 
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of meetings and total attendance. Its 1,808 meetings in 1983 generated 
$536 million.(103) 

The state legislature also assisted tourism and travel by passing a 
"liquor by the dri n k11 1 aw and a hote 1/mote1 occupancy tax 1 aw in 1971. 
Not only were more hotels and motels built as a result of the laws, but 
TTDA and SDHPT receive 3 percent of the room tax for travel promotion. 
A recent amendment to the law allows cities to raise their portion of the 
tax from 4 percent to 7 percent and spend it on new convention centers, 
historic preservation, and enhancing arts, which in turn will draw more 
visitors.(104) See Chapter 4 for more discussion on the local govern
ments' share of the room tax. 

1. Other Tourist-Related Activities. In order to encourage vi sitars 
to stay longer, cities have to offer a variety of entertainment alterna
tives. For example, John Mosty, San Antonio's Convention Bureau Chief, 
indicated that 11 the leisure tourist is more interested in the city's 
overall attractions like the climate, general beauty, the zoo and the 
historic things that set us apart. 11 This concept is echoed by Fort Worth 
Convention Bureau Executive Director Jeff Russell: "The more things we 
have to offer, the longer visitors will stay. The key is to sell every
thing we have--our art museums, the new Omni Theater, the zoo, the Japa
nese Gardens and parks. 11 (105) Texas is helping to bolster the arts and 
historical resources through the Texas Cammi ssion on the Arts and the 
Texas Historical Commission. 

The Texas Commission on the Arts, created in 1965, provides state 
support for the development of the arts. For FY 83, the agency was ap
propriated approximately $2 million ($1.5 million in state funds and $0.5 
million in federal funds) and funded approximately three hundred arts 
organizations.(106) 

The Texas Historical Commission was created in 1953 to provide lead
ership and coordination in the field of historic preservation and to 
protect the historical and archeological resources of the state. The 
Commission identifies and marks sites and structures of historical in
terest to the state, reviews and recommends properties eligible for the 
National Register of Historic Places, and provides consultative services 
to individuals, groups, or museums engaged in historical preservation in 
the state. The state legislature appropriated $1.1 million to the Com
m i s s i on i n FY 19 8 2 , w h i l e the fed er a l government granted i t $ 517 thou -
sand. (107) 

In addition, the Historical Commission, through its Main Street Pro
gram, provides consultative services to small cities of Texas in the re
vitalization and economic development of the downtown business districts, 
including preservation of architecturally important buildings. In 1981, 
the Main Street Program received a total of $98,256: 49 percent ($48,566) 
in state appropriations, 39 percent ($38,000) in federal grants, and 12 
percent ($11,690) from corporate and foundation funds. As a result of 
this activity, $2,884,276 was invested in building purchases and reha
bilitation of historic buildings in the five participating cities. In 
1982, the program was funded by a grant from the Governor's Office in the 
amount of $154,000.(108) 
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2. Texas Parks and Wildlife Department. Tourism is al so promoted and 
enhanced by the Texas Parks and Wildlife Department, which provides parks, 
recreation areas, historical parks, natural areas, and fishing pi
ers.(109) Between 1958 and 1983, the number of Texas parks doubled from 
58 to 116, and now occupy nearly 200 thousand acres. This expansion was 
justified by the needs of the increasing state population and the demands 
of increased park visitation. From 1973 to 1983, park visitation in
creased from 13 to 18 million people, an increase of 30.2 percent.(110) 

Although it is difficult to quantify the total dollar amounts spent 
on outdoor recreation in Texas, the following 1981 statistics are repre
sentative indicators: 

• According to the TTDA, an estimated $7.3 billion dollars were spent 
on recreational travel in Texas. 

• An estimated $1.l billion in gross retail sales of recreation equip
ment were reported to the Comptroller of Public Accounts, excluding 
sales of sporting goods sold in department stores and sales of rec
reational vehicles. 

• According to the Texas Employment Commission, there are fifty-four 
thousand peop 1 e emp 1 oyed fu 11-t i me in manufacturing, se 11 i ng, and 
serving recreation consumers.(111) 

In addition to these indicators, Texas has approximately 4 million 
anglers and 1.5 million hunters, according to the 1980 National Survey 
of Fishing, Hunting, and Wildlife Associated Recreation. These individ
uals are spending 52.5 billion annually, primarily on equipment, sup
plies, and travel. The survey also estimates that Texas has approximately 
8.5 million users of outdoor resources, including boaters, campers, and 
swimmers. (112) 

From 1972 to 1983, expenditures by the State for park development and 
major repair projects totaled almost 5100 million.(113) The Department's 
FY 84 budget allocates approximately $22.2 million for acquistion, de
velopment, and repair of state parks. These expenditures are listed by 
region in Table 3.6. 

Responsibility for allocating these funds rests with the Comprehensive 
Planning Branch of the Texas Parks and Wildlife Department. Although the 
state planners are guided by the Texas Outdoor Recreation Plan (TORP), 
the above data indicate that these funds are distributed on an uneven per 
capita basis among park regions, which is not surprising given that parks 
and natural resources are also unevenly distributed across the state. 

An uneven per capita distribution of state funds also exists in the 
Texas Local Parks, Recreation and Open Space Funds (see Table 3.7). In 
this program, the State awards grant money to eligible political entities, 
such as city parks departments, to fund acquisition or development of a 
park or recreational area. The local government must be willing and able 
to provide 50 percent of the cost of the project, either in cash or in 
kind (e.g., volunteer workers that are willing to donate time and/or la
bor), which may account for some of the disparity in distribution pat
terns. 
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Table 3.6 

SELECTED PARK EXPENDITURES PER CAPITA, FY 84 

Region Expenditure( a) # Counties Population(b) $ per Capita 

1 $ 925,139.76 73 1,285,021 $ 0. 72 
2 7,692,200.50 29 1,232,191 6.24 
3 5,065,737.40 (c) 30 929,279 5.45 
4 865,940.49 22 3,030,800 .29 
5 1,337,536.97 20 483,804 2. 77 
6 2,054,463.11 17 1,194,375 1. 72 
7 1,255,983.75 17 1,047,604 1. 20 
8 2,564,133.56 21 3,783,236 .68 
9 485,524.79 26 1,223,463 .40 

Tota 1 s $22,246,660.33 255 14,209,773 AVG. $ 2 .16 

Sources: 
a. Expenditures were derived from unpublished computer printouts 

of FY 84 Budget Reports, Parks and Wildlife Department of Texas; 
figures include only state funds budgeted for acquisition, 
development, and repair of state parks. 

b. Population figures are based on 1980 federal census data, as 
reported in the 1984-85 Texas Almanac, ed. Michael T. 
Kingston (Dallas, Tex.: A. H. Belo Corp., 1983), pp. 353-66. 

c. Expenditure includes $4,106,309.23 for acquisition of Franklin 
Mountains State Park. 

From the beginning of the program in late 1979 until October 31, 1983, 
approximately $21.3 million of state funds have been committed to local 
units of government for development of ninety-eight park projects. While 
initially only urban areas (Standard Metropolitan Statistical Areas as 
determined by the last federal census) were eligible for these funds, in 
1983 rural park projects also became eligible.(114) 

Although the State's activities are supplemented to a large degree by 
local chambers of commerce, convention bureaus, and city officials, the 
State is clearly involved in promoting and developing tourism in the 
state. These activities are accomplished through direct advertising; 
promotion of legislation for the motel/hotel occupancy tax; assistance 
and consultative services to local governments/organizations; developing, 
promoting, and protecting recreational and historical resources; and di
rect grants to local entities for parks and the arts. 

F. State F aci I ity Location 
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Table 3. 7 

TEXAS LOCAL PARKS, RECREATION AND OPEN SPACE FUNDS 
EXPENDITURES, 1979-83 

County( a) Expenditures(b) Population(c) $ per Capita 

Harris $ 6,785.686 2,409,547 $2.82 
Tarrant 2 '352 '318 860,880 2.73 
Dallas 2,022,738 1,556,390 1.30 
Travis 1,986,552 419,573 4.73 
Nueces 1,774,339 268,215 6.62 
Collin 1,685,142 144,576 11.65 
Brazos 699,593 93,588 7.47 
Brazoria 604,346 169,587 3.56 
Galveston 423,602 195,940 2.16 
Lubbock 393,584 211, 651 1.86 
Cameron 382,535 209,727 1.82 
Hidalgo 359,000 283,323 1.27 
Williamson 218' 793 76,507 2.86 
Bexar 213 ,756 988 ,798 .22 
Kaufman 206,615 39,029 5.29 
Jefferson 150,000 250,938 .60 
Denton 141,875 143,126 .99 
El Paso 125,993 479,899 .26 
Comal 120,000 36,446 3.29 
Montgomery 90,875 128,487 . 71 
Gregg 87,972 99,495 .88 
Bowie 80,842 75,301 1.07 
Potter 59,274 98,637 .60 
Grayson 42,264 89 '796 .47 
Tom Green 29,000 84,784 .34 

Totals $21,036,694 9,414,240 AVG. $2.62 

Sources: 

a. Counties are ranked by total state expenditures received from 
the inception of the program in 1979 through October 31, 1983. 
Note: Until August 31, 1983, only Standard Statistical 
Metropolitan Areas were eligible to receive state funds under 
this program. 

b. Figures are truncated to nearest dollar; amounts derived from 
data provided by the Texas Parks and Wildlife Department, 
Grants-in-Aid Branch. 

c. Population figures are based on 1980 federal census data, as 
reported in the 1984-85 Texas Almanac, ed. Michael T. 
Kingston (Dallas, Tex.: A. H. Belco Corp., 1983), pp. 353-66. 

The creation of permanent, well-paying jobs is vital to the maintenance 
and development of the economic base of a city. When a new business or 
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industry locates in an area, the benefits accrue to many parts of the 
community. Wages for the new workers, more tax revenues for the city, 
and a decreased burden on soci.al services are some of the results. A 
similar boost occurs in a local economy when a major state facility lo
cates in the area, even though the locality is deprived of revenue due 
to tax exemption of state property. 

Under authority of the State Purchasing and General Services Act, the 
site selection process for most of the smaller state agencies is handled 
by the Facilities Planning Department of the State Purchasing and General 
Services Commission.(115) Their planning is generally for small admin
istrative offices, which create very few new jobs where they locate. 
Examples are the Department of Public Safety, the Department of Human 
Resources, and the Texas Department of Health Administration. 

The largest state agencies, which build the largest facilities and 
provide the greatest number of new jobs, are likely to have their own real 
estate and facilities planning divisions and thus make their own site 
selection decisions. These agencies include the Parks and Wildlife De
partment, the Texas Department of Mental Health and Mental Retardation, 
the State Department of Highways and Public Transportation, and the var
ious state colleges and universities. 

There is no indication that the siting of state facilities is being 
used as an economic development tool. Although it cannot be denied that 
legislators may pursue certain state facilities for their districts 
knowing that some economic benefits wi 11 be realized, the fact is that 
the primary criteria for locating a facility are the service population 
and service needs, the distance between similar facilities, and community 
receptiveness. Siting of facilities will, consequently, probably not 
become an important component of the State's economic development strat
egy. 

IV. INFRASTRUCTURE 

A. Water Resources Development 

Water has always been and will continue to be a most precious natural 
resource for urban as well as rural areas of the state of Texas. Because 
of the state's vast size, variety of climates, and topographical and 
geographical characteristics, water needs vary substantially around the 
state. Fo~ example, at any one given time in the state, a local district 
in East Texas may be battered from a recent hurricane while an area in 
West Texas is suffering from a severe drought. A district in West Texas 
may not have the amount of water necessary to run a petrochemical plant 
but may have enough water available to run a food-processing plant. As 
a result, water resources of the state cannot be evaluated through 
statewide aggregates--that is, it would be misleading to analyze the av
erage acre/feet of water in the state and then label it as a water-rich 
or water-poor state. 

This section of the report begins with a discussion of the effect of 
water resource development on economic development. This is followed by 
an analysis of the direct state action through the Texas Department of 
W;:itcv- Rcc::n11v-rcc:: fTnWR). Finally, recommendations on actions that should 

83 



be taken by the State that would affect water resource development in the 
state are presented. 

• 
For purposes of this section of the report, direct state action is 

defined as the role TDWR plays in using the information it generates 
(water availability studies, projected water demands, etc.) in water re
sources planning and the financial resources it administers for specific 
water resource development. 

1. Water Resources and Economic Development. Water resource de
velopment is important to economic development. The traditional market 
failure perspective of analyzing water resources states that externali
ties (that is, effects on third parties) dominate water resource allo
cation, thereby necessitating legal restrictions on water transfers.(116) 
Resource economics, a relatively new school of thought, approaches water 
resources through a market perspective which maintains that water crises 
can be solved through market solutions. The literature on this issue is 
very new.(117) 

In both perspectives, there are three major costs: the cost of de
fining and enforcing property rights, the cost of defining the water needs 
of different regions, and the cost resulting from the possible contam
ination of available drinking water supplies.(118) These three costs are 
all a function of the quantity of water necessary for the level of eco
nomic activity found in an area. 

In the opinion of some, government intervention is necessary for water 
resource allocation. Government intervention can control third-party 
effects of water resource allocation and monopolistic characteristics of 
some water resource providers. Proponents of this intervention also 
believe that it would promote conservation and scientific management of 
water resources.(119) 

2. Water Usage and the Texas Department of Water Resources. In 
Texas, five industrial groups account for more than 90 percent of the 
state's water usage. The industries are petrochemical production and 
refining, which use water for cooling purposes; paper production, using 
water as input for pulp; primary metals, using water for reaction and 
cooling; food processing, using water as input of the product; and agri
culture, using water for irrigation.(120) The first three industries are 
concentrated in the eastern area of the state while the last two are 
scattered around the state. 

TDWR establishes the principles by which water resource development 
in the state will take place. TDWR projects state population, water 
availability, water usage, and needed future capital investment in its 
planning division, which uses computer and advanced analytical tech
niques. Local governments and private interests use this information to 
solve their respective water resource problems. 

In Texas, surface water, of which river basins are the largest compo
nents, is owned by the State and managed by TOWR. Texas has fifteen major 
river basins and eight coastal basins. These basins have approximately 
3,700 designated streams and tributaries, and more than 80,000 miles of 
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. streambed. TDWR has established water quality standards for 16,000 miles 
of these streambeds.(121) There are 179 major reservoirs (27 federal and 
152 nonfederal) with 5,000 acre/feet or greater total capacity in Tex
as.(122) In addition, there are ten reservoirs presently under con
struction (seven federal and three nonfederal).(123) 

The aquifers in the state are the major components of its ground water. 
More than 50 percent of Texas is underlaid by seven major aquifers and 
sixteen minor aquifers.(124) These aquifers receive annual recharge of 
about 5.3 million acre/feet and contain about 431 million acre/feet of 
water in storage that is recoverable using conventional technology.(125) 
The State does not control the ground water nor its usage, but does work 
to prevent pollution or waste in ground water supplies. Texas follows 
the 11 English 11 or 11 common-law 11 rule that a landowner has an absolute right 
to take for sale or use all ground water which he/she can produce from 
his/her land.(126) 

The Texas Water Development Board administers the Water Development 
Fund, which is a loan program for water resource development in the 
state.(127) This Fund is relatively small in that only 4.46 percent of 
all expenditures (local, state, and federal) on water resource develop
ment in the state originated in this Fund in 1983 and was only 3.43 per
cent in 1982 (see Table 3.8). The Fund provides capital to small 
municipalities with low bond ratings or poor tax bases that cannot secure 
funding from other sources. Loans are often made to municipalities with 
out-of-date sewage systems in order to install new systems of a size ad
equate only to accommodate present needs and not future growth. For these 
reasons, it can be concluded that the program essentially promotes eco
nomic stabilization, but does not promote economic development. 

In 1982 almost 75 percent of all water resource development was fi
nanced through the sale of tax-exempt bonds including general obligation 
bonds, revenue bonds, and water district bonds. Revenue bond financing 
accounted for over 50 percent of the public market financing. Federa 1 
funds from the Environmental Protection Agency (EPA) and the Corps of 
Engineers accounted for 22 percent of development ti nanci ng in 1982. 
These federal funds are channeled through the Water Quality Grants Divi
sion of TDWR. 

Several other agencies also affect water resource development in the 
state. The Texas Department of Health administers legislation that re
gulates the disposal of municipal and mixed municipal-industrial wastes. 
It also establishes drinking water standards for public water supplies, 
reviews the plans foi construction of drinking water projects and sewer 
projects, administers the provisions of the federal Safe Drinking Water 
Act, and maintains surveillance of all drinking water supplies. The 
Railroad Commission of Texas regulates water pollution resulting from the 
exploration, development, and production of petroleum, natural gas, sur
face mining, and geothermal resources. It also has responsibility for 
and jurisdiction over transportation enterprises operating within Texas. 
Other state agencies that affect water resource development in some ca
pacity are the General Land Office, the Parks and Wildlife Department, 
the Texas Department of Agriculture, and the State Soil and Water Con
servation Board. 
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Table 3.8 

SOURCES AND METHODS OF FUNDING FOR WATERWORKS AND 
SEWER 

Federal Funds 

Public Market 
Financing 

Texas Water 
Development Board 

FACILITIES IN TEXAS, 1981-82 
(thousands of dollars) 

1981 1982 
Dollars Percent Dollars Percent 

181,912 30.74 187,615 21.98 

383,436 64.80 636,750 74.59 

26,412 4.46 29,290 3.43 

Source: Interoffice Memo, November 10, 1983, Texas Department 
of Water Resources, Planning Division, Austin, Tex. 

TDWR generates a great dea 1 of information for its permit process, 
various review activities, and for water resource planning in the state. 
The abi 1 i ty to actually influence deve 1 opment, however, is limited by 
its budget allocation, and local governments carry the principal respon
sibility for financing and constructing water resource development. 

3. Recommendations. The issue of water resource development by the 
State of Texas is very complex because of the vast size of the state, 
differences between surface water ownership and ground water ownership, 
and the different types of economic development activity taking place 
throughout the state. After some basic analysis, however, some recomm
endations can be made. 

• A comprehensive study is needed on the effect of water resource de-
velopment on economic development. TDWR has the expertise and tech
nology available to produce such a study. 

• A second study is urgently needed on financing methods for future 
water resource development. Population growth coupled with federal 
legislation will require Texans to improve sewage treatment plants 
at a cost of more than three billion dollars by the year 2000.(128) 
The capability of some municipalities to continue debt financing for 
water systems is questionable. 

• The State should increase financial resources allocated to water 
resource development. Determination of the type of water resource 
development needed in an area should continue to be handled by the 
local political subdivisions. Increased resources are crucial in 
light of recent trends in the decline of federal funds.(129) 

B. Transportation 
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1. The Role of Transportation in Regional Economic Development. The 
development of any region is partially dependent upon access to resources 
and to outside markets, or more generally to its physical position rela
tive to other regions. Transportation systems are designed to overcome 
the 11 frictions 11 (distances, natural obstacles, etc.) imposed by ge
ography. As such, transportation systems shape the distribution of ac
tivities and influence the share each region contributes to the national 
product. ( 130) 

By linking consumption and production centers within and outside a 
region, transportation facilities play a distinct role in conditioning 
the pattern of growth. Good interregional connections facilitate the 
movement of factors of production to centers of production.(131) Trans
portation linkages, in essence, serve to integrate the economy of an area 
with the larger economy to which it belongs. Transportation systems may 
also perpetuate growth shifts, encouraging growth to 11 spill over 11 from 
developing areas to underdeveloped areas. 

This section will focus primarily on the impact of highway systems, 
which are a major responsibility of state government. Highways can and 
do play a positive role in regional economic development. Curtis Harris 
points out in his study on the economic effects of highway systems that 
a major system may affect an area 1 s economy in three ways: 

• If construction expenditures are ·large and they are spent in the re
gion, they wi 11 generate employment and income in other sectors of 
the economy with through multiplier effects. 

• New or improved highways reduce the interregional transportation 
costs and thus have an effect on the location of industries. 

• New highway systems reduce the amount of traffic congestion within a 
region, making it more attractive as a location for industry and 
people.(132) 

The absence of an adequate transportation system, on the other hand, 
may adversely affect the development of a region. Growing regions with 
limited transportation infrastructure will almost certainly require ad
ditional facilities to support further growth. Failure to provide addi
tional facilities will create bottlenecks in movements of goods and may 
also cause traffic congestion in the area, which may in turn force in
dustry to locate in less congested areas. In addition, bottlenecks and 
congestion will slow the movement of goods, thereby causing transporta
tion costs to rise. 

2. The Role of the State Department of Highways and Public Trans
portation. The highway system in Texas is especially important because 
of the vast geographic size of the state. As of 1984, Texas had 71,103 
state highway miles. Since nearly 43 percent of all Texas towns rely 
soley upon trucks for freight service and all agricultural produce, li
vestock, and dairy products, the highway system is particularly important 
to the livelihood of all Texans.(133) In addition, the number of regis
tered vehicles has been growing at a rapid rate (see Table 3.9). 
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Table 3.9 

ANNUAL PERCENTAGE CHANGE IN REGISTERED VEHICLES, 
- 1972-82 

Year 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

Total 

Registered 
Vehicles 

8, 512 ,782 

9,026,670 

9,549,670 

9, 714 ,831 

10, 169, 920 

11, 152 ,302 

11,297,938 

10 ,085 ,254 

11,989,419 

12,418,020 

12,722,555 

116'641,121 

Annual ~~ 
Change 

.06 

.05 

.02 

.04 

.09 

.01 

-.01 

.16 

.03 

.02 

Source: State Department of Highways and Public Transportation, 
Biennial Report, 1983 (Austin, Tex., 1983). 

The agency responsible for transportation and related activities in 
Texas is the State Department of Highways and Public Transportation 
(SDHPT). The primary responsibi 1 ities of the Department are to provide 
and maintain a comprehensive system of highways and to assist in the de
velopment of public transportation. Other secondary responsibilities 
will not be considered here. 

Implementing highway programs is the delegated responsibility of the 
twenty-four districts which cover the entire state. Districts are re
sponsible for the design, location, construction, beautification, and 
maintenance of highways within their domain. They are also responsible 
for multimodal public transportation planning and the administration of 
public transportation programs in conjunction with the various headquar
ter divisions in Austin. Each district is composed of several counties, 
except the Houston Urban Project Office, which is primarily responsible 
for creating a system of expressways within the central areas of Houston. 

Most Texas highways have been designed to last twenty years, and many 
existing miles of highways have exceeded this "design life. 11 A recent 
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report by the Federal Highway Administration rated 7,740 miles, approxi
mately 11 percent of Texas highways, in poor condition; consequently, 
heightened maintenance activity must be undertaken to preserve the ori
ginal highway system.(134) 

Bridges in the state are in no better condition than highways. Of the 
29,654 bridges on the state system, 908 (3 percent) have been classified 
by the Road Information Program, a Washington-based research group, as 
structura~ly deficient, while 4,754 (16 percent) have been classified as 
functionally obsolete. Estimated cost to repair these bridges over the 
next twenty years is set at $1.907 billion.(135) 

Maintaining the quality of highways and bridges is vitally important 
to the ~conomic growth of Texas. Poor highways and bridges slow movement 
of goods, which in turn raises total transportation costs and may also 
discourage industry from locating in a particular area. In addition, 
national studies show that motorists driving on rough, broken pavement 
incur approximately $130 worth of damage a year to brakes, suspension 
systems, and other vehicle components, and additional tire wear.(136) 

The second major function of the SDHPT is construction of new highways. 
Construction is classified in three categories: new, reconstruction, and 
rehabilitation. New construction refers to building where no roadway 
presently exists or replacement of current facilities in such a way as 
to increase capacity or structural integrity beyond original design. Re
construction entails extensive replacement of roadways or facilities that 
increases capacity or structura 1 integrity beyond the ori gi na 1 design 
capability. Rehabilitation refers to restoring a road to its original 
quality. (137) 

The SDHPT has projected future state highway construction system needs 
based on (1) demographic factors, (2) economic and industrial trends, and 
(3) major issues raised by the Governor's Texas 2000 study commis
sion.(138) The SDHPT estimates that twenty-year construction needs will 
be over 61 billion dollars.(139) 

3. Analysis of Historical Highway Expenditure Data 1972-82. In this 
section, historical highway data will be discussed and analyzed to ex
plore the relation between transportation expenditures and economic 
growth in Texas. Questions to be analyzed include: 

• How much money has been spent statewide over the eleven years? 

• Where was the money primarily spent (what regions)? 

• What effect did the expenditures have on economic growth in Texas? 

The first and second ~uestions will be answered by evaluating construction 
and maintenance expenditure data for 1972-82 that has been reported by 
each of the twenty-four highway districts in Texas. Economic growth ef
fects will be examined using correlation analysis of expenditure data with 
population and employment figures. 
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Expenditures for the 1972-82 period will be discussed in nominal, or 
actual dollars, and real dollars, that are adjusted using the consumer 
price index. The real expenditures are reported in 1972 dollars for 
comparison. In addition to discussing aggregate expenditures, annual 
spending patterns will be examined. Conclusions pertaining to this seg
ment have been reached by studying annual percentage changes in amounts 
spent, and by analyzing yearly data plots. 

Over the period 1972-82, the State Department of Highways and Public 
Transportation spent $9.88 billion in nominal terms, or $6.2 billion in 
1972 dollars. Using population from the 1980 census, approximately 695 
nominal dollars or $437 in 1972 dollars were spent for every man, woman, 
and child in Texas over the period. 

Maintenance disbursements comprised 20 percent of aggregate spending 
and amounted to $2.02 billion in nominal terms, or $1.27 billion in ad
justed terms. Construction costs, which equalled 80 percent of aggregate, 
amounted to $7 .8 billion in nominal terms, or $4.95 billion in adjusted 
terms (see Table 3.10). 

Highway expenditures in Texas over the last ten years appear large, 
but the rate of increase in :these expenditures is ·relatively small when 
compared with the rates of growth in other state programs. For example, 
over the ten-year period 1972-81, health program expenditures increased 
557 percent, education expenditures increased 404 percent, welfare pro
grams 292 percent, and other programs 319 percent. During the same pe
riod, transportation expenditures increased only 165 percent. Expressed 
in constant dollars, transportation funding has actually decreased in the 
past ten years . (140) 

As mentioned previously, Texas has twenty-four highway districts, 
which compete for a finite amount of annual budgeted funds. Proposals 
for construction projects are developed by each of the twenty-four dis
trict engineers. The proposals are then submitted to the Highway Com
mission. In making its decisions, the Highway Commission takes numerous 
factors into account. Approved proposals are ranked 1 n order to set 
priority dates for beginning construction. The success districts have 
in obtaining funding will be reviewed below. 

To examine Department of Highways outlays, four sets of information 
were evaluated: (1) the ten-year aggregate sum by district, (2) per ca
pita maintenance disbursement per district, (3) per capita construction 
expenditures per district, and (4) total per capita expenditures per 
district. The per capita expenditures data allow for the variation of 
population among districts. All data are in 1972 dollars. 

As one might expect, the heavily populated districts with large cities 
located within their borders disbursed the most money in total for con
struction and maintenance projects (see Table 3.11). Highway District 
12, with the largest population (Houston headquarter), spent a total 
amount of $964,331,982, while the smallest district in terms of population 
(Brownwood headquarter) spent only $83,438,724. 

The heavily populated districts did not fare so well when expenditures 
were analyzed on a per capita basis. When ranked by per capita mainte-
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Table 3.10 

TOTAL HIGHWAY EXPENDITURES IN NOMINAL AND REAL TERMS, 
1972-82 

Nominal 

Maintenance $2,024,734,928 

Construction 7,860,071,295 

Total $9,884,806,223 

Real (1972 dollars) 

$1,271,194,732 

4, 948, 500, 111 

$6,219,694,843 

% of Total 

20 

80 

100 

Source: State Department of Highways and Public Transportation, 
Annual Financial Reports, 1972-82 (Austin, Tex.). 

nance expenditures, the top districts were the rural, sparsely populated 
ones, with the more heavily populated districts spending much less. The 
difference in maintenance expenditures per capita between the top dis
trict and bottom district amounted to $376 per person (see Table 3.12). 

Construction expenditures per capita portray a slightly different 
story. Once again the small rural districts spent the highest amount per 
person on construction projects with the exception of District 21 (Pharr 
headquarter). At the lower end were the Pharr, El Paso, and Austin dis
tricts. The Houston, Dallas, San Antonio, and Fort Worth districts all 
ranked higher than in maintenance expenditures, but st i 11 were in the 
bottom half (see Table 3.13). 

Rankings of total expenditures per capita reveal no new patterns. 
Small rural districts again spent the most total dollars per capita. With 
the exception of the Pharr district, the districts that spent the least 
per capita were those that are heavily populated, incorporating major 
metropolitan areas (see Table 3.14). 

Rankings by expenditures indicate that the smaller, rural districts 
were the most successful in obtaining funding for highway projects. 
Heavily populated districts have, on the other hand, done less well, at 
least on a per capita basis. This study, however, has not attempted to 
do any needs assessment, and therefore a strong conclusion on the rela
tive success of districts cannot be made. It does seem, however, that 
maintenance requirements would be greater in districts with more heavily 
traveled roadways. Yet heavily populated districts were at the bottom 
of the rankings in maintenance expenditures per capita. 

One possible explanation of these findings may be that a large, heavily 
populated area achieves economies of scale in its transportation net
works, and therefore requires less funding to construct and maintain 
~nAn' A 'Prnnrl nn~'ible explanation is that the highways in the heavily 
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Table 3.11 

AGGREGATE EXPENDITURES BY HIGHWAY DISTRICT, 1972-82 
IN 1972 DOLLARS 

Rank District Headquarter Amount Spent 

1 12 Houston $964,331,982 
2 18 Dallas 654,694,949 
3 15 San Antonio 527,331,486 
4 2 Fort Worth 462,139,634 
5 5 Lubbock 245,735,722 
6 13 Yoakum 243,595,966 
7 20 Beaumont 236,067,629 
8 14 Austin 227,162,783 
9 4 Amarillo 219,705,826 

10 21 Pharr 210,322,078 
11 6 Odessa 210,076,039 
12 16 Corpus Christi 209,653,316 
13 9 Waco 205,943,190 
14 7 San Angelo 186,834,966 
15 19 Atlanta 175,534,992 
16 10 Tyler 173,907,630 
17 1 Paris 161,166,327 
18 24 El Paso 161,057,240 
19 17 Bryan 155,909,387 
20 8 Abilene 149, 669, 111 
21 3 Wichita Falls 134, 359, 107 
22 11 Lufkin 133,868,017 
23 25 Childress 87, 188,744 
24 23 Brownwood 83,438,724 

Source: State Department of Highways and Public 
Transportation, Annual Financial ReQorts, 1972-1982 
(Austin, Tex.). 

populated areas were built more recently than those in rural areas, 
therefore requiring less work and upkeep. This may explain the difference 
in maintenance expenditures, but still does not account for the gap be
tween construction expenditures per capita. A final explanation for the 
expenditures gap may be that the rural highway district engineers have 
applied more political power when lobbying the Highway Commission for 
construction and maintenance funds. Further study is needed to determine 
which of these or some other plausible explanation accounts for the ur
ban-rural expenditure gap. 

Correlation analysis was used to investigate the relation between per 
capita expenditures and changes in population and employment for the 
twenty-four districts. It was found that per capita expenditures were 
negatively correlated with the rate of urban population growth and em-
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Table 3.12 

PER CAPITA MAINTENANCE EXPENDITURES BY HIGHWAY 
DISTRICT, 1972-82 
IN 1972 DOLLARS 

Rank District Headquarter Amount Spent 

1 25 Childress $ 415 
2 7 San Angelo 251 
3 23 Brownwood 242 
4 13 Yoakum 225 
5 8 Abilene 203 
6 1 Paris 200 
7 17 Bryan 194 
8 11 Lufkin 181 
9 3 Wichita Falls 168 

10 4 Amarillo 167 
11 19 Atlanta 163 
12 5 Lubbock 141 
13 6 Odessa 118 
14 10 Tyler 111 
15 9 Waco 105 
16 20 Beaumont 99 
17 16 Corpus Christi 94 
18 14 Austin 79 
19 15 San Antonio 73 
20 21 Pharr 70 
21 2 Fort Worth 64 
22 24 El Paso 49 
23 18 Dallas 46 
24 12 Houston 39 

Source: State Department of Highways and Public 
Transportation, Annual Financial ReQorts, 1972-1982 (Austin, 
Tex.). 

ployment growth (Pearsons correlation coefficients of -.46 and -.60, and 
Spearman rank correlation coefficients of -.51 and -.65 respectively), 
indicating that districts with relatively high rates of growth in popu
lation and employment had relatively low per capita expenditures for 
highways. While the available data do not provide the basis for deter
mining why this relationship exists, two plausible hypothesis can be ad
vanced. 

One explanation of negative correlations between rates of employment 
and population growth and expenditures per capita during the observation 
period is that while expenditures, for the most part, grew during the 
observation period, they may not have kept pace with the rapid growth in 
nnnt1btinn ~nrl Pmnlovment in many Texas areas. This argument seems rea-
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Table 3.13 

PER CAPITA CONSTRUCTION EXPENDITURES PER HIGHWAY 
DISTRICT, 1972-82 
IN 1972 DOLLARS 

Rank District Headquarter Amount Spent 

1 25 Childress $1208 
2 7 San Angelo 831 
3 6 Odessa 628 
4 13 Yoakum 615 
5 4 Amarillo 529 
6 19 Atlanta 506 
7 23 Brownwood 471 
8 5 Lubbock 442 
9 11 Lufkin 429 

10 3 Wichita Falls 428 
11 8 Abilene 422 
12 17 Bryan 415 
13 1 Paris 397 
14 20 Beaumont 371 
15 2 Fort Worth 365 
16 16 Corpus Christi 347 
17 15 San Antonio 338 
18 9 Waco 332 
19 18 Dallas 281 
20 10 Tyler 280 
21 12 Houston 276 
22 14 Austin 272 
23 24 El Paso 272 
24 21 Pharr 243 

Source: State Department of Highways and Public Transportation, 
Annual Financial Reports, 1972-1982 (Austin, Tex.). 

sonable given Texas's growth rates during the 1970s and 1980s. Census 
figures show that since the mid-1970s Texas has been one of the fastest 
growing states in the nation.(141) Thus, a valid argument can be made 
that employment and population outgrew highway expenditures in many dis
tricts, thereby causing negative correlations. 

Another explanation is that if areas of rapid population and employment 
growth were highly urbanized, the low level of expenditures might reflect 
economies of scale found in large cities rather than the inability to meet 
needs. In other words, fewer mi 1 es of highways were needed to service 
the growth in the economy and population of a large city. To test this 
explanation we used regression analysis to analyze the relationship be
tween growth rates and per capita expenditures, holding constant the ef
fect of the size of the urban population in the highway district. This 
analysis confirmed that even when urban population size is taken into 
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Table 3.14 

TOTAL PER CAPITA EXPENDITURES BY HIGHWAY DISTRICT, 
1972-82 

IN 1972 DOLLARS 

Rank District Headquarter Amount Spent 

1 25 Childress $1623 
2 7 San Angelo 1083 
3 13 Yoakum 840 
4 6 Odessa 746 
5 23 Brownwood 713 
6 4 Amarillo 697 
7 19 Atlanta 669 
8 8 Abilene 626 
9 11 Lufkin 610 

10 17 Bryan 609 
11 1 Paris 598 
12 3 Wichita Falls 597 
13 5 Lubbock 584 
14 20 Beaumont 470 
15 16 Corpus Christi 442 
16 9 Waco 437 
17 2 Fort Worth 429 
18 15 San Antonio 411 
19 10 Tyler 391 
20 14 Austin 351 
21 18 Dallas 328 
22 24 El Paso 321 
23 12 Houston 315 
24 21 Pharr 313 

Source: State Department of Highways and Public Transportation, 
Annual Financial ReQorts, 1972-1982 (Austin, Tex.) 

account, growth rates in population and employment were negatively re
lated to per capita expenditures. While these results do not necessarily 
refute the economy of scale explanation, it would be prudent to expect 
that significant maintenance expenditures will be needed in the future 
for these heavily used highway networks. 

4. Conclusions. Analysis of historical highway expenditure data has 
given insights into three areas: changes in levels of total expenditures, 
regions that were the major recipients, and the effect on economic growth. 
Three conclusions can be drawn from the study: 

• a large sum of money was expended on highway projects in Texas in the 
1970s and early 1980s, but relative to other state programs highway 
spending declined; 
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• on a per capita basis. small rural highway districts were the recip
ients of the most highway disbursements; and 

• a clear relationship between highway expenditures and economic growth 
cannot be shown for the ten-year observation period, which may be 
exp l ained by an inability to meet the needs of rapid growth or econ
omies of scale in large cities. 

V. EDUCATION AND TRAINING 

The following discussion examines the role of education and training 
in economic development. It will outline several state-supported programs 
that have an effect on local economic development. The state role in the 
Job Training Partnership Act as well as the Foundation School Program, 
the junior colleges, and several vocational education programs is to 
provide basic skills to members of the workforce. Expenditures in Texas 
education and training programs will be compared with other states. This 
analysis will also include data on attendance, completion, the types of 
training being offered, and the quality of students in Texas. 

A. The Job Training Partnership Act in Texas 

The Job Training Partnership Act (JTPA), passed by Congress in October 
1982, replaced the Comprehensive Employment and Training Act (CETA). The 
purpose of JTPA is to establish job training programs which will increase 
the productivity of the nation's workers by preparing youth and adults 
for entry into the labor force and by enhancing the skills of the unem
ployed and underemployed.(142) JTPA shifts the major responsibility for 
employment and training programs from the federal government to a state
wide partnership composed of the governor, local elected officials, and 
the private sector, represented by individuals appointed to Private In
dustry Councils (PICs) at the state level. JTPA equalizes authority be
tween the private and public sectors with respect to local policymaking, 
planning. administration. and program operation. JTPA provides states, 
in coopera~ion with the private sector, with a mechanism for designing 
and operating an employment and training program specifically suited to 
meet state and local labor market needs. 

Funds through the JTPA program are allotted to the states by a formula 
weigh~ing equally three factors, providing one-third on the basis of each 
area: substantial unemployment (areas above 6.5 percent), excess unem
ployment (above 4.5 percent), and the number of economically disadvan
taged persons in the state.(143) Allocation of funds to the local service 
delivery areas within the state are made on the same basis. 

The goals for implementing JTPA in Texas were developed by the Gov
ernor and the State Job Training Coordinating Council (SJTCC).(144) The 
three goals established for the JTPA program in Texas include: increasing 
the long-term employment stability of participants, improving their 
earned incomes~ a~d promoting the creation of high-quality jobs in Texas 
thro~gh the attraction of new firms and industries.(145) 

The Job Training Partnership Act has five titles, four of which are 
particularly important to the discussion of the Texas job training and 
employment program.(146) Title I covers the state and local service de-
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livery system and administration. Title II establishes training services 
for disadvantaged youth and adults. Title III deals with employment and 
training assistance for dislocated workers, and Title V makes possible 
the coordination of JTPA and the United States Employment Service. 

1. Title I - Service Delivery Areas and Administration. JTPA funds 
are allocated directly to the State of Texas, where the Governor and the 
administering agency, in coordination with the SJTCC and the local Pri
vate Industry Councils, direct JTPA funds to areas of greatest need.(147) 
JTPA gives the Governor maximum discretion in the development and tar
geting of programs. 

The purpose of the State Job Training Coordinating Council is to pro
vide recommendations and advice to the Governor on policies, goals, and 
standards for the development and implementation of effective job train
ing and employment programs; and to plan, coordinate, and monitor the 
provision of those programs and services in the state(l48). The Governor, 
aided by the SJTCC, designated thirty-four service delivery areas (SDAs) 
in the state. Each SDA encompasses one or more complete labor market 
areas within which integrated planning and delivery of services can be 
achieved.(149) Each SDA is controlled by a local partnership formed by 
a Private Industry Council and local government officials of the area. 

Governor Mark White designated the Texas Department of Community Af
fairs (TOCA) to administer JTPA. The Employment and Training Division 
of TOCA provides local SDAs with technical assistance and program di
rection. The Job Training Partnership Act funding level for Texas for 
FY 1984 was $119.7 million. These funds were allocated by formula among 
the Title II programs and the Title III program.(150) 

2. Title 11 - Training Services for Disadvantaged Youth and Adults. 
JTPA Title II is divided into two sections, A and 8. The Title IIA funds 
are used for general employment and training services in the thirty-four 
SOAs, and Title IIB funds are used exclusively for the Summer Youth Em
ployment and Training Programs.(151) 

Seventy-eight percent of the funds under Title IIA are allocated to 
the local SDAs by the same formula used for the state allocation. At the 
SDA level the PIC and the local elected officials determine the specific 
participant and activity/service mix for the SOA.(152) 

Services made available to youth and adults with Title II funds include 
job search assistance and counseling, remedial education and basic skills 
training, on-the-job training, outreach to make individuals aware of and 
encourage the use of employment and training services, and upgrading and 
retraining.(153) 

Sixteen percent of the Title IIA funds are allocated for education 
coordination, the Older Workers Program, and state administration 
costs.(154) The remaining 6 percent is allocated for the Performance 
Incentive/Technical Assistance Fund.(155) 

Title IIB provides for the Summer Youth Employment and Training Pro
n~~mc f l~h' ThP~P nrograms are to be conducted during the summer months 
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for economically disadvantaged youth. They are similar to those programs 
offered by SDAs to youth and adults with Title IIA funds. 

The basic measure of performance for adult training programs under 
Title II is the increase in employment and earnings and the reduction of 
welfare dependency resulting from participation in the program.(157) In 
addition to this measure, a number of other factors are used to evaluate 
performance of youth programs, including the attainment of recognized 
employment competencies established by the PIC in each SDA; elementary, 
secondary, and postsecondary completion, or the equivalent; and enroll
ment in other training programs or apprenticeships, or enlistment in the 
Armed Forces.(158) 

3. Title 111 - Worker Adjustment Program. Title II I, the Worker 
Adustment (Dislocated Worker) Program, addresses the needs of eligible 
individuals who have been terminated or laid off and are unlikely to re
turn to their previous industry or occupation; have been terminated as a 
result of any permanent plant or facility closure; or are long-term un
employed with limited opportunity for reemployment.(159) These needs are 
to be met by an appropriate mix of activities including job search as
sistance, training, job development, or relocation. Title III also en
courages programs conducted in cooperation with employers or labor 
organizations that provide early intervention in the event of closures 
of plants or facilities. 

Title III funding is available in two parts, with 75 percent allocated 
to the states by formula and 25 percent reserved by the U.S. Secretary 
of Labor for discretionary purposes. These reserves are made available 
to states for the purpose of providing training, retraining, placement, 
relocation assistance, and other aid to individuals who are affected by 
mass layoffs, natural disasters, and federal government actions, or who 
reside in areas of high unemployment.(160) Texas was allocated $5.6 mil
lion by formula for FY 1984, on a one-for-one match basis.(161) 

The Worker Adjustment Program in Texas uses demonstration projects to 
treat a targeted problem area through retraining or relocating area 
workers. When a project is completed in one area, efforts are redirected 
to another targeted area. TDCA's Employment and Training Division has 
targeted three areas of high unemployment in the state for services pro
vided through this program. These areas are Brownsville, Houston, and 
the Beaumont-Port Arthur area. The areas next in line for targeted dem
onstration projects are the Gulf Coast area around Houston, North East 
and East Texas, and the El Paso area. Programs are operated for two 
years. (162) 

4. Title V - Coordination of JTPA and the Employment Service . Title 
V of JTPA coordinates the state Employment Service with the JTPA system. 
Title V amends the Wagner-Peyser Act, which established a national system 
of public employment offices created to provide job matching services for 
employers and workers. The state employment service has been administered 
by the Texas Employment Commission (TEC) since 1936 and is funded by a 
formula based on the state civilian labor force and unemployment 
rate.(163) TEC and TDCA/JTPA have developed a Local Employment Service 
Plan, which provides for a basic labor exchange service, a labor market 
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information service, and coordination with state and SDA efforts in job 
training.(164) 

Coordination with other state and federal economic development efforts 
would enhance those programs operated under JTPA. A portion of the JTPA 
Title IIA Performance Incentive/Technical Assistance Fund has been set 
aside to augment the Small Business Revitalization program initiated by 
the Governor's Office of Economic Development.(165) JTPA funds will be 
utilized in conjunction with various federal business incentives, such 
as urban development action grants and Small Business Administration 
programs, to leverage private sector investment for job creation. 

The staff of TOCA expressed the need for a statewide employment de
velopment fund held in reserve by the State to be used for economic 
emergencies and unique economic development opportunities.(166) As re
quired by statute, SDAs obligate their allocation of JTPA monies at the 
beginning of each program period for specific employment and training 
activities. Funds are not set aside at this level for unforeseen devel
opment opportunities. The reserve fund would be designed for those SDAs 
in need of supplemental funding selected on the basis of unemployment 
rates, existence of other resources, and local economic trends.(167) 

The administrators have promoted the idea of JTPA as a resource 
available to all groups involved in economic development activities. 
Increasing the awareness of the Texas Economic Development Commission, 
the local chambers of commerce, and other relevant agencies and organ
izations has been of primary importance during the initial period of im
plementation. ( 168) 

5. JTPA Role in Economic Development. State government and the 
private sector view JTPA as an opportunity to coordinate state employment 
and training efforts with labor market needs. CETA gave the private 
sector limited opportunities for input, and left state government with a 
limited role in the overall administration of the program. The vast ma
jority of CETA funds were allocated directly to local government sponsors 
who had total discretion, subject to Department of Labor review, over the 
use of the funds. Provision was not made for coordination of job training 
programs with statewide employment goals. The key to JTPA's success will 
be the partnership between state and local government officials and pri
vate industry.(169) 

JTPA's success will be measured by an increase in employment stability 
and earned incomes of the participants in the training and retraining 
programs. Effects, whether positive or negative, will be of a long-term 
nature, and future analysis of JTPA programs should emphasize success or 
failure in meeting the labor market needs of the state. 

B. Education 

The provision of educational and vocational training serves two pur
poses in economic development. Education affects the level of training 
in the workforce and contributes to a region's "quality of life. 11 Many 
types of economic activity, and the expansion of these activities, require 
the availability of a well-trained and educated workforce. A state plays 
~n occon+i~l rolP in the development of such a workforce by contributing 
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funds to educational programs. The role education plays in developing a 
properly trained workforce is stated in a recent report studying the 
feasibility of a state occupational education program for Texas. 

Human capital is the bedrock of economic development and education 
is a vi ta 1 1 ink between the present and future economies of the 
state. The press for continued economic growth and deve 1 opment 
ob 1 i ges pub 1 i c and private sectors to cooperate in developing a 
highly qualified workforce for the achievement of industrial pro
ductivity goals.(170) 

The premise in economic development theory that a well-educated work.force 
is essential is evident in the state of Massachusetts. A recent article 
in the Dallas Morning News attributes Boston's rapid shift from 11 old-tech11 

to 11 new-tech 11 to the region's excellent public schools (and not to the 
universities of the area). The public schools in New England have tradi
tionally been well supported and have produced a 11work.force that is lit
erate, trainable and retrainable 11 .(17l) 

The training and development of human capital is essential to meet the 
needs of a diversified economy. In Texas, as there is a gradual shift 
from natural resource production to computer- and 11 high-tech11 -based in
dustry, the State will play an important role in providing training pro
grams to deve 1 op a diversified pool of labor. Public policy toward 
education must recognize this need. 

Education plays another role in economic development as a component 
in the 11 quality of life11 in a region. This factor may not be as tangible 
as the development of a workforce, but it is just as important. Many 
types of businesses and industries place a high priority on the 11quality 
of 1 ife11 factor and will consider the quality of life in certain areas 
before moving their operations and employees to new regions. A 
well-supported, quality educational system may be an incentive in a firm's 
relocation decisions. 

Of concern, however, is the quality of the state's technical and sci
entific education programs--both at the postsecondary and public school 
levels. Whereas Texas's economy has been traditionally linked to its 
natural resources--oil, gas, food, and fiber--economic prosperity in the 
high-tech fields, especially, will be linked to the state's human re
sources. Adapting to this changing economic base is at the heart of all 
economic development activities. Does Texas have the human resources 
and/or the appropriate educational system available to meet the chal
lenge? Can Texas provide new and changing industries with a well-trained 
and well-educated workforce? Some evidence suggests that improvement may 
be necessary. Only 16 percent of the adults in Texas are college grad
uates, and only 61.4 percent of the adults have high school diplomas. 
Texas is slightly below the national average in both instances. In con
trast, 73 percent of the adult population in California and Massachusetts 
have high school dip 1 omas. More astounding is the fact that only 68 
percent of the ninth graders in Texas complete high school--a 32 percent 
dropout rate. Texas ranks thirty-ninth in this category. While its 
spending for public education has improved, the State's per pupil ex
penditure is still 15 percent below the national average.(172) 
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Texas must have an adequately trained and technologically literate 
labor force to compete and grow economically. To do this, the State will 
likely need to increase expenditures on public schools. Several studies 
have shown that states with above average per pupil expenditures produce 
above average achievement in student test scores.(173) Educational fund
ing can therefore be considered an investment in the future productivity 
of the state and its people. 

1. The Foundation School Program. The establishment of Foundation 
Programs for el emen ta ry and secondary schools occurred throughout the 
nation in the early 1900s. At that time schools adopted the now common 
nine-month, twelve-grade schedule. States mandated certain educational 
objectives that were to be met by all districts. Many of the rural com
munities could not impose tax rates that were high enough to meet the 
requirements set by the states. A mechanism of state-local financing was 
set up whereby the state would provide a minimum level of support, that 
is, a foundation, for all school districts. The intent of such programs 
was to minimize inequalities that existed among school districts.(174) 

Although this process improves equity in the funding among school 
districts, several potential problems do exist. The districts with a 
strong tax base can still levy taxes to supplement funds received through 
the Foundation Programs. The "rich" districts can thus afford to pay 
teachers higher salaries and to include expensive supplements to the 
curriculum. The 11 poor 11 districts are subject to the levels established 
by the state and can suffer hardships if prices of essential goods change 
after appropriations are distributed. Nevertheless, the Foundation School 
Programs guarantee that a minimum level of funding for educational pro
grams is distributed throughout a state.(175) 

The Foundation School Program of Texas identifies the State of Texas 
as being responsible for a substantial portion of the finances supporting 
public education. The intent of the legislature is that "each student 
enrolled in the public school system shall have access to programs and 
services that are appropriate to his or her educational needs and that 
are substantially equal to those available to any similar student, not
withstanding varying local economic factors. 11 (176) Chapter sixteen of the 
Texas Education Code delineates the responsibility of the State and doc
uments the formulas used to compensate school districts under the Foun
dation School Program. 

Actual funding for the Foundation School Program is documented in Ta
bles 3.15 and 3.16. The tables indicate the amount of Foundation funds 
used solely for vocational education purposes and the total funding levels 
appropriated by the state legislature for 1977 through 1985. Vocational 
education is important relative to economic development, yet only 6 per
cent of the total state aid to school districts is earmarked for that 
purpose. As economic development becomes more important in the state 
policy arena, it will be interesting to note if this figure increases. 
Table 3.16 does show that the level of vocational funding appropriations 
has increased by 58 percent from FY 1979 to FY 1984. This is contrasted 
with a 47 percent increase in the total funding provided to local school 
districts by the State. These figures represent a nominal increase of 
approximately 10 percent annually over a five-year period. 
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The m1n1mum support levels provided by Foundation School Programs have 
been criticized in the past because many were set too low to provide 
services that could meet reasonable standards.(177) The Foundation School 
Program must be formally evaluated to ensure that it provides an adequate 
minimum level of funding for each school district and that is the most 
effective and equitable way to fund local school districts. 

2. The Junior College System. The State of Texas supports 47 public 
community college/junior college districts, which offer more than 140 
different technical and vocational programs.(178) The legislature created 
junior colleges to provide two-year technical programs leading to cer
tificates or associate degrees and vocational programs designed to meet 
employment standards in semiskilled and skilled occupations. The educa
tional program also includes courses in the arts and sciences designed 
for those students at the freshman and sophomore levels who will transfer 
to four-year colleges or universities. Continuing education programs for 
adults are also offered for "occupational or cultural upgrading".(179) 
The legislative design for the program includes an admissions policy that 
is favorable to disadvantaged students. The junior colleges have an open 
door admissions policy, and each junior college district is encouraged 
to meet the needs of the local community.(180) 

The junior college districts provide more than 90 percent of the 
postsecondary technical and vocational training in the state.(181) The 
legislature appropriated $491.9 million for junior colleges during the 
1980-81 biennium. In the 1982-83 biennium this was increased by over 42 
percent to $700.2 million.(182) It is important to note that the appro
priation for junior colleges during the 1982-83 biennium accounted for 
only 5.6 percent of the total state expenditures for education. 

A junior college system which provides vocational training to adults 
can aid an economic development strategy by retraining individuals whose 
skills are obsolete and by improving the skills of other workers, while 
allowing them to maintain full-time work schedules.(183) Furthermore, 
businesses and companies moving into Texas cannot always be depended upon 
to provide training programs for their own employees. These businesses 
may be attracted to a state which has adequate community colleges and 
vocational programs. These programs must be flexible to meet the needs 
of new businesses coming into the state. A cooperative working re
lationship between Texas government, business, and industry and educa
tional institutions to research labor and market trends should be 
encouraged. 

3. Texas State Technical Institute. While the public community and 
junior college system offers both general academic programs and occupa
tional training, one state-supported institution, the Texas State Tech
nical Institute (TSTI), offers occupational education programs 
exclusively. TSTI is one of 162 institutions nationwide of this type, 
and the only Texas institution which provides job-ready graduates for 
business and industry.(184) 

TSTI maintains a highly cooperative relationship with the state's bu
sinesses and industries. Through the 2,800 industrial advisory commit-
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Table 3.15 

FOUNDATION SCHOOL PROGRAM: 
STATE AID TO INDEPENDENT SCHOOL DISTRICTS IN TEXAS, 

1977-85 

Year Total Funding Funding for Percentage of 
Voe. Ed.(l) Foundation Funds 

for Voe. Ed. 
1977-78 $1,703,209,000 NA ---
1978-79 1,724,216,000 NA ---
1979-80 2,490,942,740 $155,470,441 6.2 
1980-81 2,693,173,129 171,887,800 6.4 
1981-82 3,218,300,869 183,559,000 5.7 
1982-83 3,493,378,950 215,785,103 6.2 
1983-84 3,669,665,447 234,343,000 6.4 
1984-85 3,781,277 ,018 246,193,000 6.5 

Source: Texas Education Agency (TEA), Foundation School Program files, 
provided by Omar Garcia, Supervisor, Appliction Review Section, 
TEA Division of State Funding, Austin, Texas. 

1. Vocation education costs include salaries, operating costs, 
transportation, and contracts. Data in this form were not available 
for 1977-79. 

tees (representing over 1,800 businesses and industries), TSTI responds 
to the needs of Texas businesses for economic growth by updating its 
training programs and by adapting special training services for employ
ers.(185) 

TSTI's four campuses (Amarillo, Harlingen, Waco, and Sweetwater) offer 
over 113 training programs to over 10,000 students. Thirty-one of the 
programs have been identified as priority occupations in Texas in a study 
on vocational education in Texas conducted by the Research Triangle In
stitute. ( 186) The primary goal of TSTI is to teach necessary skills which 
are immediately usable in the workplace, and which may be applicable to 
future job restructuring as the economy changes. 

Beyond program offerings, the effectiveness of TSTI can be measured 
in terms of student enrollment and state financial support. TSTI's pro
jected 1984-85 student enrollment of 11,903 represents a 57 percent in
crease over the 1980-81 levels. Enrollment for 1986 is expected to 
surpass 14,000 students. Annual gains for the past ten years have aver
aged 9 percent, with a 21 percent increase in 1983.(187) Total state 
financial support for postsecondary vocational education at TSTI in
creased by 82 percent in the 1982-83 biennium to a total of over $90 
million.(188) 

4. Vocational Rehabilitation Programs. Texas's population in 1983 of 
- -- - -lion included an estimated 15 percent potentially 
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Table 3.16 

FOUNDATION SCHOOL PROGRAM: 
STATE AID TO INDEPENDENT SCHOOL DISTRICTS IN TEXAS, 

PERCENTAGE CHANGE IN SIX-YEAR PERIOD (1979-80 - 1984-85) 

Foundation Funds 

Vocational Education 

Total Funding 

1979-80 

$ 155,470,441 

2,490,942,740 

1984-85 

$ 246,193,000 

3 ,781, 277, 018 

Percentage 
Increase 

58 

47 

Source: Texas Education Agency (TEA), Foundation School Program files, 
provided by Omar Garcia, Supervisor, Application Review Section, 
TEA Division of State Funding, Austin, Texas. 

classified as handicapped.(189) Of this number, 20 percent or about 300 
thousand persons are eligible for some form of rehabilitation program. 
The Texas Rehabilitation Commission and the Texas Commission for the Blind 
(TCB) are the principal agencies providing training assistance to disa
bled persons in Texas.(190) 

For FY 1982, the vocational rehabilitation program served 67,474 dis
abled Texans (14 percent more than the prior year). The average cost 
per client for a successful rehabilitation resulting in employment was 
$4,134 in 1982.(191) 

The Commission conducted a cost-benefit study on successful completers 
in 1982, finding that prior to rehabilitation, 24 percent of the clients 
(11,415) were employed and earned a total of $1.75 million per month. 
Upon successful rehabilitation the employed clients earned a total of $9.6 
million per month. In annual income this amounted to approximately $20.9 
million before rehabilitation services and $91.l million after rehabili
tation services had been received.(192) The study also found that former 
c 1 i ents of the agency wi 11 contribute approximately $20. 4 mil 1 ion more 
in state, local, and federal taxes than if they had not received the vo
cational rehabilitation services--a 1000 percent return on the invest
ment. ( 193) 

The Texas Commission for the Blind is the other primary state agency 
with the mandate to provide vocational rehabilitation services. These 
services are provided on an individualized and contractual basis much like 
the Texas Rehabilitation Commission. 

5. State Programs for the Economically Disadvantaged. The Texas De
partment of Human Resources (OHR) administers the welfare programs in 
Texas. Of specific interest to this report is DHR 1 s assistance to eli
gible recipients through the Aid to Families with Dependent Children 
Program (AFDC). OHR disburses AFDC payments and coordinates with other 
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state agencies in the provision of support and referral services for job 
training programs specifically for the AFDC client. 

i 

One such effort is the Work Incentive Program (WIN). WIN is a joint 
effort with the Department of Human Resources and the Texas Employment 
Commission (TEC) to assist AFDC recipients to become self-sufficient 
through suitable and gainful employment. The TEC provides employment 
services while OHR provides approved social services for t.he same AFDC 
clients so they may engage in employment, training, or other manpower 
programs. These services include the provision of child day care, family 
planning, and health-related services. 

There are eleven WIN project areas in the state including the fourteen 
cities and thirteen counties within which over 60 percent of the AFDC 
population is found.(194) Funding for the WIN program is a state/federal 
match (10:90). For the fiscal year 1982, 17,853 recipients registered 
for the WIN program (up from 12,000 the previous year).(195) 

Texas was the first state in the nation to create an employment program 
for low-income older persons with the creation of the Senior Texans Em
ployment Program (STEP). It provides part-time jobs to approximately 
1,100 low-income older persons (55 and older) in over 400 
employment/training projects in 105 counties.(196) The State has appro
priated approximately $1 million for each of the past two biennia. Fed
eral funds (Title V of the Older Americans Act) have averaged about $3.8 
million per year.(197) 

In summary, while vocational rehabilitation services provided to 
Texas's eligible citizens effectively place individuals in employment and 
WIN provides employment services to welfare recipients, these training 
service~ are provided largely with federal funds. Texas's priority for 
job training efforts (and financial support) is with the public schools 
and postsecondary institutions. The State provides little direct finan
cial assistance otherwise. If this trend is to continue, the State should 
at least provide a coordinated information and referral system to the 
various users. 

6. Expenditure Comparisons. Education is the single largest compo
nent of state expenditures. Since 1960 state expenditures for public 
schools and higher education as a percentage of total state expenditures 
have grown from 36.07 percent to 47.51 percent in 1982.(198) The annual 
growth rate for educational expenditures has continually outdistanced the 
growth rate of total state expenditures. There are several reasons for 
this increase: the State has continued to assume a larger portion of 
public school financing, new institutions have been created, and voca
tional education programs have been strengthened. 

In terms of 1982-83 state expenditures for public elementary and sec
ondary education, Texas ranks. second nationally with $8.3 million; Cali
fornia is first with $9.5 million. While the state provides one-half the 
cost of education, it has continued to increase its share of funding 
support under the Foundation School Program.(199) 

Current expenditures per pupil provide a different view of state edu-
- ~. In 1972, Texas spent approximately $650 per pupil, 
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which placed the state forty-sixth among all states; and $2,012 per pupil 
in 1982, which p 1 aced the state thirty-eighth. The average per pupi 1 
expenditure for the country as a whole, according to the U.S. Department 
of Education, is $2,473.(200) 

A Carnegie Foundation report states that total public elementary and 
secondary schoo 1 expenditures as a percentage of persona 1 income for 
Texas have slipped from 5.4 percent to 4.5 percent. This represents a 
drop in the fifty-state ranking from twenty-fifth to thiry-sixth in the 
last ten years.(201) In contrast, per capita income for Texans has in
creased 170 percent from 1970 to 1984, compared to a 141 percent increase 
for the United States. Texas ranks eighteenth among the fifty states with 
a per capita income of $11,419.(202) 

Enrollments in both public and elementary and secondary schools in 
Texas averaged a 5.3 percent growth in the last ten years--compared to a 
-14.0 percent rate for the nation. When separated into elementary and 
secondary figures, elementary enrollments increased 23.3 percent (-11.1 
percent nationwide), and secondary enrollments decreased by -16.4 percent 
(-17.9 percent nationwide).(203) 

The ethnic distribution of the state's enrollment in public schools 
is an important factor. The minority enrollment of 45.9 percent in Texas 
is comprised of 30.4 percent Hispanic and 14.4 percent Black.(204) The 
large student population necessitates additional educational program 
costs such as bilingual instruction and programs for the limited-Engl
ish-proficient students. Texas increased the State's financial support 
in 1982-83 for bilingual education by over 97 percent from the 1981-82 
funding levels.(205) 

The educational 11 infrastructure 11 of Texas and the country is important 
to economic development. The educational system must adequately and ap
propriately train Texas's citizens to meet changing economic needs. 
Texas's personal income per capita has increased from 90 percent of the 
national average in 1972 to 100.5 percent in 1982.(206) But as previ
ously noted, Texas's national ranking for total public elementary and 
secondary school expenditures as a percent of personal income has de
clined in the last ten years. If state expenditures for public education 
affect the quality of education and subsequently the economic development 
of the state, a constant positive relationship between citizens' incomes 
and spending on education should be maintained. 

7. The Quality of Education Programs in Texas. The greater demand 
being placed on the educational programs of the state will cause increased 
concern about the quality of instructional programs in Texas. Some meas
ures of the quality of educational programs that begin to answer these 
questions are attendance rates, pupil/teacher ratios, and test scores. 

The average daily attendance (ADA) in schools across the country de
creased from 41.3 million to 36.9 million between 1975-76 and 
1981-82.(207) This 10 percent decrease in ADA nationwide is contrasted 
with a 5 percent increase in ADA in Texas during the same period. The ADA 
in Texas increased from 2.55 million in 1975-76 to 2.69 million in 
1981-82.(208) 

106 



As the state has grown, the percentage of those enrolled who are in 
attendance (and counted as part of the ADA) has grown. In 1974-75, 91 
percent of the students enrolled were in average daily attendance in Texas 
public schools. This figure increased to 94 percent during the 1982-83 
school year.(209) Large school systems traditionally have difficulties 
keeping students in class. This increase in attendance is a positive sign 
that educators hope wil 1 continue as programs expand. Another positive 
sign is the pupil/teacher ratio for the state. In 1975-76 there were 17.8 
pupils per classroom teacher. This figure dropped to 16.3 pupils per 
teacher in the 1982-83 school year.(210) 

It is an extremely difficult task to assess accurately the skills of 
students who utilize the educational programs of the state. If one goal 
of economic development is a diversified labor force equipped with skills, 
discipline and the ability to be trained and retrained, it is important 
to assess whether or not schools can train individuals in this way. 
Completion rates and test scores are two means, though somewhat flawed, 
for assessing the success of programs and schools. 

The completion rate for individuals in occupational programs at the 
high school level during the 1980-81 school year was 53.6 percent of those 
who initially enrolled.(211) In contrast, the completion rate for stu
dents in occupational programs at the postsecondary level was 22.5 per
cent in 1980-81.(212) Since more than 90 percent of the students in 
postsecondary vocational programs are students in the junior colleges, 
one must question the effectiveness of these programs. Either the indi
viduals are finding jobs prior to the completion of their programs or they 
are quitting without job placement. It is interesting to note that the 
highest completion rate during the 1980-81 school year at the postsecon
dary level was in the trade and industrial occupation programs with 30 
percent of those enrolled completing their programs.(213) 

Although test scores may have questionable validity because of so
cioeconomic or cultural biases, they do provide information on the number 
of high school graduates in the state who are pursuing higher education. 
Advocates of liberal arts training as the appropriate method to build a 
diversified labor pool will look to higher education as an essential part 
of the training process. In this light, it is important to note that 32 
percent of the high school seniors in the state took the SAT in 1982.(214) 
This figure, which indicates the intent to enroll in a college or uni
versity, ranks twenty-second among all states and the District of Colum
bia. 

Although test scores are subject to criticism as inaccurate tools for 
measurement, educators in the state should still be concerned by the re
cent results published by the Carnegie Foundation for the Advancement of 
Teaching. Even if one accepts that the scores may decrease as more people 
take the tests, it should still be alarming that Texas ranked forty-fourth 
on verbal scores and forty-sixth on the mathematical scores in 1982.(215) 
This represents a drop from fortieth on verbal and forty-second on math
ematics in 1972.(216) 

The State of Texas should be concerned about the quality of its edu
cational programs. The students who are enrolled in the elementary and 

jay will make up the workforce for the state in the 
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next twenty-five years. If the state wishes to sustain today's level of 
economic activity, these youngsters must be provided with equitable op
portunities for quality training. A state whose per pupil expenditures 
rank thirty-eighth and whose test scores are as low as forty-sixth na
tionwide does not offer an entrepreneur an optimistic view of the future. 
Vocational programs with completion rates of only 22.5 percent among 
postsecondary students do not offer encouragement that a well-trained 
workforce will exist in this state. Although the University of Texas and 
Texas A&M University are well funded, many other educational programs in 
the state are in need of support. These programs will continue to face 
challenges as school enrollment grows. Texas's educational programs must 
also be able to meet the demand placed upon them by the increased economic 
activity in the state, which results in a dependence on the training of 
a qualified, capable workforce. 

The State is attempting to address some of these problems. The Six
ty-seventh Legislature (1981) passed several major educational reform 
bills which will greatly affect both the training and preparation of Texas 
teachers and students. 

• H.B. 246, the public school curriculum reform school bill, designated 
twelve subject areas as the essential elements of a well-balanced 
curriculum. The new curriculum will be implemented by the 1985-86 
school year.(217) 

• High school graduation standards will be raised from the present 
eighteen to twenty-two credits for students in the advanced area, and 
twenty-one for students in the general/vocational course of study. 

• Mandated competency testing for students entering a teacher education 
program and an exit exam as a prerequisite to teacher certification 
have been required beginning in 1984.(218) 

Numerous national and state task forces and interim committees have 
been established to find ways to meet the changing demands being placed 
on the nation's educational systems. Texas is no different. The Six
ty-eighth Legislature (1983) created the Select Committee on Public Edu
cation to study and make recommendations to improve the state's 
educational system.(219) Business and industry involvement with the pub-
1 ic schools should not stop with vocational educational programs. Greater 
cooperation between private industry and schools--not only with financial 
support, but also in curriculum--is needed. One such partnership, the 
Adopt-a-School concept, has generated interest across the nation for the 
past decade. The Adopt-a-School idea encompasses several methods whereby 
local businesses and industry provide personnel and resources to a par
ticular school. An example in Texas is found in the Houston Independent 
School District (HISO). The HISD Business/School Partnership program 
(involving 116 schools) uses business people extensively as tutors, 
teacher assistants, and special lecturers. 

A central issue of concern to the Select CoR1Dittee is the role of vo
cational education in public schools. Some reports suggest that voca-
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tional education should be eliminated since it is not an effective way 
to train people for the workforce. Others suggest leaving the program 
within the school system but outside the core curriculum require
ments.(220) As already noted, Texas 1 s State Board of Education is pro
posing dual graduation requirements for the general and vocational 
programs. There appears to be little consensus as to the proper role of 
the public schools with regard to vocational training. Three different 
types of roles have been proposed for high school vocational programs: 
(l) skill training, with occupation specialization; (2) career explora
tion and counseling guidance services, leaving specific skills training 
to industry or to postsecondary programs; and (3) linking vocational and 
academic training with on-the-job experience. 

The Texas Se 1 ect Commit tee on Pub 1 i c Education recommended that the 
emphasis on vocational education should follow the second view--career 
exploration. A recommendation of the Governor's Task Force on Emergency 
Jobs and the Unemployment Trust Fund echoes this thought with its sug
gestion that on-the-job training should be given a high priority as an 
effective educational method with an emphasis on industry-specific 
training.(221) 

Alongside the vocational education question is the issue of increased 
and upgraded graduation requirements for all high school students. U.S. 
Department of Labor sources say that the lack of math and science skills 
of today's youth will severely hamper our high-tech society--particularly 
in the military.(222) Heavy industries are rapidly implementing tech
nologies which will require a technically trained workforce. 

With increased graduation requirements and the impetus to strengthen 
(toughen) existing courses comes the fear that the changes will force an 
increase in the already high dropout rate. Some view vocational education 
as the key to keeping students in school and believe that students will 
be benefited by merely receiving a high school diploma. The evidence 
supporting these claims, however, is questionable. A longitudinal study 
in 1980 of high school sophomores and seniors found a higher dropout rate 
for sophomores in vocational programs than in the general program.(223) 

If it is assumed that the proper place for vocational education is 
outside the public schools, the State should increase its financial com
mitment to institutions such as the Texas State Technical Institute. TSTI 
has maintained a good record of employability of its students available 
for employment: for 1982, 70.8 percent of the students obtained employ
ment in a field related to training, 22.7 percent of the students were 
employed in a field unrelated to training, and 6.5 percent were unem
ployed.(224) 

There are other methods by which the State could encourage the ef
fective vocational training of students. One is to encourage businesses 
and industry to participate in Adopt-a-School programs and create close 
business/school cooperatives. On-the-job-training should be given a 
priority emphasis as an effective educational method. The American So
ciety for Training and Development found that employee training is the 
nation's largest category of job-training spending, with expenditures on 
the order of $20-30 billion per year. This is equal to approximately half 

her education.(225) 
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Training and educational efforts of any type should be based on sound 
labor market information. An information system should be designed to 
effectively and efficiently respond to economic demands and predict re
quired education and training programs. Such a system should provide a 
coordinated system for information flow both for prospective employees 
and employers . . Texas's current lack of a coordinated effort is a serious 
handicap. Texas has approximately sixteen state agencies and five com
missions which either have vocational education/training responsibilities 
or regulate them. The Research Triangle Institute report recognized this 
drawback and recommended a central coordinating body--the State Board of 
Education. 

It is evident that the quality of educational offerings and their re
sults are an essential factor in economic development. The top priority 
of the State should be to provide an educational program on an equitable 
basis to its citizens so they will be prepared to work and support its 
economy in the future. Businesses already moving into the state may be 
able to encourage this process to occur. Texas has been slowly shifting 
from an agrarian and natural-resource-based economy to one that is de
pendent on the growth of businesses within urban centers. As this has 
occurred, the population has moved from the agricultural communities to 
urban areas, as represented by the growth of Houston, Dallas, Ft. Worth, 
Austin, and San Antonio. The economic slowdown throughout the country has 
also caused a large in-migration of workers from all parts of the nation. 
A more urban population will demand more from the educational establish
ment. In turn, the services delivered will be subject to more scrutiny 
and criticism from the public. 

The legislature must be concerned with establishing and maintaining 
quality programs that will aid economic development in Texas. Solutions 
will most likely require increased funding for educational programs. 
Several approaches, however, can be taken along with increasing financial 
support to improve educational services. First, funding mechanisms such 
as the Foundation School Program must be formally evaluated to ensure that 
they are the most equitable and efficient way to finance the schools. 
The quality of the educational programs should also be evaluated. Stand
ards of accountability must be set for administrators, instructors, and 
students to ensure that students are receiving the best educational op
portunities possible. The economic development of Texas depends on how 
well Texas can compete with other states and countries in attracting bu
siness. The educational programs of the state must be designed to meet 
the same competitive challenges which the state must face. 

VI. CONCLUSION 

The State of Texas promotes economic development in its cities through 
many state programs. By granting funds directly to cities, the State 
directly or indirectly encourages growth. The State also enhances de
ve 1 opment by providing education, highways and roads, water resource 
programs, and job training programs. These constitute a foundation upon 
which cities can build a solid economy capable of future growth. Through 
its procurement policies, the State supports many businesses, thereby 
creating jobs and income in numerous areas. Finally, the State increases 
the amount of money flowing into ·Texas and enlarges local economic bases 
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by maintaining state parks, promoting Texas products, and encouraging 
business and industry to move to Texas. 

Each of these programs affects economic development in different ways 
and to a varying extent. Through education and training programs, the 
State influences development in two ways. First, the State can maintain 
a workforce able to meet the future needs of business and industry by 
providing quality education and training programs. Second, the existence 
of a well-educated, well-trained, and retrainable workforce may attract 
new businesses to the state. Texas must maintain, if not improve, the 
quality of its education and training programs in the future in order to 
affect economic development positively. 

Infrastructure also plays an important role in economic development. 
At present, a political consensus has yet to be reached in Texas about 
planning for future water needs and providing adequate sources of funding 
for future water projects. The State should work toward such a consensus 
if it wants to avoid disrupting development. While the State does invest 
heavily in highways and roads, which in turn has an effect on the economy 
of the state, the empirical analysis in this chapter could not confirm 
that faster-growing districts were receiving a relatively larger share 
of the investment. This suggests that planning efforts may need to become 
more sensitive to future economic growth prospects in various parts of 
the state. Another conclusion was that the maintenance of the existing 
highway system will undoubtedly become a critical issue in the near fu
ture. 

Direct state expenditures on numerous other programs also influence 
economic development. State grants to cities for development is one such 
program. As indicated above, Texas is below the per capita national state 
average for spending of this type. One avenue of greater state support 
of local economic development would be through increasing the size and/or 
number of its grants. In addition, since procurement policies as well 
as expenditures on tourism and parks also support economic development, 
the State could use these activities in promoting economic growth. 

This chapter has demonstrated that state programs affect urban eco
nomic development even though many of the programs were not designed 
specifically for that purpose. While a precise evaluation of each program 
could not be made for this report, it is clear that if the State chooses 
to pursue a serious policy of support for economic development, it will 
be necessary to coordinate these efforts, both within state government 
and with local governments. Local activities related to economic devel
opment are discussed in Chapter 4. 
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CHAPTER 4: 
STATE DERIVED POWERS OF LOCAL GOVERNMENT 

Local governments, as subdivisions of the state, derive most of their 
powers from specific delegations of authority contained in state stat
utes. In addition to summarizing the types of authority which have been 
granted to Texas localities, this chapter focuses on the extent to which 
these powers either facilitate or constrain the ability of these govern
ments to influence economic development, as well as the degree to which 
local governments use these powers. 

Divided into two major sections, the chapter begins with a discussion 
of the relationship between economic development and the powers of mu
nicipal government in the areas of of taxation, provision of infrastruc
ture, bonding authority, land-use incentive tools for growth, foreign 
trade zones, and employment and training. The second section deals with 
the powers and activities of the two most important nonmunicipal govern
ment entities: water districts and counties. 

I. MUNICIPAL GOVERNMENT 

A. Taxation 

To understand the importance of the impact of local government re
venue-raising powers upon economic development in Texas, it is necessary 
to appreciate two essential points. The first is that in addition to 
revenues specifically set aside for development, many other local taxes 
and fees may also have important indirect effects upon development. The 
second is that municipal governments in Texas rely on their own fiscal 
resources to a much greater degree than do most local governments in the 
United States. 

Dennis W. Carlton, in a recent econometric study of the effect of local 
government taxation on firm location decisions, noted that municipal 
taxes and fees provide many indirect benefits to development. He noted 
that taxes have a positive effect for firms because they are used to 
purchase new services. This effectively cancels adverse tax costs by 
providing benefits of new infrastructure and services to the public and 
to firms. He suggested that a community which offered a number of high
qual ity public goods funded by taxes would attract a large number of 
workers, resulting in falling wages, which would in turn make an indi
vidual community more attractive to new firms. Of course if tax revenues 
are not effectively utilized, there would be no attraction to workers or 
firms. (1) 

Funding efforts of municipal governments in Texas are characterized 
by a high degree of self-reliance and by a tendency toward low tax effort 
and tax limitation. These seemingly contradictory characteristics are the 
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result of a long period of prosperity in the state that has permitted a 
steady growth in local tax revenues despite limitations. 

The State of Texas provides some direct aid to local governments, as 
described in chapter 3, but this accounts for only 1 percent of total 
municipal revenue. This aid has declined by 19.2 percent between 1982 and 
1983, largely in response to a decrease in anticipated state revenue that 
affected all state spending.(2) Further participation by the State in the 
fiscal activities of municipal governments is limited to administration 
of optional sales and hotel occupancy taxes, and a limited sharing of 
revenue from the state gross receipts tax on liquor. As a consequence, 
the most important effects of state government on economic development 
are a result of the revenue powers the State grants to municipalities 
through the Texas Constitution and the General Laws of the State of Texas. 

B. Economic Development Aspects of Local Taxation 

In examining the role of local taxation in economic development, se
veral issues must be addressed. First, the State grants authority to 
local governments permitting the collection of several types of taxes. 
Some, such as the local sales and property taxes, have indirect effects 
on development, since they are used as general revenue sources to fund 
public goods and services.(3) Other taxes, including the Metropolitan 
Transit Authority Tax and the Hotel Occupancy Tax, are applied specif
ically for economic development purposes.(4) A third category, which 
includes the Alcoholic Beverage Gross Receipts Tax, consists of state 
taxes shared in part with local governments for general revenue purposes. 

Second, limitations on the taxing power of local government are also 
important to economic development. Texas places constraints on local 
taxation, including maximum limitations on tax rates based on the size 
and type of government of a municipality.(5) Property taxes are also 
limited by exemptions for homeowners, the elderly, and the disabled(6) 
and by provisions permitting citizens to reduce tax increases approved 
by local governments.(7) Municipalities, using powers granted to them by 
the State, have also limited their own taxation powers; ten municipalities 
have enacted such limitations since 1979.(8) Local tax efforts in Texas 
tend to be comparatively low; municipal tax rates were $331 per capita 
in 1980, somewhat below the national average of $381 per capita.(9) 

A third issue in municipal taxation is the local option nature of many 
taxes. Several types of taxes permitted by state law may be adopted by 
individual towns and cities only by voter approval. Municipalities with 
charters granted by the State have the power to impose taxes on specific 
businesses and occupations.(10) Transit and hotel taxes may be applied 
at varying rates, at the discretion of individual communities, or they 
may not be adopted at all. In addition, municipalities levy a variety 
of fees and charges for services; indications are that user charges will 
represent an important source of revenue in the future. 

Finally, sales taxes, the source of over 30 percent of municipal re
venue in Texas, not only affect economic development but are themselves 
highly sensitive to local economic conditions.(11) After three years of 
steady growth, sales tax collections suffered a noticeable decline in 
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Houston and El Paso in 1983, as a result of economic conditions. Houston 
was adversely affected by the recession conditions in the oil industry, 
while El Paso lost significant trade with Mexico because of peso devalu
ations and continuing economic problems. 

Statewide, sales tax revenue dropped by $21.7 million between 1982 
and 1983, according to the State Comptroller of Public Accounts.(12) Such 
decreases reduce the ability of local governments to respond to service 
needs within their communities, and thus contribute to the unattrac
tiveness of the local business climate of a depressed community. 

1. Local Taxation Authority . The basic authority for the taxation 
powers of local government is found in the Texas Constitution.(13) Local 
governments are permitted to levy and collect taxes so long as they are 
equal and uniform within the jurisdiction. 

2. The Local Property Tax. This tax is the most significant local 
revenue source in Texas, accounting for 84 percent of all local government 
tax collections in 1982.(14) The Texas Constitution and state statutes 
permit municipal use of property taxes, and limit the tax bases and rates 
for ad valorem taxes in several ways.(15) Some of these tax limitations 
are based on the size of the municipality.(16) 

The so-called "Truth in Taxation" provision of the Constitution(17) 
and the Property Tax Code forbid municipalities from raising taxes 
without first giving notice and holding public hearings on the proposed 
increase.(18) The Code also contains a provision permitting citizens to 
petition for referendum elections to repeal any increases approved by the 
municipality in excess of 8 percent of the previous year's tax rate.(19) 

Some local officials have expressed concern that this provision could 
represent a significant constraint upon their ability to meet future re
venue needs. A number of municipalities have enacted their own tax lim
itations, however, and some tax limitation referenda were held under local 
charter provisions even before the terms of the state law went into ef
fect. In all, ten Texas cities have enacted local tax limitations under 
the provisions of individual municipal charters since 1979, although one 
of those limits was overturned by the courts.(20) 

3. The Local Sales Tax. The second major source of mun i c i pa 1 tax 
revenue in Texas is the optional 1 percent retail sales tax, which ac
counted for 30 percent of local tax revenue in 1982.(21) Authority for 
the tax is found under the General Laws of the State of Texas, which 
permits adoption of a 1 percent retail sales tax by municipalities with 
approval by a majority vote of local citizens.(22) The law restricts ex
penditures of funds raised by the tax to general revenue purposes only. 
Consequently, the impact of the sales tax on economic development is an 
indirect one, since revenue is used to pay for the operating expenses of 
municipal governments. To the extent that high sales tax revenues help 
municipalities to maintain services at a level conducive to development, 
the sales tax may produce some incentives to development. 
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In such cases, though, other factors are likely to be more important 
as growth incentives or disincentives than the volume of sales tax re
venue. Depressed areas are less likely to attract new business than 
prosperous communities, no matter what the level of tax collection happens 
to be. For example, according to an analysis of city sales tax trends by 
the State Comptroller of Public Accounts, communities in regions most 
affected by negative economic conditions--including the slump in the oil 
industry, the devaluation of the Mexican peso, and problems in the agri
cultural sector caused by falling farm prices--suffered decreases in sa
les tax revenue.(23) Revenue dropped by 15.9 percent among municipalities 
along the Mexican border between 1982 and 1983. Tax collections in the 
oil-industry-dominated Gulf Coast municipalities dropped 4 percent during 
the same period.(24) 

By contrast, those areas of the state experiencing the most economic 
growth, the Dallas-Fort Worth area and the corridor between San Antonio 
and Waco, experienced increases in city sales tax collections in 1983 over 
1982 levels.(25) The volume of sales tax revenue reflects rather than 
causes the economic vitality (or lack thereof) of a city. 

Because the 1 percent city sales tax is piggybacked on the universally 
administered state tax, the importance of the sales taxes as a determining 
factor in economic development is limited. In other states which have a 
large proportion of cities which have not adopted the sales tax, retailers 
in jurisdictions with the tax are at a notable economic disadvantage in 
relation to enterprises in neighboring areas which do not impose the 
tax.(26) In Texas, the municipal sales tax has been adopted so widely that 
such an advantage scarcely exists, and the difference between a total 
sales tax of 4 percent and of 5 percent is so negligible as apparently 
to have no significant economic impact. 

Despite the inherently regressive nature of sales taxes (which in Texas 
is mitigated somewhat by exemptions for food, prescription drugs, and 
other items), the general public does not appear to object greatly to 
paying a tax at the point of sale. The United States Advisory Commission 
on Intergovernmental Relations surveyed public attitudes on taxation in 
forty-five states and found very little public resistance to sales taxes. 
In southern states including Texas, the Commission found that citizens 
polled indicated by a three-tci-one margin that they would prefer to pay 
higher sales taxes than to pay higher property taxes, regardless of the 
degree of regressivity of either tax. 

4. Metropolitan Transit Authority Taxes. The State permits Metro
politan Transit Authorities, which are organized as subdivisions of mu
nicipal governments, to levy an optional sales tax of up to 1 percent, 
subject to voter approval .(27) At present, the San Antonio Metropolitan 
Transit Authority levies a 0.5 percent tax, and the Houston Metropolitan 
Transit Authority imposes a 1 percent tax. The newly authorized Dallas 
Area Rapid Transit Authority was funded by a 1 percent tax, effective 
January 1, 1984. 

The transit taxes function as piggybacked sales taxes in the same 
manner as the municipal sales tax, with the same apparent lack of indirect 
effects on economic development. Nevertheless, as one of the few taxes 
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dedicated directly to an activity strongly linked to economic develop
ment, the transit tax represents an important financial contribution to 
the public goods offered by Houston and San Antonio, since it is a major 
source of · funds for their transit authorities. Houston's transit tax 
revenue grew from $129.8 million in 1980 to $166.7 million in 1982, before 
dropping to $157.8 million in 1983 (a reflection of local economic con
d i t i on s ) . San Anton i o 1 s tr an s i t tax co l l e ct i on s have en j o ye d steady 
growth from $16.9 million in 1980 to $23.5 million in 1983.(28) The major 
problem with the transit tax, as demonstrated by Houston's 1983 col
lections, is that it is sensitive to shifts in the local economy. Nev
ertheless, even with a drop in collections, the revenue available from 
the tax to the Houston Transit Authority is still substantial. 

5. The Hotel Occupancy Tax. This state tax is collected by the 
Comptroller of Public Accounts and shared with municipalities.(29) The 
tax is currently set at 7 percent on room charges for accommodations at 
hotels and motels, with an additional 3 percent permitted on a local op
tion basis by an act of the Sixty-eighth Legislature. Revenues from the 
existing 7 percent tax are shared, so that effectively a 3 percent tax 
on rooms is allotted to the State for tourist development purposes and a 
4 percent tax is allotted to municipalities for local development of 
tourist and visitor facilities. At the local level, state law permits 
use of the tax to furnish public facilities, to develop tourist activ
ities, and to promote the arts. The tax raised a total of $40.6 million 
statewide in 1983, a drop of 4.8 percent from the 1982 total of $42.4 
million.(30) Collections from the tax are relatively small, even in the 
large Texas communities that encourage the tourist and convention indus
tries, but are more than adequate as a source of funds for promotional 
purposes.(31) 

The tax functions almost as a user fee, since it uses a portion of 
the hotel and motel revenue of a community to promote activities aimed 
at attracting more visitors to the community. Collections have a direct 
relationship to tourist development, since the highest collections are 
from communities with the highest volume of visitors. 

6. Alcoholic Beverage Tax. Another state tax shared with municipal 
governments is the 12 percent gross receipts tax on alcoholic beverag
es.(32) Fifteen percent of the total collection from this tax is returned 
to l oca 1 governments for general revenue purposes. The effect, if any, 
on economic development efforts is of an indirect nature. 

7. Municipal Occupation Taxes, Fees, and Charges. Local charters 
permit municipalities to pass ordinances levying fees and charges for 
municipal services and utilities. The State of Texas also permits muni
cipalities to levy occupation taxes on certain businesses and individuals 
in the form of licensing fees.(33) The latter form of tax provides a small 
portion of municipal revenue, and is something of an anachronism. Fees 
and charges are used more widely, and are an important and growing source 
of revenue in municipalities that provide an array of services. Fees may 
become a more important revenue source in the future, particularly as 
municipalities reach the limits of their taxing capacity. In terms of 
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economic development, the ability to levy fees and charges will tend to 
favor those communities such as Austin and San Antonio that operate their 
own utilities and provide an array of services upon which to base charges. 

Texas has traditionally had a structure of municipal taxation that 
has encouraged communities to stand on their own in meeting their revenue 
needs. Direct state aid has always been limited and has declined in the 
past several years because of current economic conditions. State par
ticipation in meeting the revenue needs of local governments has been 
largely restricted to a limited sharing of the revenue and the adminis
tration of some taxes. Loca 1 taxes--rangi ng from the major sources of 
local revenue. property, and sales taxes, to the more minor taxes such 
as the hotel tax--have proved more than adequate to meet the fiscal needs 
of the state's co~~unit i es. 

The near future, however, presents some challenges to this system. 
The Texas economy has become very complex. with some communities experi
encing recession cona1~1ons while others are straining under un
precedented economic growth. The present tax system may be unsatisfactory 
for commur.ities that seek to neet the fi seal problems posed by these 
challenges. 

Property taxes are iimited by the constitution and by laws including 
a system of citizen-initiated controls that provide an incentive for local 
governments to keep taxes low; and a system of exemptions for the elderly, 
disabled, and a 11 homeowners. As the major source of local taxes, the 
property tax may soon be affected by a conflict between the pressure to 
limit tax increases and the pressure to increase revenues to meet the 
needs of rapid development. ~h2n that happens, municipalities may need 
to look elsewhere for fiscal resources, or they may have to restrict their 
levels of service. Thus, the powers a~d li~itations of cities with regard 
to property taxes play an indirect role in the development of the Texas 
economy. 

Similiar1y, local sales taxes, while acceptable to citizens and a re
l i ab 1 e and growing source of tax reVe'.Le during much of the past decade, 
have shown an acute sersitivity to 1c:al economic conditions. The irony 
of sales taxation is that when co ~ditions are depressed and revenue is 
needed to maintain infrastructure and public goods in order to promote 
economic recovery in a corn:-nun i ty, sales tax revenue is likely to drop 
precipitously. A positive feature of sales taxation is that as a community 
experie~:es rapid 9~owth, tax ~evenue is likely to grow proportionately, 
provid~ng a revenue source that has the potential of keeping pace with 
expanding ~o~m~nity demands for services. 

The use or tees a!ld charges sh0ws prcmi se for local governments in 
helping to maintain public goods a~d--in the cases of communities (such 
as Austin) that operate their own utilities--in generating considerable 
revenue. Fees, however. present several problems in meeting the revenue 
needs of co~~unities. Not all ca~munities are capable of operating some 
services in such a way as to subsidize other city operations. Should 
local taxes prove inadequate to meet future needs, then the ability to 
levy fees and char~es will tend to favor the development of those commu
nities that can p;ovide services most efficiently. Fees alone cannot 
replace tax revenue but can act as a supplement, unless fees for services 
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are raised to such a level that they either bring about citizen resistance 
or act to deprive the economically disadvantaged of access to services. 

Taxes that are related directly to economic development, such as the 
Hotel Occupancy Tax and the Transit Tax,, are significant sources of re
venue for developing communities. They are, however, limited in their 
effectiveness to those communities that are either large enough to main
tain a mass transit authority, or to those communities that have a sig
nificant tourist trade. They do not represent a complete answer to the 
revenue needs of all Texas municipalities. 

In the near future, Texas towns and cities may be forced to turn to 
state government for revision of their revenue powers in order to deal 
with their complex economic conditions, and perhaps to play a more direct 
role in meeting their fiscal needs. The impact of state laws on one of 
the responsibilities of municipal government which gives rise to a major 
part of these fiscal needs--the provision of infrastructure--will be ex
amined in the next section of the report. 

11. INFRASTRUCTURE and BONDS 

A. Infrastructure 

Provision of infrastructure is an important component of local gov
ernments 1 economic deve 1 opment efforts. In order to determine whether 
Texas municipalities are able to provide adequate infrastructure, it is 
necessary first to determine whether state laws have influenced the de
velopment of local infrastructure. The second aspect involves evaluating 
the development of Texas's infrastructure system, and the final part of 
the analysis involves the determination of other factors that influence 
infrastructure development. These considerations are important because 
the extent to which a municipality can provide infrastructure is a factor 
that firms take into account when deciding where to locate or expand 
production. Therefore, a municipality's ability to provide for infras
tructure is a vital element in its economic development. 

1. State Laws. The Texas Constitution and civil statute provisions 
regarding infrastructure determine what types of finance mechanisms 
should be used for specific infrastructure purposes and the procedures 
for issuing bonds, including specifications of voter approval, state ap
proval, and registration procedures. 

These statutory provisions differ depending on the type of infras
tructure: highways, roads, and streets; bridges; transit systems; air
ports; ports and harbors; sewer systems; water and drainage systems; solid 
waste disposal; utility systems; public improvements, parks, and public 
works.(34) There are four primary distinctions regarding these ten in
frastructure categories. Four categories are considered components of 
basic infrastructure: highways, roads, and streets; sewer systems; water 
and drainage systems; and solid waste disposal. Four categories are 
transportation related: bridges; transit systems; airports; and ports 
and harbors. Utility systems, although basic to a city's needs, are not 
always municipally operated; therefore, they are considered a separate 
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category. The last category is related to quality of life projects: 
public improvements, parks, and public works. 

Infrastructure laws distinguish between three types of local govern
ments: general law cities, home rule cities, and counties. General law 
cities are incorporated cities that have more than six hundred inhabitants 
or that have one or more manufacturing establishments within the corporate 
limits. Horne rule cities are incorporated cities that have a population 
over five thousand inhabitants and have adopted a city charter.(35) 
Counties, the large~t territorial division of local government within the 
state, will be addressed in another section of the report. 

Laws regarding highways, roads, and streets; water and drainage sys
tems; bridges; and utilities allow home rule cities more freedom than 
general law cities in financing mechanisms for these types of infras
tructure. The primary means of financing infrastructure for both types 
of cities is the sarne--the issuance of bonds. Statutes regarding infras
tructure do not appear to have restricted the economic development of 
Texas cities. The greater latitude given home rule cities derives largely 
from the practical consideration that these more highly populated rnuni
cipal ities have stronger infrastructure needs than general law ci
ties.(36) 

2. Infrastructure Systems. Attempts to eva 1 uate the adequacy of Texas 
municipalities' provision of infrastructure have fallen short; in spite 
of isolated efforts, Texas lacks a comprehensive inventory of the in
frastructure needs of municipalities. Planning For Infrastructure Needs 
in Texas: The Scope of the Problem by William Claggett of the University 
of Texas at Dallas is apparently the only statewide overview of both state 
o.nd local infrastructure needs.(37) Claggett's analysis of Texas local 
government infrastructure is based on a direct poll of seventy-four small 
cities (under ninety thousand population) and twelve large cities (over 
ninety thousand population). The following is a summary of the major 
points in this municipal infrastructure inventory.(38) 

The small-city survey results assessed past and anticipated expendi
tures (FY 1982, FY 1987, and FY 2000) for those types of infrastructure 
for which cities are primarily responsible: streets, water distribution 
systems, wastewater facilities, and drainage systems. In general, small 
mun i c i pa l it i e s i n d i cat e d stronger spend i n g pro j e ct i on s for FY 19 8 7 and 
FY 2000 for water distribution systems, drainage systems, and new street 
construction, but were unable to indicate future budgetary commitments 
for wastewater facilities. Anticipated revenue sources for new con
struction of water distribution systems, drainage systems, and wastewater 
facilities repair indicated increased user fee financing. This finding 
points to the strong likelihood that the costs of future expansions of 
underground water systems will be borne primarily by new users who will 
generally be served by Municipal Utility Districts (discussed more fully 
below).(39) 

The survey indicated that smaller cities were either simply not plan
ning for growth or were not aware of the magnitude of their infrastructure 
problems. Claggett found that cities not planning for growth were well 
under twenty-five thousand in population (28 percent), while cities 
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planning for growth had populations of twenty-five thousand to ninety 
thousand (68 percent).(40) 

The large-city survey provides a stronger assessment of past and an
ticipated expenditures. In general, large .cities realized the need for 
substantial infrastructure investments, but the full extent of this need 
was not known. Survey responses were inconsistent and incomplete. They 
failed to explain spending increases and decreases. For this rea~on, a 
more concerted inventory-planning program is needed to avoid random and 
inadequate need projections. Claggett summarized the local government 
survey as follows: 

The collective inability among local officials to respond toques
tions concerning their current and future infrastructure 
needs--particularly among smaller cities and towns--demonstrates a 
local information gap every bit as large as and perhaps more sig
nificant than the revenue gap. Yet much of the brunt of i nfras
tructure planning and provision is the responsibility of local 
government.(41) 

Although Claggett recognized that local government spending accounts 
for over half of total government spending on infrastructure systems, he 
recommended that regional councils of government assist in planning and 
management of infrastructure systems. The intent of regi ona 1 counc i 1 
coordination is elimination of data-gathering difficulties. The low city 
response rate (20 percent), coupled with inexplicable fluctuations in 
large-city spending, made the interpretation of the data difficult, par
ticularly in attempting to form generalizations. Nevertheless, extrapo
lation of the county and city data indicated that Texas local governments 
will need to finance $80 billion in infrastructure costs.(42) Given that 
state government will only have to finance $70 billion during the same 
period and that the State relies primarily on current revenue, it is clear 
that 1 o ca l governments ( re 1 y i n g 1 a r g e 1 y on bond f i nan c e ) are i n a more 
precarious position than the state government with regard to meeting fu
ture financial needs. 

3. Other Factors Influencing Infrastructure Development. A study 
conducted by Peter Wilson, The Future of Da 11as 1 s Ca pi ta 1 Pl ant, which 
assessed Dallas's infrastructure condition over a three-year 
period--(1976-78), found that the street, sewer, water, and transit sys
tems in Dallas were in good condition because of the high quality of 
maintenance.(43) Other factors contributing to this high rating included 
the relatively young age of the systems, heavy capital investment, and a 
favorable weather climate. In addition, the City of Dallas financed most 
capital investment by issuing voter-authorized bonds, which were favora
bly received because of the following factors: 

• Voters were willing to approve most proposed bond issues. 

• Both of the national bond rating services assigned Dallas the highest 
possible ratings for its general obligation debt. 

• State-imposed debt limits were not tight enough to constrain debt 
issuance. 
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• Nearly all public investment was in new facilities with long service 
lives, and was thus appropriate for bond financing. 

Wilson determined that Dallas demonstrated that public infrastructure 
could be developed, built, and maintained well with reasonable debt and 
tax burdens. This success, however, would not be possible without an 
expanding tax base, public support for capital projects, and the ability 
to take advantage of new technology for maintenance and the monitoring 
of plant conditions. Interviews with public works finance managers in 
eight other Texas cities revealed that these managers also considered 
voter approval and bond ratings to be extremely important in the provision 
of an adequate infrastructure. The foremost difficulty in suggesting that 
Texas cities emulate Dallas's infrastructure development practices in
volves financial constraints. Most Texas cities do not have an expanding 
tax base comparable ~o that of Dallas. Cities could, however, implement 
sound planning and financial management practices by degrees, depending 
on their financial condition. 

B. Bonds 

As indicated in the previous section, bonds provide a primary means 
of financing infrastructure expenditures and account for a major portion 
of municipal borrowing. Must municipal infrastructure needs are for ex
pensive, durable facilities which are basic to the economic growth of 
cities~ and demand considerable financing that is best met on a long-term 
basis. 

1. State Laws. The Texas Constitution and civil statutes determine, 
~o some extent, a municipality's ability to incur debt.(44) Texas muni
cipalities face few debt restrictions, while counties are authorized to 
issue debt up to 25 percent of the locally assessed value (LAV) of pro
perty.(45) The state co~stitution and statutes authorize cities and 
counties to issue bonds. stipulate procedures for bond issuances by set
ting bterest lim~ts, state whether voter authorizations are necessary, 
and prohibit cities and counties from financing private ventures. Al
though general law cities face more restrictions, they do not require the 
same pow~rs as larger, often growing, communities whose homerule charters 
allow them to plan and direct growth. 

A significant statutory change occurred during the Sixty-seventh Leg
islative session; Article 717k-2 was amended to increase the interest rate 
ceiling from 10 percent to 15 percent in response to national bond market 
pressures that restricted the economic growth of Texas municipalities. 
~hen national bond interest rates rose above 10 percent, Texas experienced 
ar. ~nabi1ity to market municipal bonds competitively. This caused the 
Texas legisla-:ure to incr-ease the statutory limitation on interest rates 
thus allowing Texas municipalities to compete in the national bond mark-

+ (4r) e ..... o 

2. Assessment of Bond Market. Trend data on local government debt 
are generally aggregated on a statewide basis by the State Comptroller's 
Office. This agency's June 1981 issue of Fiscal Notes provided a succinct 
s~~~ary of r~nicipal bond activity in Texas during 1973-80: 
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The high int~rest rates that prevailed from calendar year 1974 
through the first half of 1976 helped keep a lid on bond activity. 
When interest rates began to fall in late 1976, bond sales increased 
but tended to stay at steady levels. This trend changed markedly 
beginning with fiscal 1979 as sales levels began to fluctuate wildly 
from month to month. This phenomenon resulted from two competing 
market pressures. On the one hand, rising interest rates made the 
use of debt financing less attractive, and many Texas governments 
attempted .to stay away from the bond market. On the other hand, 
the continued influx of people and businesses into the state made 
it necessary for many jurisdictions to enter the bond market to fund 
capital improvements.(47) 

A report recently authored by Arthur Ziev provides a more detailed 
account of debt trends among Texas cities and is apparently the only study 
thus far which has analyzed municipal debt by size of city in Texas.(48) 
The three categories of municipalities include small cities (less than 
50,000 population), medium-size cities (50,000-250,000 population), and 
large cities (over 250,000 population). The analysis of small cities is 
based on a random sample of twenty-five cities, while the medium- and 
large-city analysis is based on all Texas cities in those population ca
tegories.(49) The data source on outstanding debt is the Texas Municipal 
LeagU'e 1 s annual survey of local government debt. 

Ziev found that the financial condition of small cities appeared sound. 
Medium-size cities, in general, managed debt properly and could increase 
their debt levels without adverse effects to their fi nanci a 1 heal th. 
These encouraging findings were, however, tempered by several potential 
problems. Data for twenty-seven cities indicated that a raised debt level 
could be imprudent; two of these cities indicated possible financial 
difficulty with present debt levels. Large cities did not appear to be 
in financial trouble. Two of the six cities indicated, however, that po
tential financial problems could be associated with high or unusual debt 
indicators. 

The significance of credit ratings also relates to Ziev 1 s three cate
gories of cities.(50) Texas's smaller local governments with lower credit 
ratings and weaker financial bases faced higher interest costs as interest 
rates rose, resulting in less bond activity by municipalities under fifty 
thousand population. Medium-size-city and large-city credit ratings were 
generally stable and had increased bond activity: thirty-three medium and 
large cities found it necessary to enter the bond market to fund capital 
improvements for growth. 

Large cities may soon be faced with an added rating variable: the es
tablishment of an emergency fund to cover unexpected crisis situations 
that may be encountered by cities when recovering from the financial 
pressures caused by natural disasters.(51) Dallas and Fort Worth were 
able to recover from the financial pressures caused by the effects of the 
1983 severe winter because of the existence of an emergency fund. This 
fund provided for emergency street and waterline repair that would oth
erwise have required increased local taxes (or possibly state or federal 
assistance). Emergency funds should be built by degrees, in a logical 
and planned fashion, rather than rapidly at the expense of other pro
grams.(52) 
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3. Bonds and Infrastructure Development. Because 1oca1 government 
infrastructure development is heavily reliant on municipal bonds, the 
analysis of these two topics is combined. Firms considering new locations 
will assess a municipality's ability to provide infrastructure services. 
Hence, those cities which have tended to provide these services adequately 
are more attractive to firms and more likely to experience growth. In 
this sense, bond ratings are an element of economic development. Munic
ipal ability--or inability--to finance a a collective $80 billion future 
infrastructure debt will depend on financial determinants related to mu
nicipal bonds rather than on state laws. 

Cities most likely to plan for infrastructure development are those 
receiving population inflows. Cities least likely to expand or improve 
infrastructure are those with dwindling populations or little change in 
population, a characteristic of general law cities. The Ziev and Claggett 
reports, which provide the most conclusive data to date, suggest that 
cities with populations over 250,000 are in the most favorable position 
to increase debt. These cities are also more likely to have capital in
vestment plans for the purpose of projecting infrastructure needs. In 
contrast, smaller cities between 25,000 and 90,000 also plan for infras
tructure development, but those with populations between 25,000 and 
50,000 have better financial positions than those between 50,000 and 
90,000 in population because the latter's growth demands may already -have 
strained financial resources. 

The extent to which cities may want to encourage growth will obviously 
depend somewhat on the degree to which development has already overbur
dened their infrastructure system and on their financial condition. For 
those localities which want to encourage growth, however, numerous mech
anisms for stimulating such development are legally permissible. In the 
next section of this report, some traditional activities of cities which 
have the potential to facilitate economic growth are examined. 

Ill. STATE-DERIVED POWERS RELATING TO ZONING, ANNEXATION 
AND EMINENT DOMAIN 

Texas cities have been delegated the legal authority to pass zoning 
ordinances, annex land, control development, establish industrial dis
tricts, and exercise eminent domain in order to manage and control pat
terns of land use within their sphere of authority. Such contra l can 
impede or accelerate economic development depending on how it is exer
cised, or it can have no influence whatsoever. In order to assess the 
utilization of these potential tools for economic development, the nature 
of their statutory authority was examined. The ways in which Texas cities 
exercise these powers either to promote or retard economic development 
was explored by interviewing city planners in nine major Texas cities. 
The cities selected represent a diverse group geographically and in terms 
of fiscal capacity.(53) 

A. Zoning 

Zoning ordinances in Texas permit cities to regulate the purpose of 
land use by designating districts as residential, office, commercial, and 
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industrial, and by specifying varying levels of intensive use within each 
type. They also permit cities to regulate within zoning districts the 
height, number of stories, and size of buildings; the percent of a lot 
that may be occupied; the size of yards, courts, and other open space; 
the density of population; and historic preservation. Also, they permit 
cities to restrict or prohibit development.(54) Thus, every aspect of the 
power to zone has the potential to affect economic development. For ex
ample, the imposition of restrictive residential zoning throughout the 
undeveloped areas in a community would prohibit the construction of a 
commercial or industrial facility. Conversely, the effective use of 
commercial and industrial zoning for districts near good transportation 
facilities enhances economic development. 

The only city in Texas without a zoning ordinance is Houston, the 
state's largest city. Of the other eight cities surveyed, city planners 
in slightly more than half tended to view their ordinances as promoting 
office, commercial, and industrial development. Only three of the eight 
cities reported ever having rezoned land for commercial or industrial 
purposes, however, and only two of these (one-fourth of the eight cities) 
said they actively recruited these projects in joint efforts with other 
groups (such as the chamber of commerce or the Governor's Office). More
over, few jobs were created by this rezoning. Certainly, most Texas ci
ties are not actively using their zoning powers to recruit businesses and 
promote economic development. 

B. Annexation and Control of Extraterritorial Jurisdiction 

The Texas Constitution is extremely specific with respect to annexa
tion, that is, the incorporation of land formerly outside the city limits 
into the city. A city may annex up to 10 percent of its area each year. 
If it does not annex the entire 10 percent in a given year, the amount 
can be accumulated up to a maximum of 30 percent in one year.(55) Areas 
to be annexed must lie within the city's extraterritorial jurisdiction 
(ETJ) and be continuous to the existing city limits. 

Before the adoption of the 1963 annexation act, a city could annex land 
up to the city limits of another city. In 1963 the Fifty-eighth Legis
lature tied annexation to the concept of extraterritorial jurisdiction. 
The 1963 law specifies the ETJ of cities of various sizes, ranging from 
one-half mile for cities of less than 5,000 to five miles for cities over 
100,000.(56) Provisions for overlapping ETJs were also made. They are 
apportioned in the same ratio as the cities' respective populations. 

Just as the city's powers to annex are clearly defined, the responsi
bilities which accompany annexation are equally clearly defined. All 
areas annexed by a city must receive urban municipal services within two 
and one-half years of annexation.(57) Thus, in deciding whether or not 
to annex a developing or undeveloped area within its ETJ, the city must 
examine the benefits in terms of increased tax base and land use manage
ment controls against the costs of providing fire and sanitary services, 
street maintenance, police protection, utilities, and urban amenities 
such as parks and libraries. It is clear that annexation is not always 
economically advantageous. 
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Annexation theoretically provides cities with a way to grow, expand 
their tax base, and attract new development by providing urban services. 
However, in terms of the relationship between the power to annex land and 
ecnnomic development, annexation does not seem to be used as a tool for 
economic development at the present time. Only seven of the nine cities 
surveyed had sizable ETJs. Two cities, Dallas and Irving, are already 
surrounded by other communities and therefore have limited annexation 
powers. Only two of the remaining seven cities with ETJs annexed more 
than one square mile of land in any one year, and only one of these re
ported an aggressive and positive annexation policy. The others annexed 
very small amounts. In all seven cities, the purpose of annexation was 
unclear. Most of the land annexed in the last five years was either un
developed or of mixed use. 

One-third of the cities specifically annexed land for commercial or 
industrial development. In each case, annexation was sought by the pro
ject developer in order to obtain municipal utilities rather than being 
actively initiated by the cities themselves in order to promote economic 
development. Perhaps somewhat significantly in terms of assessing the 
re 1 at i onshi p between annexation and economic deve 1 opment, none of the· 
planning officials in any city knew how many new jobs had been or would 
be created by these projects. This suggests that city planners do not 
perceive much relation between annexation and job development and that 
annexation is not being utilized to promote economic deve 1 opment in a 
majority of the cities. 

All Texas cities have the power to designate industrial districts in 
their ETJs that are free of taxation for seven years.(58) Creation of 
such districts is another way cities could stimulate economic develop
ment. This seems to be the most underutilized tool of all. A planning 
official of one of the largest cities in Texas did not even know that such 
a practice was legally possible. Of the seven cities surveyed which had 
ETJs, only one city has actively pursued this technique. Its purpose was 
to permit development outside its city limits in order to stimulate in
dustrial development. These districts will result in the creation of over 
fourteen hundred new jobs in this city. A second city has utilized this 
device in lieu of annexation in order to provide fire protection in its 
inner harbor to businesses already in existence. A third city designated 
an industrial district, but it was never used. The remaining cities have 
never attempted to use this tool for economic development. 

C. Eminent Domain 

The use of eminent domain as a tool for economic development is cum
bersome, time consuming, and expensive. Eminent domain gives Texas cities 
the power to acquire property from individuals for various public purposes 
through specific legal procedures.(59) Cities may only act to acquire 
property by eminent domain proceedings (condemnations) after they have 
attempted and failed to reach an agreement with the landowner.(60) Be
cause of the lengthy and expensive nature of the eminent domain process, 
its relationship to economic development was thought to be a weak one. 
This proved to be the case. None of the nine cities examined used this 
tool to obtain parcels of land for central business district development. 
Their use of eminent domain was restricted to utility easements, street 
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rights-of-way, site selection for facilities, and other infrastructure 
improvements outside the central business districts. 

To summarize these findings, there appears to be little or no re
lationship between the use of zoning, annexation, designation of indus
trial districts, and utilization of eminent domain and the promotion of 
economic development in the nine cities surveyed. In the absence of a 
strong positive relationship between economic development and the powers 
granted to Texas cities by the Texas Constitution to regulate land use, 
there is a strong inference that few Texas cities are utilizing the powers 
they now possess to regulate land use in order to promote economic de
velopment. It is not clear whether this has happened because these tools 
are unnecessary, or whether they represent untapped and overlooked re
sources. 

Mechanisms available for the stimulation of economic development at 
the local level are not limited to these traditional powers of Texas ci
ties. The following section will focus on options which have become 
available to municipal governments in the past few y~ars. 

IV. LOCAL ECONOMIC DEVELOPMENT INCENTIVE TOOLS 

A. Recently Created Local Economic Development Incentive Tools 

Since 1979, the Texas legislature has passed several pieces of legis
lation which have a potential effect on local economic development. These 
acts have enabled Texas cities to provide various incentives to promote 
the development and/or redevelopment of targeted areas in the community. 
Below, four mechanisms through which cities may offer financial incen
tives to encourage development are discussed: industrial development 
corporations, tax abatement, tax increment financing, and enterprise 
zones. 

1. Industrial Development Corporations. In June 1979, the Texas 
legislature passed the Industrial Development Corporation Act. This Act 
granted cities the authority to create nonprofit industrial development 
corporations (IDCs) which can issue tax-exempt revenue bonds to finance 
commercial and industrial projects. As of July 1983, the Texas Economic 
Development Commission had 359 IDCs on file, most of which have issued 
bonds.(61) Three issues currently surround the use of industrial revenue 
bonds (IRBs): (1) what type facilities should have access to them, (2) 
whether their use is being abused, and (3) whether the use of such bonds 
attracts industry. 

The intent of this legislation was to limit the IDC to the role of 
conduit for financing of projects which benefit the public purpose of the 
authorizing entity.(62) The proceeds of IRBs issued by the corporation 
may be loaned directly to the user or may be used by the corporation to 
build or finance a project which will then be leased or sold to the user. 
The IDC may not own and operate a project. 

The IRBs issued by the IDCs are typically sold to banks, savings and 
loan institutions, mortgage companies, and other conventional lenders. 
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Since the bonds are issued by an eligible nonprofit corporation, the 
buyers pay no income taxes on the interest earned. Hence, the corporation 
is able to borrow money at below-market rates. Subsequently, companies 
using an industrial development facility pay interest rates substantially 
below non-tax-exempt, long-term lending rates. 

The concern over what type firms should have access to IRBs stems from 
the argument that the public purpose is not served by nonindustrial 
(commercial) uses of the bonds.(63) The federal law allows each state 
to determine eligibility for financing, and the degree of restrictiveness 
varies among the states. In Texas, commercial issues are reserved for 
city-designated blighted areas, or federally designated economically 
distressed counties with populations under fifty thousand.(64) 

Although manufacturing facilities are still the most widely eligible 
projects, the use of commercial projects is on the rise. "The trend to
ward commercial usage is largely explained by the increasing potential 
for job creation in that sector .... In contrast, manufacturing enter
prises, in general, have shown a decrease in labor intensity because of 
the greater reliance today on technological advances to increase produc
tion."(65) Thus, the argument that commercial IRBs do not serve a public 
purpose may be incorrect. 

An analysis done by TEDC in 1983 indicated that the net taxes generated 
by a typical project in each of the four major commercial categories are 
substantial.(66) TEDC also estimated that these projects will produce 
in excess of 4,500 permanent jobs and an additional 4,500 jobs in sup
porting industrial and commercial enterprises.(67) 

The second issue to be addressed, then, is abuse of the law. Critics 
often cite the use of IRBs by large, highly profitable firms that could 
obt~in financing through conventional means. Of course, it could be ar
gued that such deviations from the spirit of the law are not really det
rimental to society, since prices of the products produced by these firms 
may be lower as a result of the cheaper financing, although there is a 
loss of federal tax revenues. Such abuse, however, may not be a rea 1 
concern in Texas. Eleven of eighteen (61 percent) firms responding to a 
TEDC survey of commercial projects indicated that the project would not 
have been started without the use of IRB funds; 74 percent agreed that 
the project would have taken longer to complete without IRB financing; 
and about 36 percent of the firms used a combination of financing.(68) 

Another concern related to abuse or, more precisely, overuse of IRBs 
is that the foregone federal tax dollars may eventually lead to increased 
taxes for others. Similarly, some worry that the loss of revenue at the 
federal level threatens all tax-exempt bonds, which if curtailed would 
increase the debt service levels of municipalities. IRBs also are per
ceived by some as a threat to municipal borrowing power. The fear is that 
municipal bonds will be crowded out of their communities' bond markets. 
In response to such worries, proposed changes in the federal law include 
a sunset provision for the tax exemption of all small issues.(69) 

The final concern is whether IRBs attract new industry. A survey of 
fifty IDCs conducted by TEOC found that 30 percent of the thirty re
sponding IDCs were formed to attract new business. Since formation, 
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however, over 85 percent view their function as providing incentives to 
the location of new businesses and assisting growth in their area. 
Moreover, 17 percent reported that the potential for IRB financing gave 
their community a competitive edge.(70) Of course, if all communities 
utilized this incentive, a competitive advantage would not accrue to any 
city. 

2. Tax Abatement. In 1981, the Sixty-seventh Session of the Texas 
Legislature ratified the Property Redevelopment and Tax Abatement Act. 
The voters of the state later approved an amendment to the Texas Consti
tution which granted cities, towns, and other taxing units the power to 
abate ad valorem property taxes in certain instances. 

Under the Act, the governing body of any incorporated city or town may 
designate an eligible area within its boundaries as a reinvestment 
zone.(71) The governing body is then authorized to enter into contractual 
agreements with the owners of taxable property in that zone to exempt all 
or part of the value of the property from taxation. This is done on the 
condition that the property owner make specified improvements or repairs 
to the property, in conformance with the comprehensive plan of the city. 
The designation period may not exceed fifteen years, at the end of which 
the property returns to the tax rolls at its full appraised value and at 
the full tax rate.(72) 

Since no property taxes have been abated in Texas pursuant to the en
abling legislation, one must examine this incentive's effectiveness in 
other states. Abatement legislation has been passed in several states 
including Ohio, Massachusetts, Wisconsin, New York, Pennsylvania, Michi
gan, and Missouri. Like Texas, however, there is no requirement for a 
reviewing agency to approve abatement contracts in these states. Hence, 
much of the information available deals only with the major legislative 
provisions in each state. 

One study of tax abatement was conducted in the City of St. Louis, 
Missouri. The real estate property tax in St. Louis is a relatively minor 
source of income to the City. Its receipts represented only 8.1 percent 
of the City's total revenue for FY 1977-78.(73) As a result, St. Louis's 
revenue base is sufficiently di verse to recoup, through nonproperty 
taxes, the revenue foregone through property tax abatement. Largely for 
these reasons, property tax abatement in St. Louis has resulted in posi
tive net gains to the City's revenue. The structure of the revenue base 
in St. Louis is, however, such that its findings may not be applicable 
to Texas cities. 

It is argued that even if abatement benefits do not result in positive 
net revenue gains, the probable alternative for most cities is to buy the 
land, clear it, and sell it at a loss. Thus, proponents contend that 
cities have little to lose by granting abatements in blighted areas. 
Dollars invested are not the sole criterion for measuring effectiveness, 
however. Tax abatement as a development incentive must also be consid
ered. 

Many critics argue that tax abatements do not cause development; they 
contend that the same development would have occurred with or without tax 
abatement. This theory is illustrated by the findings of the Council of 
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State Planning Agencies of the National Governors Association, which 
concluded that 11 tax incentives have had little effect in attracting com
mercial development. 11 (74) Numerous other studies have found that factors 
such as the availability of raw materials, proximity to markets, trans
portation access, and labor pools dominate the location decision process, 
and that local taxes are generally of little significance in comparison 
with these overriding cost considerations. 

The significance of the tax cost e 1 ement is reduced further by the 
deductibility of state and local taxes from federal corporate income 
taxes. Thus, higher property taxes reduce federal income tax liability. 
This fact also takes credence from the argument that property tax abate
ment addresses an inherent deficiency in the property tax itself--the 
tendency to discourage reinvestment in new improvements. Nevertheless, 
studies do suggest that local property tax differentials can be a swing 
factor in favor of one location over another, once a particular metro
politan area has been selected.(75) 

While it is clear that the City of St. Louis has had success with its 
tax abatement efforts, we cannot draw a sound inference as to the effects 
the same efforts would have on Texas cities since they rely much more 
heavily on the property tax for municipal revenues. It is not clear 
whether this economic development tool has not been used in Texas because 
of expected negative consequences or because economic conditions have 
made it unnecessary in most areas in the past. 

3. Tax Increment Financing. Along with the Property Redevelopment 
and Tax Abatement Act, the Tax Increment Financing (TIF) Act of 1981 be
came law in November 1982 after passage of a constitutional amendment. 
Under this incentive, a city can finance certain public projects in tar
geted areas. The assumption is that these projects will make the area 
attractive enough to induce private investors to improve their property. 

To finance these projects, municipalities freeze property tax assess
ments for all overlapping districts at the value for the year in which 
the zone was designated a tax increment district (TIO). The value of this 
assessment forms the tax increment base for the zone. Each taxing au
thority continues to collect revenues on the base amount. Any increase 
in the ad valorem tax then accrues to the municipality, and is earmarked 
for the tax increment fund. Money in the tax increment fund may be used 
for di re ct financing of renewa 1 projects (the 11 pay as you go" method), 
or it may be used to service bond debt and interest.(76) This amount is 
known as the captured appraised value. The bonds, which are tax exempt, 
are payable only out of the tax increment fund. 

One important aspect of tax increment financing projects is that they 
are market oriented; the marketability of tax increment bonds depends on 
the likelihood of their becoming profitable. This has led to a contro
versy over whether only blighted land should be included in TIDs. De
signing zones to include some expensive property virtually assures an 
increase in the value of the district, and thus makes the bonds more 
marketable.(77) 

Such deviation from the spirit of the 1981 law was one of several 
factors which led to the passage of Senate Bill (S.B.) 641 by the legis-
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lature in 1983, which imposed numerous reforms on the 1981 Tax Increment 
Financing ·Act. The most significant was the addition of a 11 but For 11 

clause, which states that tax increment financing development may only 
occur if a city finds 11 that [growth in a TIO] would not [otherwise] occur 
solely through private investment in the reasonably foreseeable fu
ture .11( 78) 

No tax increment financing projects a re now under development, but 
several cities have created tax increment districts.(79) These include 
Houston, Galveston, Waco, Corpus Christi, Beaumont, and Be 11 a ire. Port 
Arthur created two TIOs in 1981, rescinded each of them under county and 
school district pressure, and has since recreated them. In 1980, Laredo 
also established a TIO, but no final project plan was ever formally 
adopted. Finally, El Paso was one of the first Texas cities to establish 
a TIO in 1979. The use of school taxes in tax increment financing, how
ever, is currently in litigation there.(80) 

Many of the issues important to our analysis of tax increment financing 
are similar to those surrounding tax abatement. Since the use of TIF has 
been more widespread, however, several additional controversies have 
arisen. These will be the focus of this section. 

Two areas that have become of particular concern involve jurisdic
tional equities and abuses of the law. With reference to the latter, the 
Wisconsin Legislative Audit Bureau found two major types of abuse of the 
law--TIF was used where growth would have occurred anyway, and was used 
to fund projects not directly related to economic development.(81) The 
Bureau also found several instances of abatement being used where it was 
not necessary. Most of these dealt with the inclusion of vacant land in 
TIOS.(82) Abuse of this sort has been evidenced in Texas as well. For 
example, the newly recreated TIDs in Port Arthur consist largely of va
cant land. 

No abuse of TIF by including unrelated projects has been identified 
in Texas, since no project plans have been implemented to date. The 
reason for this inactivity is related to the other concern--jurisdic
tional equity. While cities claim that any jurisdiction that will benefit 
from increased property values ought to share in the improvement costs, 
school districts (as well as other jurisdictions) are more dependent on 
property taxes than cities, and fear that a freeze on such taxes could 
damage their financial integrity. Furthermore, the law grants the au
thority to create TIDs solely to cities. Yet it is school districts, who 
often have higher tax rates than cities, that become the major contributor 
to TI F funds. 

As previously mentioned, this potential inequity has resulted in lit
igation in El Paso. Subsequently, bond counsels have advised several 
Texas cities against implementing their project plans until a decision 
has been made in the El Paso case since the outcome may adversely affect 
the marketability of the TIF bonds. 

Another situation which could hamper the use of TIF involves inflation 
and tax limitations. Since inflation directly affects property values, 
a drop in the inflation rate may mean that incremental increases in tax 
receipts wi 11 depend to a greater extent on increases in propert~ tax 
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rates. However, limitations on tax levies, which have already been im
posed in a number of Texas cities, could severely restrict the use of TIF. 

One . further criticism of TIF is that cities may be forced to create 
TIDs to "keep pace" with neighboring cities. Taxes paid by property 
owners do not necessarily change under TIF, but the loss of revenue in
creases from a TIF could cause tax rates to increase across the juris
diction. Although studies have established that local tax considerations 
play only a minor role in location decisions, officials from four of 
fourteen states surveyed felt that competition, regardless of need, mo
tivates TIF in their cases.(83) 

Despite each of these concerns, TIF has proven a more popular tool than 
tax abatement. Although TIF requires bond counsel services and a bigger 
investment of staff time, the actual tax-dollar cost to a city is about 
the same under both incentives. However, TIF may be more advantageous 
to developers because the federal tax deductibility of the property tax 
reduces its impact as a cost factor while the city provides more facili
ties or amenities in the TIO than could be provided if taxes were abated 
and thus not available for TIO use. 

4. Enterprise Zones. In May 1983, the Sixty-eighth Regular Session 
of the Texas Legislature approved the Texas Enterprise Zone Act. This 
gave local governments the authority to nominate qualified areas as en
terprise zones, create a state Enterprise Zone Board, allow state and 
local tax and regulation exemptions for businesses locating in the zones, 
and promote neighborhood self-help associations. 

Under the Act, two types of zones, urban and rural, and two levels of 
zones, local (Level I) and state (Level II), were established.(84) Au
thorization of the Level II zone, in which federal and state tax ex
emptions would be authorized, has not yet been approved by Congress.(85) 
State participation in local zones is limited to authorizing lower city 
taxes and fees and lifting state regulations to increase local autonomy. 
Local governments can refund local sales and use taxes to retailers to 
purchase equipment, machinery, or materials for remodeling, rehabili
tation, or construction within the zone . In addition, local governments 
can suspend zoning, licensing, or building codes, subject to restrictions 
set by statute.(86) 

Both Level I and Level II zones qualify for tax increment financing 
and tax abatement, and businesses qualify for industrial development 
bonds. Enterprise zones also double as foreign trade zones, where busi
nesses can assemble, store, process, and display goods from abroad without 
paying tariffs. (These are discussed more fully below.) Having only 
become effective September 1, 1983, however, no enterprise zone des i g
nat ions have been made yet in Texas. 

Great Britain pioneered the concept of enterprise zones in 1981 with 
the designation of thirteen zones. What the British experience seems to 
suggest, as reported in the Urban Lawyer, is that "substantial federal 
aid is the sine qua non of a successful enterprise zone program. Tax 
breaks and regulatory simplification alone are not enough."(87) Yet, the 
United States federal government is offering no new money to provide for 
new or increased services and infrastructure in these zones. 

145 



Moreover, the accounting firm of Coopers and Lybrand recently per
formed a study of i ncrementa 1 effects of federa 1 enterprise incentives 
on the cash flow of various firms. They found that although the incen
tives generate cash flow benefits for all firms studied, incentives have 
their greatest impact during the third to sixth years of a firm's exis
tence!(88) This is so because the relevant features of the 
administration's proposal are wage and investment credits, which could 
not be used during the first year for any of the firms analyzed.(89) 

According to National Journal, regulations are probably more relevant 
to location decisions than federal taxes, but state and local regulations 
are far more important than those at the federal level .(90) Furthermore, 
cities can provide other tax (property and sales) incentives, which can 
be taken advantage of sooner. Thus, one begins to question the need for, 
and appropriateness of, federal enterprise zone legislation. 

In conclusion, it appears that tax incentives alone may not have much 
of an effect on firm's location decisions. Moreover, the effect that is 
realized by such incentives is extremely hard to determine. Thus, tax 
abatement and tax increment financing may not be appropriate tools to 
encourage economic development. Enterprise zones, on the other hand, are 
more comprehensive. It appears, however, that both the proposed federal 
legislation and the existing Texas legislation are geared toward large 
businesses which provide relatively fewer jobs per dollar of investment 
than small businesses. Therefore, although the enterprise zone concept 
may be more favorable than tax incentives alone, it is important that the 
incentives offered be attractive to the firms that have the greatest ef
fect on economic development. 

Finally, it appears that of the four tools discussed, industrial de
velopment corporations have the most to offer a community in terms of net 
taxes generated and employment. Although there are some valid concerns, 
it is not clear that the use of IRBs will actually have any detrimental 
effect on federal tax revenues, municipal borrowing power, or on economic 
development in Texas communities. But in any event, the tool effecting 
capital seems to be more effective than the other tax-related tools. 

Below, we examine a development tool whose effects extend beyond the 
local community to international trade and commerce. This tool, the 
foreign trade zone, may contribute significantly to employment and pro
duction of goods outside as well as within a local economy. 
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V. FOREIGN TRADE ZONES IN TEXAS 

On June 18~ 1935, the Seventy-third United States Congress passed the 
Foreign Trade Zones Act 11 to encourage foreign commerce. 11 The Act was de
signed to stimulate international trade and thereby create jobs in the 
United States by relaxing import/export levies and regulations in desig
nated areas called foreign trade zones (FTZs). To provide more flexibility 
for the FTZs, an amendment to Public Law 397 passed by the Eighty-third 
U.S. Congress in 1950 permitted manufacturing in the FTZs, increasing 
their potential for contributing to the national economy.(91) 

Foreign trade zones are secured areas legally outside a nation's custom 
territory. The zones are operated as public utilities chartered by states, 
political subdivisions, or corporations for the purpose of attracting and 
promoting international trade and commerce. FTZs are usually located in 
or near customs ports of entry, industrial parks, or terminal warehouses. 
Until the past decade, there were only about fifteen FTZs devoted mainly 
to seaport terminal operations. In the past few years, however, as costs 
of production in the United States have become more comparable to those 
in other industrialized countries, and with the containerization of cargo 
on shipments to inland ports, FTZs have become more versatile and widely 
available. By 1983 the United States had approximately ninety-four FTZs, 
although more than half of these were inactive. 

Substantial economic activity takes place in these FTZs. In 1983, FTZs 
served approximately fifteen hundred companies, handled seven billion 
dollars in merchandise, and provided twelve thousand to sixteen thousand 
jobs. Some of the more notable FTZs include the Volkswagen pl ant in 
Pennsylvania, the Nissan plant in Tennessee, and the Zenith plant in 
Texas. These firms are both import substituting and export generat
ing. ( 92) On the average, the siting of a new pl ant with one hundred 
workers means over Sl million in personal income and the creation of an 
additional seventy nonmanufacturing jobs.(93) 

The purpose of an FTZ is to provide greater flexibility in the customs 
system in order (1) to assist firms exporting from the United States and 
(2) to encourage the value-added processing of goods here in the U.S. that 
might have otherwise been imported into the United States as finished 
goods. In this manner, the United States can capture the added income and 
the employment from FTZ activity that might have gone to overseas com
petitors. Foreign or domestic merchandise may be brought into the FTZ 
without a formal customs entry or the payment of customs duties or gov
ernment excise taxes, or a thorough examination. Merchandise brought into 
the FTZ may be stored, tested, relabeled, repackaged, displayed, manipu
lated in some manner, mixed with domestic and/or foreign materials, and 
used in an assembly or manufacturing process.(94) 

Since 1965, the State of Texas has authorized sixteen public corpo
rations to apply for FTZ licenses.(95) Of these sixteen, five--Amarillo, 
San Angelo, Harlingen, the Southeast Texas Foreign Trade Corporation in 
the Beaumont-Orange-Port Arthur area, and Midlothian--do not actually 
operate FTZs at present, although several will probably initiate oper
ations in the near future. 
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Eight of Texas's FTZs are found along or near the Mexican border 
(McAllen, Laredo, Del. Rio, Eagle Pass, Harlingen, El Paso, Brownsville, 
and Starr County). Not including the Port of Brownsville FTZ, two Texas 
FTZ s a re 1 oca ted ·at seaport sites, Ho us ton and Galves ton, and the Beau
mont-Orange-Port Arthur site is pending. Texas has three FTZs at airport 
facil ities--the Dallas-Fort Worth Regional, El Paso International, and 
Laredo International airports--and the Jefferson County Airport site is 
pending. The San Antonio, Dallas-Fort Worth, and pending Midlothian and 
Amarillo FTZs are the only sites that can be considered inland. 

Of the Texas FTZs now in operation, the biggest in terms of income 
generated, tonnage shipped, and employment is the McAllen FTZ. In 1982, 
the McA 11 en FTZ received the 11 E Awa rd 11 from the U.S. Sec re ta ry of Com
merce for generating the nation's largest dollar volume of merchandise 
handled in an FTZ. For FY 1983, it accounted for$ 1.1 billion in volume 
of goods. (The nation's second largest FTZ is Miami, Florida, with a 
volume of $350 million.)(96) After the McAllen FTZ, the state's second 
largest dollar-volume FTZ was the El Paso FTZ at $30 million, followed 
by Dallas-Fort Worth at $8.l million, Brownsville at $4.2 million, and 
Galveston at $1.4 million. The Houston, San Antonio, Laredo, Eagle Pass, 
De 1 Rio, and Starr County FTZ s have reported no income or emp 1 oyment 
figures because they were only opened in late 1983.(97) 

A. The Border 

The best example of the potential expansion of trade and manufacturing 
in Texas through FTZs is in McAllen. The success of this FTZ stems from 
several factors: its proximity to the Mexican border, a twenty-year effort 
by area leaders, the presence of maquilladora plants across the border, 
and the presence of General Electric and Zenith Radio corporations' fa
cilities in the McAllen FTZ. Capital investment in the zone to date is 
$3.0 million on a forty-acre site with a planned expansion of $621 thou
sand to double the zone's present acreage. This zone was originally de
veloped by a federal Economic Development Administration (EDA) grant and 
local funds. Manufacturing and other activities in the zone employ 1,725 
people as of 1984. About twenty-five clients utilize the zone, the pri
ority users being Mexico, Japan, Taiwan, and Hong Kong. Despite the zone's 
proximity to Mexico, in 1983 imports from Japan and Taiwan actually ex
ceeded those from Mexico in merchandise.(98) 

One of the ten most productive FTZs in the United States, the El Paso 
FTZ handles more than $2 million in merchandise monthly. New capital 
investment in this zone has been minimal because of the avatlability of 
existing plant facilities adjacent to the zone. The chief country clients 
are Mexico and Japan. Almost all of this zone's goods, primarily consumer 
electronic components and automotive parts, are re-exported. The poten
tial for expanded economic development is enhanced by the presence of 
about 150 twin plants in the El Paso-Juarez area.(99) 

In 1983, the Brownsville Navigation District received approval to ex
pand its FTZ operation to encompass the entire Port of Brownsville and a 
300-acre site at the airport. At present, however, the FTZ consists of 
one warehouse that has been used for general purpose storage. The chief 
clients are Mexico, Guatemala, Hong Kong, West Germany, and the United 
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States. ·of the zone's $4.2 million volume, $3.4 millioA was re-exported. 
Like other border locations, expansion in this FTZ will be favored by the 
presence of thirty-five twin plants, or maquilladoras, in this border area 
and the port's extensive land holdings.(100) 

In 1965, state legislation enabled the City of Laredo to apply for FTZ 
status. Although Laredo enjoyed a trade that allowed more tonnage through 
its city than any other Texas port of entry ($3.1 billion for 1982), FTZ 
status was not granted until November 1983. This occurred after the State 
intervened in the authorization process as part of its efforts to bring 
economic relief to the area after the peso devaluation.(101) 

Del Rio, Eagle Pass, and Starr County were all authorized in November 
1983 as a part of state development efforts to offset the negative impacts 
of the Mexican economic crisis, but these three FTZs are not yet in op
eration. 

B. The Gulf 

In operation since September 1978, the Port of Galveston FTZ consists 
basically of warehousing activities for West Germany, England, Israel, 
Japan, France, and Belgium. The top commodities imported into this zone 
are chemicals, clothing, and gas turbine generators . No manufacturing, 
assembly, inspection, or inventory repacking occurs at the zone.(102) 

The FTZ at the Port of Houston, the second largest U.S. port, has been 
operating since November 1983. First-quarter 1984 figures for trade vol
umes indicate that within three years this FTZ may be handling an esti
mated $500 million value of foreign goods yearly, which would make it the 
second largest zone in the state and the United States. Of a designated 
thirty-three sites at the port, only seven are now being utilized for 
warehousing and storage by FTZ clients. The zone's marketing strategy 
is to recruit the many multinational corporations with Houston branches 
to conduct their manufacturing operations at the zone, including petro
chemicals, steel, and heavy machinery industries.(103) 

C. Inland 

Located at an international port of entry, the Dallas-Fort Worth Re
gional Airport FTZ has been in operation since March 1981. The chief 
activities at the zone are warehousing, computer testing, and repair. Its 
marketing ~trategy is geared toward recruiting electronics and aircraft 
industries. In 1983 about one-fifth of a 11 goods received were for ex
port. ( 104) 

Opened in May 1983, the San Antonio zone has no customers. The types 
of industry that are being recruited are machinery assembly, pharmaceu
ticals, and medical supplies and technologies to be used for U.S. import 
consumption.(105) 

The Mi d l o th i an s it e i s current l y under a pp l i cat i on for FT Z status . 
To date, Mazda of America, a Japanese subsidiary, operates an automotive 
distribution center at the site, employing about eighty-five people.(106) 
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D. Legal and Political Factors Affecting FTZ Operations in Texas 

The most commonly cited state law adversely affecting the operation 
of Texas FTZs is the county inventory tax.(107) This law has been applied 
to FTZs in a random manner. When it is applied, a rate of 5 percent is 
1 evi ed by Texas county assessors on a 11 inventory in the zones at the 
taxation date, between January 1 and April 30.(108) The effect of this 
law is to cause shippers to eliminate their stocks of merchandise around 
the first of the year in order to avoid assessment of the tax. The 
long-run disincentive effect is not clear, but it appears that this in
ventory tax law may adversely affect Texas FTZs, as Texas and Michigan 
are the only two states that have such a law. This law may create ineq
uities because of inefficient or unequal tax administration.(109) For 
example, the tax assessor-collector in one county may collect this tax 
from the local FTZ while the county officer for another FTZ may not col
lect it. It would seem that FTZs should be exempt from this law because 
the zones fa 11 under federa 1 j uri sdi ct ion and a re for other purposes 
considered outside U.S. customs jurisdiction. At present, a federal law 
to correct this situation has been presented in the U.S. Senate.(110) 

A second state law that has negative consequences for the operation 
o f Te x a s FT Z s i s a 1 ea s e ta x a t i o n 1 aw o n 1 ea s e ho 1 d i n t e re st s i n 1 a n d , 
buildings, or improvements owned in whole or in part by the state, a 
county, a city or cities, or any other governmental entity. Under this 
law, property held under lease for a term of one year or more is taxable. 
Property in an FTZ established by federal law is not exempt if the land 
size exceeds 250 acres. If the zone is less than or equal to 250 acres, 
an exemption from the leasehold law is made.(111) Therefore, large FTZs 
are penalized for their size. The law may be a constraint to the devel
opment and expansion of FTZs in Texas, although one might expect a pro-
1 iferation of smaller FTZs around the state as a result of the law. 

Another complaint of FTZ operators concerns the import licensing re
quirements of the state alcoholic beverage code.(112) Under state law, 
the holder of a state importer or branch distributor's license must also 
possess a manufacturer or genera 1 distributor's 1 i cense; the required 
primary license has a residency requirement of six years. If alcohol is 
brought through a Texas FTZ, an import license is needed even if the bulk 
liquor products are only passing through the state. The residency re
quirement can be a hindrance to liquor importing through FTZs.(113) 

In addition to the previous restrictions, Texas FTZs have had some 
difficulty in manufacturing activities that involve imported steel. For 
example, the FTZ Board approved restrictions on the Port of Houston zone 
for steel manufacturing at the request of area domestic steel producers 
and union leaders. The restriction requires the payment of duties on 
steel cargo prior to the production process if the steel products are for 
U.S. domestic consumption. If the final product is for re-export after 
the manufacturing, the restriction does not apply. The Houston zone is 
currently appealing to the FTZ Board in Washington, D.C., for removal of 
these restrictions.(114) Clearly, FTZs are vulnerable to political and 
economic interest groups whose livelihood is derived from import-sensi
tive products such as steel and textiles. 
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There are several benefits from the operation of foreign trade zones 
in Texas. First, the utilization of FTZs has increased the overall ef
ficiency of international trade for the state and the nation. Given 
Texas's access to international waters and its common border with Mexico, 
FTZs in the state will play a greater role in facilitating increased trade 
levels from international sources. Second, FTZs in the state have pro
vided a palpable measure of economic stimulation for manufacturers, im
porters, exporters, and consumers. The primary cause of this stimulation 
is reduced costs. A third advantage of the Texas FTZ·system is its role 
in reducing high transportation costs through centralized industrial 
centers, in which production, assembly, and delivery activities occur 
simultaneouly. A fourth benefit to the state is increased investment in 
U.S. plants and equipment by foreign firms. This investment strengthens 
the industrial capacity of the state and contributes to increases in di
rect and indirect employment. It has been estimated that indirect em
ployment created by one FTZ-related job ranges from 1.5 to 3.0 indirect 
jobs per direct jobs.(115) 

Although FTZs have had a very positive influence on employment, it is 
obvious that this tool alone cannot meet the state's ever-increasing de
mands for jobs. The next section examines other local activity related 
to job development and training. 

VI. EMPLOYMENT AND TRAINING 

Despite the importance of well-developed employment and training pro
grams to the success of business operations, no explicitly stated em
ployment and training powers are given to local government by the Texas 
Constitution or civil statutes. Municipalities have traditionally oper
ated employment and training programs but have relied primarily on federal 
and state employment and training funding, such as CETA funds, to do so. 
Since substantial funding is currently available to municipalities 
through the Job Training and Partnership Act (JTPA), it is doubtful that 
cities allocate significant local funds for this purpose.(116) Clearly, 
cities with relatively strong fiscal congitions would be in a better po
sition to fund training programs to attract industry if they chose to do 
so. 

A telephone survey of the city finance and personnel divisions of 
Texas's twenty-five largest cities revealed that no city used locally 
generated revenue to finance employment and training programs for the 
local labor force.(117) Cities did provide employment and training pro
grams, however, for their own mun~cipal employees. Training programs in
clude police, fire, and maintenance certification in addition to 
management training and professional development programs. 

A University of Texas at Austin Bureau of Business Research publication 
noted that ernp l oyment and training programs are generally conducted at 
community colleges or on the premises of the firm offering a given pro
gram.(118) According to Kathleen Gamil, Manager of Training and Develop
ment for Houston Natural Gas, there is a growing need to use all levels 
of community educational institutions for training. Firms will continue 
to provide certain internal programs that focus on technical operations 
training; however, it will be more efficient for smaller firms to use the 
educational resources of the larger community. A former training director 
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of Brown and Root, Inc., noted a growing relationship between construc
tion-engineering firms and community colleges or vocational-technical 
institutes. 

When interviewed for this project, Gamil stated that Houston Natural 
Gas was more inclined to conduct technical training for its employees, 
while relying on small universities and community colleges to conduct 
management training and specialized electronic data processing (EDP) 
training.(119) Weldon Holliway stated that Brown and Root's training 
philosophy is to capitalize on the skills of the local labor force, and 
they do so on both a national and international basis. If skills need 
upgrading, Brown and Root pays facility fees and instructor costs incurred 
through the training facility (generally a community college or high 
school), but employees pay training material expenses.(120) 

It would seem, from the above results, that corporations are interested 
in developing employee skills through local education and training re
sources. These are limited to educational institutions such as community 
colleges and high schools rather than city governments, which are not 
expending local resources for labor force skills upgrading. Although such 
an expenditure may be in a municipality's interest, other factors such 
as availability of federal and community college programs forestall the 
need for local funding of employment and training programs. For this 
reason, city and county governments do not influence economic development 
through locally funded employment and training programs. 

Economic development is influenced by the availability of water and 
related infrastructure, as well as by the local labor force. The next 
section examines the role of water districts, nonmunicipal providers of 
infrastructure, in economic development. 

VII. WATER DISTRICTS 

Water districts have been established in Texas to create, develop, and 
operate water-related services and facilities at the regional and local 
levels. The districts provide these services in response to the financial 
and administrative constraints placed upon local and county governments 
by the Texas Constitution. There are currently over one thousand water 
districts in the state. The districts can be divided into nine types : 
water control and improvement districts (WCID); water improvement dis
tri cts (WID); municipal utility districts (MUD); fresh water supply dis
t r i ct s ( FW SD ) ; 1 eve e and f 1 o o d cont r o 1 di st r i ct s ( L F CO ) ; d r a i nag e 
districts (DD); irrigation districts (ID); navigation districts; and 
river authorities. The districts are distinct units of local government 
with established organizations and operational autonomy. 

For the purposes of this report, the activities of MUDs, river au
thorities, and navigation districts will be examined to assess their im
pact on the economic development of Texas cities. These districts have 
been chosen because they are the most common form of water districts 
providing services to urban areas. MUDs are the most numerous form of 
water district, and they have primarily been created to provide water, 
wastewater, and drainage services and facilities to residential subd
ivisions in suburban locations. River authorities are districts with 
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pla11ning auttrnrity over all or part of a river basin, and navigation 
districts are responsible for port development and operation in the state. 

A. River Authorities 

The Tex a s l e g i s l at u re ha s created r i v er author i ti es , a spec i a l form 
of water districts, to facilitate the development, allocation, and pres
ervation of water resources on a regional basis. There are currently 
twenty river authorities in Texas covering every major river basin. Each 
river authority has planning authority over all or part of a river basin. 

The authorities are created under art . 16, sec. 59, of the Texas Con
stitution through a special act of the legislature. They are governed 
by a board of directors of six to twenty-four members who are appointed 
by the Governor and confirmed by the senate. River authorities are rel
atively autonomous units that function as regional governments in the 
state. 

The authorities generally perform four functions: water supply and 
distribution, sewage treatment, flood control, and water quality control. 
In performing these duties they may provide contract services to local 
governments for technical assistance in flood control, water quality, and 
water resource development. They may also generate hydroelectric power 
and develop navigation and recreation facilities. They often develop and 
operate their facilities through contracts with municipalities or the 
federal government. 

The fiscal powers of river authorities vary, but all have the power 
to issue revenue bonds based on the sale of water and/or hydroelectric 
power. Most of the authorities can issue these bonds without being con
strained by a debt ceiling. 

The operation of many river authorities may not significantly affect 
urban development because they have had a strong rural emphasis and have 
not been able to facilitate coordinated planning of water resource de
velopment. As the needs of metropolitan areas have increased, the State 
of Texas has chosen to create special districts to meet these needs rather 
than empower river authorities to provide services. "As a result, most 
river basins in Texas are divided up and partitioned out for adminis
tration by competing and overlapping districts with widely varying res
ponsibilities.11(121) River authorities lack the authority and financial 
power to either prevent the creation of or monitor the activities of other 
water districts. Therefore, the districts may not be prepared to plan for 
the future needs of metropolitan areas. 

B. Navigation Districts 

One of the Texas coast's greatest economic assets is its water trans
portation system. Economic growth in the state has been promoted by the 
development of ports a 1 ong the Gulf Coast. "Hi stori ca 1 statistics show 
that the seacoast towns of Texas were not dynamic centers of economic 
growth unti 1 they were opened to deepwater maritime traffic by the 
dredging of channels. 11 (122) The deve 1 opment of Texas ports has facil i-
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tated the economic development of several sectors including manufactur
ing, petroleum production, and agriculture. Producers iri these sectors 
depend upon port facilities for efficient cost-effective transportation 
of their products. For example, port-related economic activities in the 
Corpus Christi area include the production and export of chemicals, pe
troleum, primary metals, and fabricated metals.(123) Texas also contains 
two of the United States' largest port facilities: the Port of Houston 
and the Sabine-Neches waterways. 

The Texas legislature has created navigation districts for the devel
opment of inland and coastal deepwater navigation, water channels, and 
water recreation. There are currently twenty-six districts in the 
state.(124) They are approved for development by special or general en
abling acts of the Texas legislature, the commissioners' court, or the 
navigation board. 

The districts perform a wide range of functions. Ten of the districts 
are concerned with the development of deepwater ports. Port development 
is undertaken in conjunction with the federal government and the U.S. 
Corps of Engineers since it is considered of national importance. The 
navigation districts work to assist development of port-related indus
tries and of facilities on district-owned land that will enhance economic 
development in the area. These facilities generally include wharves, 
docks, bunkering facilities, and belt railroads. Other districts operate 
and maintain water channels that connect ports with the Texas Intercoastal 
Canal and the Gulf of Mexico. Some of the navigation districts have also 
been created primarily to develop water recreation and tourist facilities 
in an area. 

Navigation districts, which are governed by a board of commissioners, 
utilize several mechanisms to generate funds. The districts may set rates 
and collect fees for use of port facilities and pilotage services. To 
finance capital improvement projects they may issue revenue and/or gen
eral obligation bonds without debt ceilings. They may also receive and 
utilize federal funds made available for the development of ports and 
facilities. To provide funds for the maintenance and operation of the 
ports and facilities, districts may establish a tax up to $.20 per $100 
assessed valuation on all property within the district with voter ap
proval. 

The presence of navigation districts is advantageous for port devel
opment because it provides a mechanism to generate revenues and administer 
port operations with the oversight of the state and federal government. 
But the decisions influencing port development are substantially influ
enced by the market for water transportation and the goals set for port 
development by the federal government. The navigation districts appear 
to have responded well to these various influences since the districts 
provide a positive atmosphere for economic development in the coastal 
zone. 

In seeking to meet the future needs of the industrial sector for water 
transportation facilities, navigation districts must continue to protect 
water re sources ut i 1 i zed by other sectors of the economy. 11 Careful 
planning and management of the regional resources can assure continued 
growth and economic development by all sectors. 11 (125) 
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C. Municipal Utility Districts 

As economic growth generally means population growth with migration, 
it is essential for urban areas to provide an adequate supply of housing 
and basic infrastructure for their residents. Municipal utility districts 
(MUDs) are created primarily to provide water, wastewater, and drainage 
facilities and services to district residents, although they can perform 
other functions. MUOs facilitate residential development in suburban 
areas by providing an attractive financing mechanism, - tax-exempt bonds, 
to pay for these services. 

MUDs are governed by a board of directors elected by a majority of 
property owners in the district. They may issue tax-exempt bonds to fi
nance their activities with the approval of a majority of property owners 
in the district, and they have unlimited authority to incur debt. A MUD 
may also impose charges, fees, and taxes to fund its facilities and ser
vices. Their taxing authority allows unlimited ad valorem taxation. 

Of the currently active 529 MUOs in the state of Texas, over 400 are 
located in the Houston metrpo l itan area, where they have been used to 
finance residential development. "In providing adequate housing for re
sidents, developers of these utility districts have contributed to the 
rapid economic growth of the area."(126) 

MUDs have proven to be an attractive development mechanism for several 
reasons.(127) They allow the use of tax-exempt bonds to provide advance 
funding for infrastructure development at favorable interest rates. This 
process can free land developers' available capital for other aspects of 
subdivision development. If MUDs are not used for infrastructure devel
opment and the subdivision is outside of a city's limits, the land de
veloper is forced to secure funding in the private loan market. This 
requires a larger up-front capital contribution and places the developer 
in a disadvantageous position vis-a-vis the MUD developer. 

The use of MUDs allows a metropolitan area to continue to grow without 
large capital outlays for infrastructure by the municipality, and subse
quent increases in its debt. This process also does not obligate the city 
to provide other urban services including police and fire protection, 
health and human services, and park and recreation facilities to new de
velopment within its extraterritorial jurisdiction, as would be the case 
if the city annexed the area. These services are generally provided by 
county governments to MUD residents. The creation of MUDs also allows a 
city to annex areas after they have been developed and have repaid a 
substantial portion of the bonded indebtedness accrued for construction 
of their water, wastewater, and drainage facilities. In principle, a city 
can expand in terms of size, population, employment opportunities, and 
tax base without straining its finances. The development of a MUD reduces 
the r.eed for an area to incorporate to receive services and increases the 
attractiveness of annexation in the future.(128) 

Although there is limited empirical analysis on the effects of anne
xation on the fiscal capacities of central cities, a report on the anne
xation practices of southern cities indicates that annexation of suburbs 
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has a neutral or positive effect on the revenues of central cities.(129) 
The effects of annexation on a city 1 s revenues ·may be influenced. by the 
quality and condition of infrastructure annexed by the city. For example, 
many MUDs utilize 11 package treatment plants 11 to treat wastewater within 
their districts. Package treatment plants are small facilities that serve 
a limited population size and generally last for ten years. If a city 
annexes MUDs on a seven-to-twelve-year schedule, most of these plants will 
probably be in need of repair or replacement, and, in such a case, the 
city may have to incur expenses for new infrastructure development in 
addition to those for extension of other city services to MUD resi
dents.(130) The ratio of expenditures to revenues will indicate the im
pact of annexation on the city 1 s fiscal condition. 

The use of MUDs has quickened the pace of development by providing 
water-related infrastructure to undeveloped areas in a timely manner, but 
there has been substantial criticism of them as an urban development 
tool .(131) They have been characterized as inefficient service providers 
because of their small size and inability to take advantage of the econ
omies of scale inherent in infrastructure development and operation. They 
may also promote functional fragmentation by duplicating administrative 
structures and services within each district that could be provided on a 
regional basis by the central city or a regional form of government in a 
more cost-effective manner. 

There has been little question about jurisdiction and duplication of 
services related to county government, however. The role that counties 
play as governmental entities and, consequently, their influence in eco
nomic development have been greatly determined by the Texas legislature. 
This is discussed in the following section. 

VIII. THE ROLE OF TEXAS COUNTIES IN ECONOMIC DEVELOPMENT 

Because Texas counties are legal subdivisions of the state which do 
not enjoy the full legal status of municipalities, their role in the 
economic development of the state is primarily determined by the con
stitutional and political powers that have been granted by state govern
ment.(132) Though county powers are substantially more limited than those 
of municipalities, counties do have some discretionary power that is ex
ercised by the commissioners 1 court. The court decides if the county will 
participate in activities authorized, but not required, by state mandate 
which might affect or influence the county 1 s economic development, such 
as airport construction, creation of water districts, and plat approval 
for residential development. Thus, the ability of county government in 
Texas to manage, influence, and provide leadership for growth, develop
ment, and delivery of services varies drastically depending upon the in
terpretations and desires of the individual commissioners 1 court.(133) 

The statutory authority for county economic development activity is 
not found under any one title of state law. Most statutory grants or 
prohibitions on counties are expressed in the form of duties and powers 
granted to the county commissioners 1 courts of the state. The commi s
si oners 1 court has some authority in areas of economic development, al
though county powers are considerably weaker than the administrative and 
requlatory powers qranted to Texas cities. 
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One major area of county responsibility that relates to economic de
velopment .is transportation. Although the pri~ci~al orientation of this 
function has traditionally been toward agricultural transport, that is, 
farm-to-market roads, urban growth in Texas counties has caused a demand 
for greater i ntercounty and i ntracounty road systems. The increase of 
res.idential and commercial users will continue to pressure counties into 
expanding their role as a provider of efficient and extensive transpor
tation systems. 

The county c6mmi ss i oners' courts in Texas have broadly prescribed 
powers in the construction and maintenance of a 11 roads and bridges in 
the county that are not a part of the state highway system or within in
corporated city limits.(134) To finance this activity, state law has 
provided that counties may issue bonds to purchase, construct, and main
tain public roads,(135) bridges,(136) road and turnpikes,(137) and road 
districts.(138) Upon petition, the county must hold an election to de
termine if the county should assess and collect a special road tax.(139) 
In addition, counties have the power to acquire land to construct and 
operate a county airport.(140) 

In the assignment of finance powers for the county system, the State 
has placed limitations on the ability of the counties to raise revenue. 
The state law makes counties observe statutory limits on bond issues in
cluding an overall limit of 5 percent of the total county budget.(141) 
Although the county must use any surplus from tax levies to retire bonds 
for the maintenance of roads and bridges,(142) the county is given the 
option of issuing turnpike bonds and assessing taxes to create a sinking 
fund for debt retirement and interest payment. The value of the bonds, 
however, may not exceed one-fourth of the assessed valuation of real 
property in the county.(143) 

The role of the counties in providing for transportation in the State 
of Texas is significant. County roads comprise slightly over one-half of 
the total state roadway system. (In 1980, Texas counties were responsible 
for 136,059 miles of county roads, 947 miles of park and forest roads, 
and 11, 499 bridges.) The property tax is the most important source of 
revenue to finance the county road and bridge system. In 1978, ad valorem 
taxes, with rates specified by the state constitution, accounted for 60.5 
percent of county road revenues. Motor vehicle fees were the second 
largest source, accounting for 13.5 percent. The sale of bonds for the 
purpose of building road infrastructure increased from $25 million in 1974 
to $69 million in 1978 to $112.4 million in 1982. Federal revenue-sharing 
funds allocated to Texas county road and bridge funds totaled $15.4 mil
lion in 1982. An additional $3.2 million for county road development in 
1982 was granted under other federal programs that deal with community 
development and national forests. The need for additional funding for 
road and bridge construction and maintenance is critical. In 1978, for 
example, 31 percent of Texas bridges were found to be obsolete, and 51 
percent were deficient.(144) 

Another important responsibility of the county, assigned by the State, 
is in water supply and waste disposal. These powers are constrained, 
however, and can be exercised only upon petition by the county residents. 
For water supply, as an example, counties are permitted to issue revenue 
bonds if authorized by an election.(145) Upon such petition, the county 
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commissioners' court may create water control and improvement districts 
for improvements and construction for irrigation, navigation, drainage, 
and the preservation and conservation of the natural resources within 
the county, including both underground and freshwater districts.(146) In 
addition, counties have the authority to create levee improvement dis
tricts to construct and maintain levees along creeks and streams, reclaim 
lands from overflows, and provide for proper drainage.(147) Multicounty 
cooperation is typical in this area of economic development. Water dis
tricts are usually more important for counties in West Texas and the Texas 
Panhandle.(148) 

Counties are also allowed by state law to acquire, construct, operate, 
or maintain solid waste disposal systems; to contract for solid waste 
collection;(l49) and to regulate within unincorporated areas of the 
county (not including city extraterritorial jurisdictions) the disposal, 
transportation, and collection of solid waste.(150) State legislation 
allows counties to issue bonds for solid waste facilities.(151) Texas 
counties may also acquire land on which to locate dumping and garbage 
disposal areas and have the right of eminent domain for this purpose.(152) 
In addition, they may establish licensing procedures for private sewage 
facilities.(153) 

Texas counties have been granted few statutory powers for land-use 
control in unincorporated areas, although the state government has pro
vided substantial authority to municipalities. The State itself exer
cises control in floodplain areas, highway development, and water 
development funding. For the most part, however, the State delegates 
little of its authority to the counties and there is no systematic gov
ernment involvement in land-use regulation beyond the powers exercised 
by cities.(154) Texas counties do have powers to establish and enforce 
appropriate zoning regulations for airports within their jurisdic
tions.(155) The counties have also been given broad regulatory authority 
to comply with the provisions of the National Flood Insurance Act. Under 
state law, a commissioners' court may adopt building and development 
standards for floodplains in order to qualify residents in unincorporated 
areas.(156) Other state legislation dealing with land-use control has 
come in the way of "bracket bills" (bills that are limited to particular 
geographic areas or certain size population centers) that specify that 
designated areas of the state are eligible for county regulation. Most 
of these areas are in the Texas Gulf Coast counties, on Padre Island, or 
on land adjacent to reservoirs.(157) 

State law does give counties authority to adopt minimal subdivision 
regulations applying to unincorporated areas. These standards apply to 
roads, the width of streets, and drainage systems.(158) This regulatory 
authority is insufficient. The counties have the power to require platting 
when the plats do not provide for sufficient rights-of-way, but they do 
not have other tools such as the sanction of fines, the denial of utility 
service for noncompliance, injunctions, and the denial of building per
mits. Furthermore, counties cannot require standards for the provision 
of utilities, minimum lot size, setbacks, building lines, or the reser
vation of space for parks and recreational facilities.(159) 

The problem with land-use and subdivision controls in Texas counties 
is that land developers frequently plan and lay out new areas for urban 
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residences long before settlement occurs and while these areas are still 
outside any city limits. Also, modern industries increasingly acquire 
land and build outside existing urban areas. These developments may escape 
city regulation, but they produce a need for services such as sewage and 
waste disposal, water supply, and transportation. As a consequence, urban 
growth beyond the limits of incorporated cities has led to a multipli
cation of special districts, whose creation has served to increase 
available services in Texas counties.(160) 

The provision of utilities is one area in which a county can develop 
its potential economic resources. State law provides counties with the 
authority to cooperate with other public or private entities in the fi
nancing and construction of electric generating facilities.(161) Counties 
with a population greater than 5000, also have the power to acquire (not 
through eminent domain) a natural gas system and sell any natural gas not 
needed by the county.(162) 

To generate operating revenues for the county, the commissioners 1 

rnurt has financial responsibility in setting the tax rate, authorizing 
expenditures, and issuing bonds, in addition to its duties as a fiscal 
agent of the State and county in co 11 ect i ng taxes for the State. The 
Texas Constitution limits the levy that counties can place on their cit
izens. The current limit on the county ad valorem levy is eighty cents 
for each one hundred dollars of property valuation.(163) The county may 
also levy fifteen cents for each one hundred dollars of property valuation 
for the added maintenance of the public roads if the property-tax-paying 
voters approve it by election.(164) Specific grants of tax authority, 
in addition to all other ad valorem taxes, are used for the construction 
and maintenance of farm-to-market and lateral roads, and flood con
trol.( 165) In counties whose tax valuation decreases as much as 7 percent 
a year, the county may issue certificates of indebtedness for operating 
expenses and assess taxes to repay those certificates.(166) Counties 
whose population is over one million inhabitants may also issue certif
icates of indebtedness, but only for certain purposes.(167) The state law 
also specifies the terms for indebtedness. For example, the counties may 
not fix the maturity for bonds to exceed thirty years, and the interest 
rate may not exceed 5.5 percent per annum.{168) 

The property tax constitutes the greatest single source of Texas county 
revenues. From 1975-76 to 1980-81, total county property taxes increased 
from 5470.9 million to 5893.9 million, but still were only about half the 
total general revenue of all Texas counties. The second largest revenue 
source was charges and miscellaneous fees, which accounted for 33.3 per
cent in 1981, followed by federal government funds (6.8 percent), state 
funds (5.2 percent), and other taxes (3.9 percent). Using inflation-ad
justed figures, the property tax increased in the same five-year period 
by 24 percent, charges and miscellaneous fees by 38 percent. State funds 
decreased by 5.7 percent, federal funds by 22.3 percent, and other taxes 
by 10. 5 percent. (169) Direct expenditures by a 11 Texas counties on in
terest and debt from 1975-76 to 1980-81 increased from $26 mi 11 ion to 
549.6 million, registering a 24.7 percentage change based on inflation
adjusted figures. Nevertheless, county expenditures for debt and interest 
remained about 2. 7 percent of total county direct ex'1Sendi tures. County 
debt alone increased from 5603.8 million to $1,060.7 million from 1975-76 
to 1980-81, an inflation-adjusted increase of 14.8 percent. Of that debt, 
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90.6 percent was long-term, full-faith and credit, general obligation 
debt. (170) 

At present, Texas counties do not have ordinance-making authori
ty. ( 171) The lack of this authority restricts the ability of counties to 
coordinate and develop their economic resources and control the pattern 
of development within their boundaries. Counties do have the opportunity 
to seek special legislative authority on a case-by-case· basis, but that 
process could result in each of 254 counties possessing a separate and 
distinct set of laws. A degree of continuity and coordination is needed 
to avoid such a situation. Ordinance-making authority could be predicated 
on a local option election.(172) 

In order to gain a perspective on the attitudes and priorities of 
economic development within Texas county governments, a questionnaire was 
designed to assess the role and attitudes of county judges, the executive 
officers of the Texas county commissioners' courts. The questionnaire 
was mailed to the sixty largest urban counties in the state, and responses 
were received from nineteen counties. Although the response rate was low 
and the representativeness of the sample uncertain, insight into the role 
and performance of county governments in the economic development process 
can nonetheless be acquired from the results of the survey. In this 
portion of the report, a summation of the results is provided. 

Questions in the survey consisted of seven categories: finance, ser
vices, transportation, water use and supply, land-use controls, govern
mental cooperation and responsibility, and political attitudes toward 
economic development and growth.(173) 

The results revealed a consensus on economic and political priorities. 
Sequentially, the top four priorities for attention were: (1) road de
velopment and maintenance, (2) the lack of county ordinance authority, 
(3) the financing of county facilities and services, and (4) a lack of 
industrial and business development in the county. The second group of 
county development priorities were concerned with water use and supply, 
and waste management. In order, they were (5) water supply, (6) solid 
waste management, (7) water pollution, and (8) drainage. The third and 
least urgent set of development concerns included (9) planning and zoning, 
(10) flooding, (11) water district regulation, (12) preserving open 
spaces, and (13) city annexation of county land. 

In their responses to questions about governmental responsibility in 
transportation, one-half of the respondents felt that roads are exclu
sively a county responsibility, while one-quarter believed that this 
function should be shared by both the county and state governments. 

In the area of finance, 76 percent of the respondents indicated oppo
sition to increased property taxes for financing county facilities and 
services, while 94 percent perceived an increase in nonproperty taxes and 
other revenue sources as a partial solution to their financing problems. 
Eighty-three percent of the respondents felt that an increase in financial 
resources through federal revenue sharing was desirable, with 59 percent 
"~ +hn "' 0 cnr.n'4on+c indicating that direct federal aid would suffice. 

160 



Forty-one percent of the respondents rejected direct federal aid as a 
solution to their county's financing problems, although 82 percent noted 
a desire to obtain greater state commitments to fund county development 
and services. Responses were almost equally split when the counties were 
asked if they should provide more services as a means of encouraging 
county growth and development. 

When asked about debt limits, 82 perc~nt of the respondents said they 
did not favor the removal of state constitutional limits on the incurrence 
of county debt. On the other hand, 72 percent of the respondents indi
cated that they believed that counties should not hesitate to increase 
their debt to finance necessary projects if they cannot be financed by 
current revenues. Several respondents recognized the need for alterna
tive financing methods and the need for more state funds to pay for fa
cilities and services that traditionally have been provided by some Texas 
counties, such as the financing of indigent health care. In terms of 
governmental levels of responsibility, 73 percent of the respondents felt 
that the county should be the primary source of funds for county activ
ities. 

Despite difficulties in finding revenue sources to finance capital 
development projects, Texas counties are nonetheless continuing to fi
nance and build facilities in their counties. Seventy-three percent of 
the respondents indicated that their county faced addi ti ona 1 extraor
dinary infrastructure needs that competed for scarce capital funds. Al
most one-quarter of the total infrastructure projects consisted of public 
buildings. Another 25 percent of total capital projects was used for the 
construction of county jails. Sixteen percent of the projects consisted 
of solid waste facilities, 12 percent were for airport construction, 12 
percent were for road development, 8 percent were for parks, and 4 percent 
were for the construction of port facilities. The level of capital ex
penditures ranged from three to fifteen million dollars. The greatest 
financial constraints to the financing of these projects were voter re
sistance to bond issuances and an inadequate tax base. 

The respondents' answers indicated a consensus about the role and ef
fectiveness of county powers in shaping the course of economic development 
through land-use policy tools. The respondents identified the following 
priorities for effective 1 and-use management tools in their counties: 
subdivision practices (94 percent), building code practices (82 percent), 
and zoning practices (76 percent). In general, two-thirds of the re
spondents believed that counties should utilize strong land policies 
(such as the ones listed above) to shape the quality and direction of 
their county's growth. As a land-use control tool, the respondents 
overwhelmingly favored planning on the county level. Ninety-four percent 
of the respondents agreed that counties should seek cooperation with ad
joining ·counties in planning for county growth and development. Seven
ty-nine percent of the respondents discouraged statewide control of 
county development. 

For water use and supply, the respondents first were asked to indicate 
whether a particular measure was effective in dealing with water use and 
supply prob 1 ems. Second, the respondents were asked to rank each of the 
measures in terms of effectiveness. With the most effective measures 
ranked sequentially and the rate of affirmative responses, the results 
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were: (1) regional planning (94 percent), (2) land-use controls and 
planning (86 percent), (3) floodplain zoning (81 percent), (4) river basin 
planning (75 percent), (5) regulation of water district development (83 
percent), (6) higher water and sewer rates (23 percent), and (7) greater 
control of municipal utility districts (60 percent). No consensus 
emerged, however, on which level of government(s) should be responsible 
for water use and supply. 

For solid waste management, the greatest frequency of i ntergovern
menta l interaction occurred between the county and city council members 
within the county (71 percent), between the county and city administrators 
(63 percent), and between the county and state administrators (60 per
cent). Forty-six percent of the respondents indicated that solid waste 
management should be a joint city-county governmental responsibility, 
while 30 percent of the respondents felt that this issue should be a 
state-county responsibility. 

Regulation of municipal utility districts is another area of the survey 
that is linked with water supply and service finance provision. Sixty-one 
percent of the respondents urged promotion of MUD development. On the 
other hand, 58 percent of the respondents believed that MUD development 
could be restricted if their county had a greater taxing authority. 

Finally, the respondents' perceptions on growth and development were 
measured. Eighty-eight percent of the respondents affirmed their 
county's role in the promotion of county growth and development, with only 
38 percent preferring that current county growth be maintained. All re
spondents indicated that attracting industrial firms to their county was 
desirable, while 94 percent said that they favored attracting commercial 
activities. Seventy-seven percent of the respondents advocated setting 
aside county land for future large-scale industrial development sites, 
although 42 percent of the respondents felt that this type of promotion 
should be a joint city-county effort. In the effort to promote growth 
in their counties, the greatest frequency of intergovernmental inter
act ion occurred between the county and city council members (88 percent), 
between the county and city administrators (85 percent), and between the 
county and state legislators from the county (73 percent). 

In conclusion, the results of this survey indicate that Texas county 
policymakers wish to play an active role in developing the economic re
sources in their counties. Their ability to shape the direction of this 
development process is inhibited largely by the political and fiscal 
constraints on increasing revenue sources for financing facilities and 
services. The counties want the state and federal governments to provide 
a larger share of the funds that are needed by the counties, especially 
for activities that are mandated by the State. The future of Texas 
counties in financing economic development will still be dependent on the 
political will of county voters and the expansion of the counties' tax 
bases. 

Although Texas counties do not have substantial regulatory authority 
in controlling growth or ordinance-making authority, they will continue 
to utilize the powers that they have been granted. Control of land-use 
practices, regional planning, and city-county cooperation are all areas 
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in which the counties can gain influence in their economic development 
process. 

IX. CONCLUSIONS 

Some Texas local governments may be on the verge of losing their tra
ditional autonomy with respect to financial matters. Sales tax revenues 
are quite sensitive to the poor economic fortunes of certain localities, 
and property taxes may not be able to grow rapidly enough to meet the 
financial needs of these cities. Although Texas cities do not adequately 
assess or plan for future revenue needs, the ratings of bond issues for 
most of them are remarkably stable, and thus the prospects for financing 
future infrastructure are favorable. 

Texas cities rarely use either traditional powers, such as zoning and 
eminent domain, or more recently authorized tools, such as tax abatement 
and tax increment financing, for the purpose of stimulating economic de
velopment. The most commonly used tool for the development or redevel
opment of targeted areas has been the industrial development corporation. 
Although some reservations still exist, this mechanism has, so far, proved 
the most acceptable to public and private concerns. On a broader scale 
of development, the use of foreign trade zones has brought about impres
sive accomplishments in international trade and notable effects in em
ployment. 

Finally, of the two nonmunicipal governments examined, water districts 
have a more significant impact on economic development than do counties. 
The limited regulatory authority of counties hinders their ability to 
influence development activities. Special districts provide the infras
tructure services in unincorporated areas in the absence of county au
thority. This may result in fragmented development patterns. 
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CHAPTER 5: 
CONCLUSIONS 

I. INTRODUCTION 

Over the past twenty years, Texas has experienced remarkable growth 
and change within its economy. The relative importance of agriculture 
and energy production has decreased, while the manufacturing, con
struction, and private services producing sectors of the economy have 
increased. The very favorable business climate in Texas has brought about 
much of this growth, with incoming industries citing transportation fa
cilities, access to raw materials, and a large available workforce as 
factors influencing their location decisions. 

Although the Texas economy has experienced continual growth throughout 
the last two decades, 1983 saw a decline in the rate of growth that was 
caused by a number of factors. Severe weather conditions in West and 
South Texas resulted in disastrous losses in the agricultural sector. 
The drop in world oil prices depressed the petroleum industry and caused 
high unemp 1 oyment in Houston and other areas dependent upon 
petroleum-related production. The devaluation of the Mexican peso pro
duced a sharp decline in trade along the Texas-Mexico border. 

Until recently, an explicit statewide economic development policy was 
not a priority for state elected officials. In spite of a strong pro
business attitude among state leaders, lack of interest in policy formu
lation and goal setting was attributable to a general complacency about 
the Texas economy, which was viewed as being strong and healthy. Unex
pected fluctuations in the economy during the past few years, as well as 
a certain lag in less developed parts of the state, have caused growing 
concern among business, academic, and political leaders in Texas about 
the future structure and direction of the state's economy. 

State and local governments have recently begun an active involvement 
in industrial recruiting and in policy planning for future economic 
growth. This was evident in the formation of the Texas 2000 Commission 
under former Governor Clements, and more recently with Governor Mark 
White's creation of the Governor's Office of Economic Development in an 
effort to facilitate greater state involvement in economic development 
and industrial recruiting. Government involvement is also apparent at 
the local level; for example, San Antonio's mayor has established an 
economic development staff dedicated to promoting the city as an ideal 
business location and to developing national and international markets 
for the city's products. 

While this degree of direct involvement in economic development is a 
fairly recent innovation for state and local governments, concern for 
economic growth has been in evidence throughout the history of this state, 
as reflected in many state laws and programs. The State has affected 
economic development, either directly or indirectly, in three broad ar
eas: 
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• Through state regulatory policies and practices; 

• Through direct state actions and expenditures; and 

• Through the powers granted to local governments. 

11. GOVERNMENT REGULATION 

The regulatory environment in Texas is generally cited as one of the 
most attractive features for new firms locating in the state. Despite 
rhetoric attempting to minimize the role of the State, state laws have a 
substantial impact on creating the business climate in the state. Labor 
laws, banking and insurance regulations, utility and transportation reg
ulation, and taxation levels together comprise the State's business reg
ulatory climate. An example of the State's positive and interventionist 
role can be seen in the Catastrophe Property Insurance Pool, a creation 
of state government, which provides insurance coverage against wind and 
water damage to the Texas coast. This Act has had a very positive in
fluence on economic development on the Gulf Coast, particularly in tourism 
and residential development--development that, in the absence of the Act, 
probably would not have occurred to the same degree. 

One area of possible concern is the State's prohibition of branch 
banking. Banking regulations influence economic development by either 
facilitating or obstructing the flow of capital to various sectors of the 
economy. While the law originated in populist attitudes against large 
financial institutions, the effect of the law may have placed businesses 
in small communities at a disadvantage, making it more difficult for them 
to obtain sizable loans necessary for expansion and other business pur
poses. The recent growth in bank-holding companies, however, will prob
ably mitigate any negative effects of the branch prohibition in small 
communities. 

In the area of taxation Texas is relatively conservative, levying 
neither a corporate nor a personal income tax. The State imposes a modest 
tax burden on firms located or operating within Texas. In the past, state 
and local governments have operated within a tax system that has provided 
for a level of public goods and services compatible with this modest tax 
burden. Increased demand for services and reductions in revenues col
lected from historically dependable sources will force both state and 
local governments to seek new sources of revenue. Statistical studies 
cited above suggest that state business tax rates do not have a signif
icant effect on economic growth in a state, which implies that the State 
of Texas does have some flexibility in generating additional revenue to 
meet this increased demand for services, without affecting growth rates. 

The State has been heavily dependent on oi 1 and gas severance taxes 
for many years. These taxes currently make up a quarter of the State's 
total revenue collections. Collections from severance taxes have de
clined as the price of oil has declined during the past two years. It 
is apparent, therefore, that a substitute source of revenue will have to 
be found, as in-state oil and gas production is expected to decline 
through the end of the century. 
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State and local governments rely on retail sales taxes as major sources 
of revenue. At the state level, a constantly expanding economy provided 
a steadily growing source of revenue from this tax through 1983, when 
recession conditions in Houston and the Golden Triangle and in the border 
region caused a drop in collections. At the local level, communities in 
these areas tended to suffer a very rapid loss in sales tax revenue, while 
growing communities in other regions experienced a steady growth in re
venue. Because of heavy reliance on sales tax revenue for local oovern
ment fiscal needs, some communities will be better able to provide-public 
goods needed to attract development than others. 

Local governments are also very dependent on property taxes, which are 
subject to several legal and constitutional limitations. Exemptions for 
certain property and classes of taxpayers as well as ceilings on allowable 
rates and provisions for taxpayer rollbacks of annual rate increases serve 
to constrain localities' use of property taxes. While less sensitive to 
temporary economic conditions, property taxes also do not grow as quickly 
as sales taxes as a revenue source. Consequently, some communities in 
Texas may soon reach their taxing capacity and may have trouble meeting 
growing revenue needs. It is possible that local governments want to turn 
to the state government for relief just at the point the State is expe
riencing reductions in its severance tax revenues. New sources of income 
for both state and local governments may be necessary, as a result, by 
the year 2000. The State should be able to broaden its revenue base 
through new taxes or expansions of existing tax bases without signif
icantly detracting from its desirability as a location for new firms. 
This is possible because Texas enjoys a very beneficial combination of 
other factors that make it attractive to business, and because taxes are 
a relatively unimportant factor in a firm's location decision. 

One bright spot in the State's revenue picture is that most bonds 
marketed by the state government and its subdivisions receive high rat
ings, thus assuring that interest rates paid on this borrowing will be 
relatively low. Since bonds are the major source of financing for most 
infrastructure construction undertaken by both state and l oca 1 govern
ment, the relatively low cost of capital will reduce the taxpayers' and 
ratepayers' costs for infrastructure. 

Ill. DIRECT STATE ACTIVITIES 

Texas state government sets a broad policy framework for development 
that relies on elected city and county officials to solve urban problems 
but provides assistance and cooperation in various ways, such as aiding 
in the provision of basic services and altering unduly restrictive con
stitutional and legal provisions that adversely affect fiscal priorities 
of local governments. The State's primary funding categories are educa
tion, welfare, and highway programs. In 1983, education comprised 51 
percent of state spending, welfare 16 percent, and highways 11 percent. 

State aid to cities and counties has both explicit and implicit effects 
on local economic development. Programs that aid general government 
services, especially programs supporting highways and public transporta
tion, directly enhance the attractiveness of an area to business. State 
aid can indirectly affect development by freeing local dollars for other 
efforts. State aid improves intergovernmental equity among localities 
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within the state as well as the distribution of services across regions. 
In fact, from 1977 through 1983, a generally increasing but erratic pat
tern of state aid developed, apparently in response to decreasing levels 
of federal aid. Intergovernmental assistance can be helpful in financing 
costly community and economic development efforts. 

The two state agencies most directly involved in economic development 
are the Texas Department of Community Affairs (TOCA) and the Texas Eco
nomic Development Commission (TEOC). TOCA, using federal funds from the 
Community Development Block Grant program (CDBG) is the principal state 
agency assisting with economic development in small cities. The criteria 
TOCA has adopted in the administration of the COBG program place a pri
ority for funding on distressed small cities. Many efforts of both 
agencies are designed to assist local governments, community organiza
tions, and small businesses in development efforts, such as TDCA's role 
in the Job Training Partnership Act and TEDC's role in industrial pro
motions. While the actual effectiveness of these two agencies is diffi
cult to assess, it is clear that such efforts are low priorities of the 
State of Texas since these programs are supported at levels lower than 
most other states. This may be explained by the relative prosperity in 
the state or the reluctance to increase state taxes. 

IV. EDUCATION 

The training and development of human capital is essential to meet 
the needs of a diversified economy. Texas's transition from an economy 
based on agriculture and natural resources to one based on manufacturing 
and produter services in urban areas will require a well-educated work
force, an essential element for economic development. The State's edu
cational policy must address the need to provide training programs, 
specifically in public schools, which will provide the basis for a 
trainable and retrainable workforce. The State's responsibility for 
supporting job training efforts is accomplished through public schools 
and postsecondary institutions. A cooperative working relationship be
tween Texas state government, business and industry, and educational in
stitutions is important. Adjustments in educational funding or programs 
should be made to address the needs of disadvantaged populations to pre
pare those persons to meet the expanding needs of a diversified economy. 
It can not be overemphasized that a well-educated and trained workforce 
represents the best investment for the future. 

V. WATER 

The distribution and limitation of water resources is the most sig
nificant environmental constraint on development in Texas. There is an 
uneven distribution of water in Texas, with some areas experiencing water 
shortages while other areas are prone to flooding. The Texas Department 
of Water Resources (TDWR) is mandated by law to prepare and maintain a 
comprehensive water plan for orderly development and management of water 
in the state. While TDWR appears to serve well in its role of granting 
permits and analyzing needs, it functions largely in a reactive capacity 
since other levels of government are responsible for constructing and 
funding water works. TDWR does provide capital to small municipalities 
in developing their water supplies. That aid only accommodates present 
needs and is not adequate to meet the needs of all small cities in Texas, 
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much less provide for future growth. With revenue constraints in many 
of the larger cities, there is also a question of their ability to meet 
future needs through current fee mechanisms. Studies are needed of the 
effects of water availability on economic development and on financing 
r.iethods for future water resource development. The capability of many 
municipalities to finance future water capacity needs is not certain. 
Additional financial resources may need to be provided by the State to 
assist local governments in meeting these needs. 

VI. TRANSPORTATION 

Transportation facilities play a distinct role in conditioning the 
pattern of growth by linking consumption and production centers within 
and outside a region. On the other hand, the absence of an adequate 
transportation system may adversely affect the development of a region. 
Growing regions with limited transportation infrastructure will almost 
certainly require additional facilities. Relative to other state pro
grams, highway spending declined in Texas during the 1970s and early 
1980s, although it still remained a significant share of the state budget. 
While heavily populated districts (i.e., Houston, Dallas, San Antonio, 
and Fort Worth) disbursed the most money in construction and maintenance 
projects, expenditure figures by size of population showed that the rural 
districts were receiving the greatest per capita investment in highways. 
Furthermore, it was found that high population and economic growth oc
curred in districts with relatively low per capita expenditures. It was 
not clear whether this occurred due to economies of scale in heavily po
pulated, fast-growing districts which reduced their costs or due to in
adequate planning of investment in other areas, increasing costs. 

Poor highways and bridges s 1 ow movement of goods and may a 1 so dis
courage industry from locating in a particular region. For this reason, 
maintaining the quality of highways and bridges is vitally important to 
the economic growth of Texas; to do otherwise could impede state efforts 
to attract industry and to move peop 1 e and goods efficiently within state 
borders. Maintenance will increase in importance as the existing highway 
system suffers wear. Because 11 percent of Texas highways are in poor 
condition, heightened maintenance activity must be undertaken in order 
to preserve the quality of the state's original highway system. While 
deteriorating infrastructure does not yet seem an impediment to develop
ment, except perhaps in Houston, this may become a serious problem in the 
fature. 

VI I. TOURISM 

Texas ranks third among the states in the nation in terms of dollars 
spent by tourists. This fact is primarily attributed to the state's 
strong convention market. While Texas has been successful in attracting 
tourism, state government itself allocates relatively little in terms of 
firiar:cial resources for the promotion of tourism. The primary agency 
respvnsible for tourism activity, the Texas Tourist Development Agency 
(T:-DA), offers technical assistance and advisory services to chambers of 
commerce, convention bureaus, and individual city promotional activities. 
~hi1e these local efforts have contributed significantly to tourism, co
ordination among the tourism-related state agencies might improve their 
efft:ctivent:ss. 
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VI 11. LOCAL GOVERNMENTS 

Local governments, utilizing powers designated by the State while 
relying on their own fiscal resources, have been able to maintain a level 
of public goods and services that have been attractive to economic de
ve1opment. They also have been given considerable latitude by the state 
government in terms of development tools using local means to encourage 
industrial relocation. 

Local governments in Texas, except counties, have traditionally had 
authority to act to promote economic development. City governments can 
encourage and regulate growth through the use of zoning, eminent domain, 
and annexation powers. Eminent domain and annexation for economic de
velopment purposes have been little used in recent years. Texas munici
palities have extraterritorial jurisdiction powers that permit them to 
exercise limited types of control over areas adjacent to their boundaries, 
though these appear insufficient to regulate growth completely. Special 
districts, ranging from port authorities to municipal utility districts, 
are formed for the express purpose of providing services to promote de
velopment . County governments lack ordinance-making power and other 
tools, particularly financing powers, that would be useful in promoting 
and controlling growth in unincorporated areas. Special districts at
tempt to fill the gap in authority between cities and counties, but they 
tend to promote erratic development and service delivery. 

IX. ECONOMIC DEVELOPMENT TOOLS 

Foreign trade zones have proven effective in creating employment and 
in encouraging international trade in several Texas communities. These 
zones are slightly restricted by state laws requiring that their property 
and inventory be noted for taxation purposes, which works against the 
purpose of having a duty-free zone for i nternat i ona l trade. New zones 
have been approved but have not been activated because of current world 
economic conditions and the lack of customers. 

Several types of economic development devices have been created by acts 
of the state legislature. Of these, industrial revenue bonds have proven 
most popular for financing construction projects and business ventures. 
These bonds are issued through industrial development corporations, 359 
of which have been formed in Texas. There is some concern that the pop
ularity of these tax-free bonds might crowd municipal bonds from the 
marketplace and might lead to federal restrictions because of the loss 
of federal tax revenue caused by this financing mechanism. Also, some 
critics of IRBs cite the use of these bonds by large, highly profitable 
firms that could obtain financing through conventional means. It is ar
guable whether or not this practice constitutes an actual abuse, but it 
has not become of particular concern in Texas as yet. In fact it might 
well serve as a mechanism for targeting development in particular parts 
of the state. 

Tax abatement has been an available tool since the passage of the en
abling legislation in 1981. Property tax abatement contracts have not 
yet been used in Texas, although Waco has designated a reinvestment zone 
in the city. There is some question as to the actual value of tax 
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abatement as an incentive for development. Even though there is little 
proof that tax abatement actually induces investment, there are studies 
which suggest that such property tax differentials can give one location 
an advantage over another, other factors being equal. If this proves to 
be the case, tax abatement initiatives could place Texas cities in com
petition with each other and not make any net contribution to the state 
as a whole. 

Tax increment financing has proven more popular in Texas than tax 
abatement. A number of cities have created tax increment districts, but 
have not begun projects because of pending litigation in El Paso involving 
the use of school taxes in tax increment financing. This litigation 
centers on a question of jurisdictional equity problems between cities 
and school districts. These problems result from the fact that only ci
ties may establish tax increment districts, although school districts, 
which have higher tax rates, tend to contribute more heavily to tax in
crement financing funds. Once this case has been decided, the future of 
tax increment financing as a development tool will be more easily judged. 

Enterprise zones, though authorized by law, have not yet been formed 
in Texas. They provide a more comprehensive approach to development than 
tax increment or tax abatement districts. Whether they are effective as 
a job creation mechanism remains to be seen, as proposed federal enter
prise zones are geared toward large businesses, which create compar
atively few jobs per dollar invested. 

X. SUMMATION 

The growth prospects of any state and its cities are related to many 
factors including its natural resource endowment, the composition and 
skill level of its labor force, the economic structure in the state, na
tional business cycles, and national economic policy. In this study, it 
has been observed that state government also affects economic development 
in many ways. While the economic base of Texas was largely shaped by its 
natural resource endowment, the evolution of its two principal sectors
-agriculture and petroleum--has to a significant extent been affected by 
state 1 aws regarding water rights, state efforts in water resource de
velopment, and by state regulation in the form of the Railroad Commission. 

The economic base of the state is now shifting, and the advantages 
offered by the state to agriculture and petroleum are less important to 
the location decisions of urban-based economic activity. Fortunately, 
the state has been able to attract a significant share of the country's 
growth industries, the so-called high-technology firms. Even so, this 
project has found that if state government is to assume a larger role in 
fostering growth, all aspects of state government need to be reviewed in 
developing a broad-based policy. 

The state regulatory environment clearly contributes to the positive 
business climate in the state. It is also clear that one component of 
this business climate, low tax rates, has contributed to low revenues and, 
subsequently, to relatively low levels of services. While low levels of 
services were not inconsistent with a rural, natural-resource-dominated 
economy, they may be less well suited for an urban, industrial-service
based economy. Revenue constraints will certainly limit state efforts 
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in export promotion, industrial development, training programs, tourism, 
promotion, and so forth, but an underfunded education system may seriously 
undermine future growth possibilities. The state's public and private 
universities seem to position the state very well in relation to the re
search activities of the growth industries, but it is not clear that the 
state's labor force offers any relative advantages to manufacturing ac
tivities and may in fact be relatively unattractive given current educa
tion and skills levels. The lack of relationship between state tax rates 
and rates of economic growth discussed in Chapter 2 can be explained by 
the fact that enhanced public services, made possible by increased re
venue, actually make a state more attractive and more supportive of bu
siness development. 

One of the most difficult problems to be faced by the state will be 
the uneven nature of economic development within its borders; specif
ically, rapid growth in some areas and near stagnation in others. The 
decisionmakers in Texas will be faced with a basic question of equity: 
should it be a matter of policy to attempt to distribute economic growth 
more evenly, or should the prevailing pattern of development winners and 
losers be a 11 owed to continue? State government may need to consider 
specific measures to relieve the fiscal crises of depressed cities highly 
dependent upon the sales tax. 

Local governments will be forced to deal with important gaps in their 
authority to manage growth, particularly because of differences in plan
ning and zoning powers between city and county governments . The gaps in 
service delivery and regulatory authority in the territory lying between 
city corporation limits and county boundaries have been filled by a va
riety of special districts that have tended to promote patchwork devel
opment and erratic de 1 i very of services to residential and industrial 
developments. While these activities may not adversely affect develop
ment in the short run, they may result in more costly service provision 
or infrastructure replacement activities in the future. 

Changes in the national economy, specifically the emergence of new 
growth sectors, have benefitted the economy of Texas and, in particular, 
a number of cities in the state. This development is occurring during a 
period of substantial change in federal-state relations, which is forcing 
states to assume additional responsibilities. This economic and inter
governmental transition creates an opportunity and a challenge for state 
government. How well this challenge is met will partially determine 
whether the state's economy, and that of individual Texas cities, will 
continue to be attractive and prosperous. The state inherited a rich 
legacy that required little attention to prosper; future growth will de
pend upon the willingness of state government to nurture and develop its 
evolving, more diversified urban economy. 
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APPENDIX I: ECONOMIC DEVELOPMENT TOOLS 
IN OTHER STATES 

Government in each of the fifty states is involved in some type of 
economic development activity aimed at encouraging the growth of private 
industry within its borders. Appendix I examines state economic devel
opment activities in the other fourty-nine states to provide a frame of 
reference for assessing economic development efforts by Texas. Section 
I looks at the major tools states use to encourage industrial growth. 
Section II examines in depth the economic development activities in eight 
states that are considered to offer progressive programs for economic 
development: Arizona, California, Florida, Illinois, Massachusetts, 
Minnesota, New York, and North Carolina. 

I. STATE ECONOMIC DEVELOPMENT TOOLS 

The information in this section is derived largely from the Directory 
of Incentives for Business Investment and Development in the United States 
by the National Association of State Development Agencies, the National 
Council for Urban Economic Development, and the Urban Institute. The 1983 
publication provides a comprehensive inventory of economic development 
activities in the fifty states. This section defines the major economic 
development tools used within the U.S., and lists the states in which they 
are currently employed. 

A. STATE AND LOCAL BONDS 

States, local governments, and special districts/authorities may issue 
tax-exempt bonds to raise capital for public purposes. Four types of 
bonds are available. 

Industrial Revenue Bonds: Municipal bonds payable solely from project 
revenues to finance private industrial development. The structure of IRB 
financing varies according to state law. The following states issue in
dustrial revenue bonds: 

California 
Connecticut 
Delaware 
Hawaii 
Illinois 
Maine 
Maryland 

Massachusetts 
Michigan 
Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 

New Jersey 
New York 
Ohio 
Oregon 
Rhode Island 
Vermont 
West Virginia 

A 11 states except A 1 a.ska, Rhode Is 1 and, New Jersey, Hawaii, and Connec
ticut permit localities within their borders to issue industrial revenue 
bonds. 

General Obligation Bonds: Most are issued by state and local gov-
ernments to finance public use facilities. Should default occur, the 
local or state government issuer must pay outstanding principal and in
terest from its general revenues. Missouri is the only state which issues 
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general obligation bonds in conjunction with i~s economic development 
activities. Louisiana, Mississippi, Missouri, North Dakota, and Tennes
see permit local governments to issue general obligation bonds as part 
of their economic development efforts. 

Umbrella Bonds: A single issue of tax-exempt industrial bonds pro
viding loan funds for several individual business projects. Most are 
directed toward small-business growth and expansion. Umbrella bonds are 
issued by: 

A 1 a ska 
Connecticut 
Iowa 
Maine 
Maryland 

Michigan 
Minnesota 
Missouri 
Nebraska 
Nevada 

Industrial Revenue Bond Guarantees: Guarantees commit the state au
thority administering the program to pay outstanding principal and in
terest on a bond issue in case of default by the issuing company. They 
are used to increase the marketability of the bonds. Industrial revenue 
bond guarantees are provided by: 

Arkansas 
Kentucky 
Maine 
Maryland 
Massachusetts 
Missouri 

B. DIRECT STATE LOANS 

New Jersey 
New York 
North Dakota 
Ohio 
Rhode Island 

Direct loans are used by the state to fill a gap in availability of 
financial capital from traditional private sector lenders. They are 
targeted toward specific industries, certain size companies, or 
minority/disadvantaged businesses. Direct state loans are offered by: 

Alaska 
California 
Connecticut 
Florida 
Hawaii 
Illinois 
Indiana 
Kentucky 
Louisiana 
Minnesota 

C. LOAN GUARANTEES 

Montana 
New Jersey 
New York 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Texas 
Vermont 
West Virginia 

Loan guarantees are used to reduce the lenders 1 risk by leveraging 
private sector financing with guarantees of loans by private or govern
mental lenders. Usually, states guarantee only a portion of the loan. 
The following states provide loan guarantees: 
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Ca 1 i fo r n· i a 
Connecticut 
Indiana 
Louisiana 
Maine 
Maryland 
Minnesota 

MiSsi ssippi 
Missouri 
New Hampshire 
New Jersey 
Ohio 
Vermont 

D. STATE-FUNDED INTEREST SUBSIDIES 

These subsidies are used to encourage private sector lenders to make 
loans to businesses at lower interest rates. Missouri is the only state 
which currently provides interest subsidies. 

E. STATE-FUNDED OR CHARTERED EQUITY/VENTURE CAPITAL COR
PORATIONS 

This tool is used to develop small, innovative businesses by forming 
companies that provide venture capital for start-up financing . Small 
Business Investment Companies (SBICs) are the most frequently used 
structure. Equity/venture capital corporations are funded or chartered 
by the following states: 

Al as ka 
Connecticut 
Indiana 
Maine 

Massachusetts 
Michigan 
New York 
Wisconsin 

F. PR I VA TEL Y SPONSORED DEVELOPMENT CREDIT CORPORATIONS 

These credit corporations function as a publicly chartered, private 
development bank to provide medium-term working capital and loans for 
construction and expansion to new and existing businesses. They usually 
require that the firm has been turned down by one or more lenders. Loans 
rarely exceed $500,000 to $600,000 . This development tool is used by: 

Arkansas 
Florida 
Georgia 
Iowa 
Kansas 
Kentucky 
Maryland 
Massachusetts 

Michigan 
Missouri 
Montana 
Nebraska 
New Hampshire 
New York 
North Dakota 
South Carolina 
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G. ENTERPRISE ZONES 

Enterprise zones are designated economically distressed areas within 
which incentives are given to businesses which locate or expand there. 
Tax concessions are the major incentive used by states to encourage de
velopment of a stable economy and creation of jobs within the enterprise 
zone. Enterprise zones have been established in: 

Connecticut 
Florida 
Kansas 
Kentucky 
Louisiana 

Maryland 
Minnesota 
Missouri 
Ohio 

H. CUSTOMIZED INDUSTRIAL TRAINING 

Customized industrial training is used to reduce the initial costs of 
opening a new facility by providing a trained workforce. States can ei
ther design and administer the training, or they can provide a grant to 
companies to provide their own training. All states except Alaska, Ari
zona, Minnesota, Montana, New Hampshire, Maine, Oregon, Utah, Washington, 
Wisconsin, and Wyoming offer direct customized industrial training and/or 
grants to companies. 

I. TAX INCENTIVES 

Tax incentives are used to reduce a business's tax liability and to 
increase its chance of operating profitably. The state may refrain from 
levying a tax or may provide partial tax reductions. These reductions 
may include exemptions of activities or items from taxation, reductions 
of the base upon which the income tax is computed, subtraction of tax 
credits from the tax due to reduce actual tax payments, and abatement of 
property taxes for a specified period of time. The following is a list 
of the major areas in which tax exemptions, deductions, credits, or some 
other form of special treatment are given to businesses and the number 
of states offering such incentives. 

1. Business Inventory - thirty-seven states, including Texas. 

2. Energy and Fuel Conservation Measures - forty-two states, including 
Texas. 

3. Goods in Transit - forty-three states, including Texas. 

4. Industrial Fuels and Raw Materials - forty-three states. Texas does 
not offer this incentive. 

5. Industrial Machinery and Equipment - forty-five states, including 
Texas. 
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6. Investment Tax Credit - twenty-three states. Texas does not offer 
this incentive. 

7. Job Creation Tax Credit - nineteen states. Texas does not offer 
this incentive . 

8. Po 11 ut ion Contro 1 Equipment - forty-one states. Texas does not 
offer this incentive. 

9. Property Tax Abatement - thirty-two states, including Texas. 

10. Research and Development - The following states offer this incen
tive: 

California 
Indiana 
Maine 
Maryland 
Massachusetts 
Minnesota 
New Jersey 

New York 
Rhode Island 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 

11. ECONOMIC DEVELOPMENT PROGRAMS OF SELECTED STATES 

A. NORTHEAST 

The two states chosen from the Northeast are Massachusetts and New 
York. High-technology industries in Massachusetts benefit from programs 
providing venture capital financing to early-stage, high-risk, technolo
gy-based companies . While 50 percent of the FY 1982 Massachusetts Com
merce Department budget was designated for economic development, the 
state offers no assistance for small business and minority-owned business 
or research and development efforts . New York relies heavily on state
issued industrial revenue bonds for a variety of economic development 
needs. Unlike Massachusetts, New York provides extensive assistance to 
small business and minority-owned business and uses 100 percent of its 
state Commerce Department budget for economic development. Research and 
development aid is provided directly by state universities. · 

B. SOUTHEAST 

Florida and North Carolina were chosen to represent economic develop
ment efforts in the Southeast. In Florida, privately sponsored develop
ment credit corporations in conjunction with direct state loans comprise 
the highest valued group of economic development tools . Enterprise zones 
have also been heavily promoted, with one hundred receiving certification 
as of December 1, 1982. Thirty-four percent of the FY 1982 Florida Com
merce Department budget was used in economic development efforts. In 
North Carolina, only 7.79 percent of the FY 1982 state Commerce Department 
budget was designated for economic development, perhaps explaining the 
limited number of programs offered. The state basically provides locally 
issued industrial revenue bonds and customized industrial training with 
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a focus on manufacturing firms. Research and development has been en
couraged in recent years through state-provided research and the North 
Carolina Triangle Institute. 

C. WEST 

The two representative states from this region are Arizona and Cali
fornia. Similar to efforts made by Massachusetts, economic development 
programs in California emphasize the special needs of high-technology 
companies. These programs include worksite education and training for 
jobs in electronic and technical areas as well as a $2 million loan pro
gram for financing new product development. For FY 1983, the budget for 
economic development was $7.9 million, or 36 percent of the total state 
budget. Economic development efforts in Arizona are much more limited 
than those in California, consisting primarily of locally issued indus
trial revenue bonds. The state provides assistance for small business, 
but offers no programs to encourage minority-owned business ~r research 
and development. Arizona does have the Office of Economic Planning and 
Development, which is devoted exclusively to fostering economic growth 
within the state. 

D. MIDWEST 

Minnesota and Illinois were chosen as representatives of the Midwest. 
In Minnesota, a number of programs exist to aid expanding small businesses 
in the state, including locally issued industrial revenue mortgages, um
brella bonds, direct state loans, and a loan guarantee program known as 
the Minnesota Plan. In FY 1982, 50 percent of the state budget was used 
for economic development programs. Illinois relies on state-issued in
dustrial revenue bonds for job creation, environmental control equipment, 
and medical care facilities. Localities may also issue industrial revenue 
bonds, while direct state loans are targeted for projects in areas of high 
unemployment. Ninety-nine percent of the FY 1982 budget for the Illinois 
Department of Commerce and Community Affairs was used for economic de
velopment programs in the state. Both Minnesota and Illinois are among 
the six states whose percentage of the budget used for economic develop
ment is extremely high. 

E. COMPARISONS WITH TEXAS 

Compared to efforts by Texas in economic developmen·t, these states 
provide a more diverse "menu" of programs to assist business. Texas re
lies solely on locally issued industrial revenue bonds, direct state loans 
targeted to communities in rural areas for industrial locations ~nd ex
pansion, and customized industrial training provided cooperatively be
tween the Texas Economic Development Commission and local public 
education systems. Industrial revenue bonds are the most used program, 
with 242 issues totaling $950 million in 1982. No research and develop
ment assistance is provided by the state. Overall, the level of commit
ment to economic development by the State of Texas is relatively lower 
than the other states examined, despite Texas's consistently high stand-
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ing in business climate surveys. The eight states will be examined below 
in greater deta i 1. 

Massachusetts 

DIRECT FINANCIAL INCENTIVES 

PROGRAM: Industrial Revenue Bonds - State Issued 
PURPOSE: To provide lower-cost financing for private businesses to 

create jobs, revitalize the state's commercial centers, and strengthen 
the tax base of the state and local communities. 

FOCUS: Must be used for the construction, acquisition, or improve
ment of pl ant and equipment 1 ocated in the state; working capital and 
refinancing are not permitted. 

VOLUME: 183 bonds approved in 1981 totaling $221,891,900. 

PROGRAM: Industrial Revenue Bonds - Locally Issued 
PURPOSE: To authorize municipalities to create industrial develop

ment financing authorities to issue industrial revenue bonds. 
FOCUS: Same as above. 
VOLUME: 243 projects were approved in 1981 totaling $297,321,500. 

PROGRAM: Industrial Revenue Bond Guarantees 
PURPOSE: To provide guarantees of all tax-exempt loans to younger 

or smaller companies unable to obtain long-term loans to finance plant 
and equipment purchases. 

FOCUS: Must be secured by a first-mortgage lien on the new or im
proved plant or equipment to be financed. Projects must create or retain 
employment in the state that is substantially full-time and nonseasonal, 
paying 1.5 times the minimum wage. 

VOLUME: S~ven projects approved in 1981 totaling $6,504,331. 

PROGRAM: State-funded or -chartered Equity/Venture Capital Corp. 
PURPOSE: To provide venture capital financing to early-stage, 

high-risk, technology-based companies in the state through the Massachu
setts Technology Development Corporation (MTDC). To create jobs and other 
benefits for residents of depressed areas of the state through the Mas
sachusetts Community Development Finance Corporation (CDFC). 

FOCUS: MTDC provides financing on a coventure basis with investors 
from the private sector up to $500,000. CDFC funds are invested in con
junction with l oca 11 y based community development corporations ( COCs) 
which att in a partnership with companies seeking to expand or locate in 
the community represented by the CDC. 

VOLUME: In 1982, MTOC approved loans totaling $625,000 and capital 
investments totaling $550,000. Since 1975, COFC has committed $5,102,000 
in investment funds. 

PROGRAM: Privately Sponsored Development Credit Corporations 
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PURPOSE: The Massachusetts Business Development Corporation (MBDC) 
pools money from financial institutions to provide medium- and long-term 
loans to promising firms that do not qualify for loans from conventional 
lenders. The Massachusetts Capital Resource Company (MCRC) offers 
high-risk capital from Massachusetts-based life insurance companies to 
promote growth in Massachusetts' manufacturing and industrial operations. 

FOCUS: MBDC makes loans for working capital, new equipment or energy 
conservation, leveraged buyouts when a significant job loss is at stake, 
second mortgages, and government-guaranteed loans. MCRC makes long-term 
unsecured loans to companies rejected by lending institutions, offers 
subordinated loans to rapidly growing companies, and provides growth ca
pital to young firms needing capital infusions. 

VOLUME: Since 1953, MBDC has approved $95,815,000 in loans. MCRC 
is capitalized at $100 million, with sixteen companies receiving $16.4 
million in 1981. 

PROGRAM: Customized Industrial Training 
PURPOSE: Bay State Skills Corporation (BSSC) matches nonprofit and 

private sector training resources with high-demand occupations in the 
state. The state provides 50 percent of the training cost, and the company 
is expected to contribute 50 percent. 

VOLUME: Established in 1981 with $8 million appropriation. Since 
then, 71 training programs approved for 5,562 trainees at cost of $5 
million. 

BASIC BUSINESS TAXES 

CORPORATE INCOME TAX: Corporations are classified as tangible pro
perty corporations or intangible property corporations. Tangible corpo
ration rates equal $7 per $1,000 of taxable tangible property value plus 
8 1/3 percent of taxable net income. Intangible property corporations 
are taxed at rate of $7 per $1,000 taxable net worth plus 8 1/3 percent 
of taxable net income. 

SALES AND USE TAXES: 5 percent sales tax plus 5 percent tax on 
transfer of possession by rental or lease. 

PROPERTY TAX: Property taxes are based on four classifications: 
residential, open space, commercial, and industrial. Since 1980, total 
taxes levied on property cannot exceed 2.5 percent of property's full and 
fair cash value. 

TAX EXEMPTIONS, DEDUCTIONS, CREDITS, AND SPECIAL TREATMENT 

PROGRAM: Job Creation Tax Credits 
PURPOSE: To target nine classifications of workers. To encourage 

corporations to locate in urban municipalities and to hire employees who 
live in an 11 eligible section of substantial poverty. 11 

PROGRAM: Investment Tax Creation 
PURPOSE: To allow manufacturing corporations, agricultural/fishing 

enterprises, and research and development corporations to benefit from 3 
percent credit against state excise tax on the cost of depreciable prop
erty purchased during the year. 
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PROGRAM: Property Tax Abatement 
PURPOSE: To exempt realty owned by economic development corpo-

rations that exist to expand jobs from property taxation for seven years. 

PROGRAM: Business Inventory 
PURPOSE: To exempt business inventories for manufacturing and non

manufacturing companies from property taxation. 
PROGRAM: Goods in Transit 
PURPOSE: To exempt export sales of tangible personal property 

shipped to purchasers in foreign countries from sales or use taxation. 

PROGRAM: Research and Development 
PURPOSE: To exempt from sa 1 es and use taxation a 11 machinery and 

replacement parts used in corporations engaged in research and develop
ment. 

PROGRAM: Pollution Control Equipment 
PURPOSE: To exempt from corporate income tax the cost of pollution 

control facilities. 

PROGRAM: Industrial Machinery and Equipment 
PURPOSE: To exempt from sales, use, and property taxation certain 

categories of machinery. 

PROGRAM: Industrial Fuels and Raw Materials 
PURPOSE: To exempt from sales and use taxes certain categories of 

fuels and raw materials. 

PROGRAM: Energy and Fuel Conservation Measures 
PURPOSE: To exempt from income and property (ten yea rs) taxation 

solar- or wind-powered systems. 

New York 

DIRECT FINANCIAL INCENTIVES 

PROGRAM: Industrial Revenue Bonds - State Issued 
PURPOSE: (a) To a 11 ev i ate unemployment and promote economic and 

urban development in project areas through the issuance of tax-exempt 
industrial revenue bonds; (b) to provide lease financing to medium and 
large companies for large-scale industrial or commercial development 
projects that cannot be completely financed through IRB programs because 
of federal limits on project size; and (c) to assist municipalities and 
private industry in complying with state and federal environmental stan
dards through the issuance of special purpose, tax-exempt pollution con
trol revenue bonds against the credit of the borrowing company. 

FOCUS: Bond proceeds may be used for (a) construction, expansion, 
or renovation of an industrial plant, including purchase and installation 
of equipment; (b) projects approaching or exceeding $10 million or smaller 
projects that are part of a larger, multiyear development program in a 
single geographic area; and (c) projects with no loan limit and a minimum 
bond amount of $500,000. 
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VOLUME: In 1982, (a) one bond issue totaling $5 million; (b) seven 
projects totaling $35 million; and (c) two bond issues totaling S35.l 
million. 

PROGRAM: Industrial Revenue Bonds - Locally Issued 
PURPOSE: To finance business and industrial projects through bonds 

issued by local industrial development agencies (IDAs) . 
FOCUS: Counties, cities, towns, villages, and Indian reservations 

are eligible to establish IOAs. 
VOLUME: In 1981, 295 bond issues totdling $528,412,000. 

PROGRAM: Umbrella Bonds 
PURPOSE: To stimulate the expansion of private sector employment 

through the authorization of loans for industrial development/expansion 
by the Job Development Authority (JOA). 

FOCUS: Priority is given to projects that revitalize distressed 
localities, especially those that involve reuse, reconstruction, or new 
construction of plants and buildings. 

VOLUME: In 1981, JOA participated in 128 loans totaling $92.5 mil-
lion. 

PROGRAM: Industrial Revenue Bond Guarantees 
PURPOSE: To assist small- or medium-size industrial and commercial 

businesses and developers in obtaining lower-cost, tax-exempt financing 
by guaranteeing a portion of industrial revenue bond issues. 

FOCUS: Companies that have experienced good earnings growth and are 
in good financial condition but whose credit is not strong enough to se
cure needed permanent financing. 

VOLUME: In 1982, two bond issues totaling $5 million. 

PROGRAM: Direct State Loans 
PURPOSE: To provide direct loans to new businesses in distressed 

rural communities for environmentally sound development projects. 
FOCUS: Communities in counties not within SMSAs or in counties with 

fewer than 150 persons per square mile. 
VOLUME: Program established in 1982 with a capital base of $800,000. 

No projects funded to date. 

PROGRAM: State-Funded or -Chartered Equity / Venture Capital Corpo
rations 

PURPOSE: To meet the capital financing needs of small businesses 
in distressed areas through equity investment. 

FOCUS: Projects which (1) are start-ups or expansions for small 
business; (2) will provide neighborhood services near existing housing 
projects lacking services; (3) are necessary to ensure sufficient occu
pancy of a retail structure; or (4) require security for tax-exempt in
dustrial revenue bonds. 

VOLUME: In 1982, twenty-seven projects totaling $47.5 million. 

PROGRAM: Privately Sponsored Development Credit Corporations 
PURPOSE: To share the risk of loaning to firms seeking to expand 

in the state by pooling the money of New York financial institutions. 
FOCUS: Companies whose capital requirements may be just beyond the 

limitations of conventional bond financing. 
VOLUME: In 1982, fourteen loans totaling $4,108,000. 
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PROGRAM: Customized Industrial Training 
PURPOSE: To provide reimbursement to private employers for costs 

associated with hiring and training economically disadvantaged workers 
in New York City. 

FOCUS: Trainees and firms must reside in New York City. 
VOLUME: In 1982, 32 companies participated, and 166 trainees were 

involved. Annual budget is $409,000. 

BASIC BUSINESS TAXES 

CORPORATE INCOME TAX: All domestic and foreign corporations are 
subject to an annual franchise tax for the privilege of employing capital, 
doing business, owning or leasing property, or maintaining an office in 
the state. Four different computation methods are used. 

SALES AND USE TAXES: Four percent sales tax is levied on retail 
sales. Some cities impose additional taxes ranging from 1 to 4 percent. 

PROPERTY TAX: All real property subject to taxation at local level. 
Tangible and intangible personal property are exempt from taxation. 

TAX EXEMPTIONS, DEDUCTIONS, CREDITS, AND SPECIAL TREATMENT 

PROGRAM: Job Creation Tax Credit 
PURPOSE: To grant corporations a credit equal to 50 percent of the 

new capital investment amount against the corporate franchise tax payable 
in each of three years succeeding the year of the original investment. 

PROGRAM: Investment Tax Credit 
PURPOSE: To provide a credit against corporate franchise tax at a 

percentage of new capital investment in buildings and/or depreciable 
tangible property used for manufacturing, processing, assembling, and 
production. 

PROGRAM: Property Tax Abatement 
PURPOSE: To exempt from property taxation industrial/commercial 

facilities financed by a local industrial development agency, some 
industrial/commercial construction in New York City, and 
industrial/commercial facilities outside of New York City at a cost of 
more than $10,000. 

PROGRAM: Research and Development 
PURPOSE: To exempt from sales and use taxation property directly 

consumed or used in research and development. 

PROGRAM: Pollution Control Equipment 
PURPOSE: To exempt from sales and use taxes pollution control fa

cilities, machinery, and agents. 

PROGRAM: 
PURPOSE: 

machinery. 

Industrial Machinery and Equipment 
To exempt from sales and use taxes certain categories of 

PROGRAM: Industrial Fuel and Raw Materials 
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PURPOSE: To exempt from sales and use tax ingredients consumed in 
manufacturing, mining, agriculture, and research; building parts; pack
aging materials; fuel for aircraft; and supplies and fuel for commercial 
vessels. 

PROGRAM: Energy and Fuel Conservation 
PURPOSE: To exempt from property taxation solar- or 

wind-energy-producing equipment installed prior to July 1, 1988. 

PROGRAM: Businesses in Low-Income Areas 
PURPOSE: To provide a credit against the corporation franchise tax 

for businesses operating a facility in low-income areas. 

Florida 

DIRECT FINANCIAL INCENTIVES 

PROGRAM: Industrial Revenue Bonds 
PURPOSE: To provide industrial revenue bonds for eligible enter-

prises. 
FOCUS: Cities, counties, industrial development authorities, and 

special districts may issue bonds for projects located within and outside 
the bonding authority's jurisdiction. 

VOLUME: In 1982, 148 bond issues totaling $525,410,856. 

PROGRAM: Direct State Loans 
PURPOSE: To provide funds to local community development corpo-

rations, which in turn make loans to private businesses. 
FOCUS: Monies can be used by CDCs to establish new businesses, to 

provide financial assistance to existing businesses, and to aid economic 
development in designated enterprise zones. 

VOLUME: In 1982, five loans totaling $1.6 million. 

PROGRAM: Privately Sponsored Development Credit Corporations 
PURPOSE: To make loans for industrial purposes in Florida through 

the Florida Industrial Development Corporation. 
FOCUS: Loans can be used for working capital or capital projects. 

Amounts can range from $75,000 to $500,000. 
VOLUME: In 1981, nine loans totaling $1.8 million. 

PROGRAM: Enterprise Zones 
PURPOSE: To provide tax relief and other assistance to eligible 

businesses within designated enterprise zones. 
FOCUS: Areas with high percentages of substandard housing units, 

low per capita income, high percentages of population with incomes below 
poverty level, and a high unemployment rate. 

VOLUME: As of December 1, 1982, one hundred enterprise zones had 
been certified. 

PROGRAM: Customized Industrial Training 
PURPOSE: To provide on-the-job-training and shop instruction to 

ensure that new workers are ready when a new facility opens. 
FOCUS: Training for skilled and semiskilled operations requiring 

learnino time of one year or less. 
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VOLUME: In 1980 and 1981, eighty-five programs were conducted. 

BASIC BUSINESS TAXES 

CORPORATE INCOME TAX: Income tax on corporations and franchise tax 
on banks and savings associations. Rate is five percent of net income 
with a $5,000 exemption. 

SALES AND USE TAXES: Five percent rate on retail sale. Use tax is 
5 percent on price of each item brought into Florida. 

PROPERTY TAX: Both real and tangible personal property are subject 
to taxation. 

TAX EXEMPTIONS, DEDUCTIONS, CREDITS, AND SPECIAL TREATMENT 

PROGRAM: Job Creation Tax Credit 
PURPOSE: To provide a credit against corporate income taxes for 

businesses creating new jobs for residents of enterprise zones. 

PROGRAM: Investment Tax Credit 
PURPOSE: To provide income tax credit of up to S50,000 to businesses 

with facilities in enterprise zone. To provide credit against income 
taxes of 50 percent of the amount of contributions by businesses to com
munity improvement projects. 

PROGRAM: Property Tax Abatement 
PURPOSE: To provide cities and counties with the option of granting 

a ten-year exemption from property taxes to new and expanding businesses. 

PROGRAM: Business Inventory 
PURPOSE: All business inventories are exempt from property taxa-

ti on. 

PROGRAM: Goods in Transit 
PURPOSE: To exempt from property tax for 180 days goods in transit. 

PROGRAM: Pollution Control Equipment 
PURPOSE: To assess pollution control equipment at salvage value 

rather than fair market value. 

PROGRAM: Industrial Machinery and Equipment 
PURPOSE: To exempt from sales and use taxes new or expanding busi

nesses, electrical or steam energy production, aircraft, vessels, and 
fuels. 

PROGRAM: 
PURPOSE: 

source income. 

North Carolina 

Other Exemptions 
No personal income tax; no corporate income tax on foreign 

DIRECT FINANCIAL INCENTIVES 
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PROGRAM: Industrial Revenue Bonds - Locally Issued 
PURPOSE: To authorize counties to establish authorities to issue 

industrial revenue bonds for tax-exempt financing for private businesses. 
FOCUS: Proposed new facilities must create new jobs at wages above 

the average manufacturing wage paid in that county or at least 10 percent 
above the average manufacturing wage in the state, and be environmentally 
sound. 

VOLUME: In 1981, 128 bond issues totaling $399,656,000. 

PROGRAM: Customized Industrial Training 
PURPOSE: To provide training for new and expanding industries as 

well.as upgrading or retraining existing employees. 
FOCUS: Programs carried out by fifty-eight community colleges and 

technical institutes. Primary focus on manufacturing firms. 
VOLUME: In 1982, 80 companies received training for 5,819 employees. 

Annual budget was $2,223,848. 

BASIC BUSINESS TAXES 

CORPORATE INCOME TAX: Six percent on portion of net income allocable 
to the state. 

SALES AND USE TAXES: Retail sales taxed at 3 percent. 
PROPERTY TAX: Levied by local authorities, not state. 

TAX EXEMPTIONS, DEDUCTIONS, AND CREDITS 

PROGRAM: Business Inventory 
PURPOSE: To reduce the impact of property tax on manufacturers' 

inventories, the state allows a credit against the corporate income tax 
for such taxes paid on inventories of raw materials and goods in the 
process of manufacture that are excessive. 

PROGRAM: Goods in Transit 
PURPOSE: To exempt from sales and use taxes exported property, motor 

vehicles, property awaiting shipment, and imported property. 

PROGRAM: Pollution Control Equipment 
PURPOSE: To allow property used to reduce pollution to amortize the 

cost over sixty months for corporate income tax purposes. 

PROGRAM: Industrial Machinery and Equipment 
PURPOSE: To exempt from sales and use taxation boats and supplies 

purchased by commerci a 1 fishermen. To reduce sa 1 es and use taxes to 1 
percent for manufacturing equipment (including that purchased by con
tractors), telephone and telegraph company equipment, laundry and dry 
cleaning equipment, freezer locker equipment, and radio and television 
station equipment. 

PROGRAM: Industrial Fuels and Raw Materials 
PURPOSE: To exempt from sales and use taxation property incorporated 

into a manufactured product; products from mines, forests, and farms; 
agricultural products for manufactures; fuel and property for ocean-going 
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·vessels; and packing and shipping materials. To reduce to 1 percent the 
sales and use tax on coal, coke, fuel oil, laundry fuel, and packing 
supplies for freezer locker plants. To exempt from property tax nuclear 
materials, cargo containers, and motor vehicle chassis. 

PROGRAM: Energy and Fuel Conservation Measures 
PURPOSE: To provide a corporate income tax credit for a portion of 

costs for installation of solar heating, cooling, and hot water systems; 
wind energy devices; methane gas facilities; and solar cooling or heating 
systems. 

California 

DIRECT FINANCIAL INCENTIVES 

PROGRAM: Industrial Revenue Bonds - State Issued 
PURPOSE: To issue industrial revenue bonds for po 11 ut ion control 

purposes. 
FOCUS: Bond proceeds can be used to finance the entire cost of a 

pollution control project, including land and buildings, as well as 
equipment installation, engineering, and professional and financial ex
penses . 

VOLUME: In 1982, $217,305,000 in bonds issued to twenty-eight firms. 

PROGRAM: Industrial Revenue Bonds - Locally Issued 
PURPOSE: To allow cities and counties to issue IRBs to finance land 

acquisition, building construction, equipment purchases, fees, and other 
project costs. 

FOCUS: Industrial activities and projects for energy development. 
VOLUME: In 1982, eighteen IRBs totaling $97,350,000. 

PROGRAM: Direct State Loans 
PURPOSE: To provide a revolving fund for loans to small businesses 

for working capital and fixed assets. 
FOCUS: Businesses located in certain distressed areas. 
VOLUME: In 1981, twelve loans totaling $3.4 million. 

PROGRAM: Loan Guarantees 
PURPOSE: To provide loan guarantees for small businesses . 
FOCUS: Maximum loan guarantee of $350,000. 
VOLUME: In 1982, forty-one guarantees totaling $5,534,500. 

PROGRAM: Customized Industrial Training 
PURPOSE: To design and operate training programs. for specific skills 

in which there are shortages in California. 
FOCUS: Targeted toward economically disadvantaged and handicapped 

workers with obsolete skills, minorities, displaced workers, and veter-
ans. 

VOLUME: In 1982, 95 active programs for 6,835 trainees and 344 em-
players. 

BASIC BUSINESS TAXES 
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CORPORATE INCOME TAXES: 9.6 percent of taxable income. 
SALES AND USE TAXES: 4.75 percent on retail goods. 
PROPERTY TAX: No tax levied by state; rates vary by locality. 

TAX EXEMPTIONS, DEDUCTIONS, CREDITS, AND SPECIAL TREATMENT 

PROGRAM: Job Creation Tax Credit 
PURPOSE: To allow a credit for banks and corporations equal to 10 

percent of wages paid in first two years of employment of disadvantaged 
employee. 

PROGRAM: Business Inventory 
PURPOSE: To exempt business inventories from property tax. 

PROGRAM: Goods in Transit 
PURPOSE: To exempt from sales tax property shipped outside state 

by retail er or common carrier, property purchased for export, and cargo 
containers used outside state. 

PROGRAM: Research and Development 
PURPOSE: Research and development expenses are deductible in de

termining net taxable income. 

PROGRAM: Pollution Control Equipment 
PURPOSE: To allow a credit against corporate income tax liability 

of 20 percent of cost of installing pollution control equipment by metal 
finishers. 

PROGRAM: Industrial Machinery and Equipment 
PURPOSE: To exempt from sales and use taxes commercial watercraft 

and vessels, trucks, trailers, and aircraft used out of state, and tan
gible personal property purchased by foreign air carriers for use outside 
state. 

PROGRAM: Industrial Fuels and Raw Materials 
PURPOSE: To exempt from sales and use taxes water, gas, electricity, 

containers, raw material, and aircraft fuel. 

PROGRAM: Energy and Fuel Conservation Measures 
PURPOSE: To allow deductions for energy conservation and solar 

system expenses over a thirty-six-month period. To allow a corporate 
income tax credit for 20 percent of cost incurred for purchase/lease of 
commuting vehicles as part of a ride-share program. 

Arizona 

DIRECT FINANCIAL INCENTIVES 

PROGRAM: Industrial Revenue Bonds - Locally Issued 
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PURPOSE: · To allow cities and counties to establish Industrial De
velopment Authorities or Pollution Control Authorities for the purpose 
of issuing IRBs. 

FOCUS: Pollution control purposes, many other uses. 
VOLUME: In 1982, sixty bonds totaling $679,824,219. 

BASIC BUSINESS TAXES 

CORPORATE INCOME TAX: Ranges from 2.5 percent to 10.5 percent on 
net taxable income. 

SALES AND USE TAXES: 4 percent of gross income for most industries; 
2.5 percent for mining industries. Sales tax rate of 4 percent . 

PROPERTY TAX: Commercial/industrial property taxed at 25 percent 
of full market value, all others by classification system. 

TAX EXEMPTIONS, DEDUCTIONS, CREDITS, AND SPECIAL TREATMENT 

PROGRAM: 
PURPOSE: 

taxation. 

PROGRAM: 
PURPOSE: 

PROGRAM: 
PURPOSE: 

Business Inventory 
To exempt manufacturers' and merchants' inventories from 

Goods in Transit 
To exempt property in transit from taxation. 

Pollution Control Equipment 
To amortize over a sixty-month period cost of pollution 

control devices. 

PROGRAM: 
PURPOSE: 

Industrial Machinery and Equipment 
To exempt these from sales tax. 

PROGRAM: Energy and Fuel Conservation Measures 
PURPOSE: To allow corporations to take either a deduction against 

gross income for cost of purchase and installation of solar energy devices 
or a credit against tax liability for corporate income tax purposes. 
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Minnesota 

DIRECT FINANCIAL INCENTIVES 

PROGRAM: Industrial Revenue Bonds - Locally Issued 
PURPOSE: To allow counties, municipalities, redevelopment agencies, 

and port authorities to issue IRBs. 
FOCUS: Eligible projects include industrial, commercial, tourism, 

health care facilities, harbor development, electric power development, 
telephone systems, and pollution control facilities. 

VOLUME: In 1981, 413 bonds totaling $949,489,700. In 1982, 266 
bonds totaling $669,716,150. 

PROGRAM: Industrial Revenue Mortgages - Locally Issued 
PURPOSE: To provide municipalities an alternative to IRBs in pro

viding reduced interest financing to private companies. 
FOCUS: Same as above. 
VOLUME: Program authorized by legislature. No mortgages to date. 

PROGRAM: Umbrella Bonds 
PURPOSE: To provide low-interest loans to small businesses for fixed 

asset financing by issuing tax-exempt industrial revenue bonds. 
FOCUS: Only for-profit businesses are eligible. Excluded activ

ities include banks and financial services, real estate brokerages, 
legal/medical/accounting/engineering and other professional consulting 
services, recreation facilities, and food and beverage service facili
ties. 

VOLUME: In 1981, five loans totaling $835,000. 

PROGRAM: Direct State Loans 
PURPOSE: (a) To provide low-interest financing to new or expanding 

small businesses in the state; (b) to provide Minnesota-based Indians 
resources to start or expand a business; and (c) to provide low-interest 
loans to small manufacturing firms located in distressed areas in the 
state. 

FOCUS: (a) Projects which increase number of jobs created and ensure 
high likelihood of repayment; (b) long-term, fixed asset financing (not 
available for working capital or to repay/consolidate existing debt); and 
(c) industrial manufacturing firms that qualify as small under the U.S. 
SBA. 

VOLUME: (a) In 1982, four loans totaling $500,000; (b) in 1980-81, 
four loans totaling $67,500; (c) in 1981, one loan for $75,000. 

PROGRAM: Loan Guarantees 
PURPOSE: Also known as "The Minnesota Plan. 11 Allows long-term, 

fixed-rate financing to small businesses as alternative to umbrella bond 
program. 

FOCUS: Ability to lock in fixed-rate financing over a fifteen- to 
twenty-year period. 

VOLUME: Became effective in 1982 with $30 million bond issues. No 
figures available. 

PROGRAM: Enterprise Zones 
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PURPOSE: To encourage business growth in areas characterized by high 
levels of poverty and unemployment, population erosion, and decaying in-
frastructure. ' 

FOCUS: Businesses which manufacture or process goods by physical 
change or provide office, research and development, warehousing, ports, 
or other facilities within the zone. 

VOLUME: Zones operable in July 1983. No figures available. 

BASIC BUSINESS TAXES 
CORPORATE INCOME TAX: 9 percent on first $15,000 of taxable income, 

12 percent on remaining income. Two methods of allocating allowed for 
corporations whose income is between in-state and out-of-state sources. 

SALES AND USE TAXES: 5 percent sales tax. 
PROPERTY TAXES: Most assessed value of commercial and industrial 

property is 43 percent of market value, to which mill rate is applied to 
obtain property tax. Mill rates are established by local cities, coun
ties, school districts, and special tax districts. 

TAX EXEMPTIONS, DEDUCTIONS, CREDITS, AND SPECIAL TREATMENT 

PROGRAM: Property Tax Abatement 
PURPOSE: To allow a deferral of property tax in initial stages of 

development in development districts, industrial development districts, 
and redevelopment projects. 

PROGRAM: Business Inventory 
PURPOSE: To exempt all inventories from property tax. 

PROGRAM: Goods in Transit 
PURPOSE: To exempt from sales tax all sales of property delivered outside 
the state or sold to a common carrier. 

PROGRAM: Research and Development 
PUR~OSE: To grant a deduction from gross income for research and 

experimental expenses. 

PROGRAM: Pollution Control Equipment 
PURPOSE: To exempt all property used for pollution control (except 

waste disposal land) from property tax. To grant a corporate income tax 
credit of 5 percent of cost of pollution control equipment in year of 
purchase. 

PROGRAM: Industrial Machinery and Equipment 
PURPOSE: To allow exemption from sales and use taxation of common 

carriers' rolling stock, commercial aircraft, flight equipment, and 
telephone equipment. 

PROGRAM: Industrial Fuels and Raw Materials 
PURPOSE: To exempt from sales and use tax all materials consumed 

in production of personal property for retail sale, petroleum products, 
raw materials, and containers. 

PROGRAM: Energy and Fuel Conservation 
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PURPOSE: To reduce property tax for owners installing solar, wind, 
or methane gas systems before 1984. 

Illinois 

DIRECT FINANCIAL INCENTIVES 

PROGRAM: Industrial Revenue Bonds - State Issued 
PURPOSE: (a) To create jobs in areas of substantial and persistent 

labor supplies through tax-exempt IRBs; (b) to provide financing for 
acquisition or construction of environmental control facilities; and (c) 
to provide high-quality medical care at low cost to for-profit nursing 
homes. 

FOCUS: (a) Location in areas of high unemployment; (b) any firm 
intending to obtain air, water, or solid waste facilities for pollution 
control; and (c) for-profit nursing homes and not-for-profit health care 
institutions. 

VOLUME: 
$70,325,000; 
( c) in 1982, 

(a) In 1981, sixteen projects creating 2,053 jobs totaling 
(b) in 1981, thirteen companies received $138,202,000; and 

fourteen bonds totaled $292,697,083. 

PROGRAM: Industrial Revenue Bonds - Locally Issued 
PURPOSE: To allow home rule municipalities, non-home rule special 

municipalities and counties, airport authorities, and special districts 
to issue economic development revenue bonds. 

FOCUS: Projects which stimulate private investment in projects 
promoting local economic development. 

VOLUME: In 1981, no bond issues. 

PROGRAM: Direct State Loans 
PURPOSE: To encourage economic development by assisting manufac

turing or other industrial projects that create or retain jobs in eligible 
designated areas. 

FOCUS: Manufacturing or industrial projects located in areas of high 
unemployment. 

VOLUME: In 1981, fourteen projects totaling $968,698. 

PROGRAM: Customized Industrial Training 
PURPOSE: (a) To provide grants to firms to cover a portion of sal

aries of workers being trained; and (b) to provide funds to public school 
districts and community colleges to conduct initial high-impact training 
program. 

FOCUS: (a) New and existing firms; and (b) to meet the training 
needs of business establishments locating in communities within the state 
and local firms expanding in current location. 

VOLUME: (a) In 1982, 27 firms with 2,326 trainees and annual budgets 
of $1.4 million; and (b) in 1981, 30 firms received training assistance 
on first-come, first-served basis. Budget for 1981 was $750,000. 

BASIC BUSINESS TAXES 

202 



CORPORATE INCOME TAX: 4 percent on corporate net income. 
SALES AND USE TAX: 4 percent for both taxes. 
PROPERTY TAX: Property is assessed and equa 1 i zed at one-third of 

actual value. 

TAX EXEMPTION, DEDUCTIONS, CREDITS, AND SPECIAL TREATMENT 

PROGRAM: Investment Tax Credit 
PURPOSE: To provide a credit against corporate income tax to in

crease investment in capital equipment. 

PROGRAM: Property Tax Abatement 
PURPOSE: To provide local tax districts with the capability to abate 

any portion of the district's taxes applying to industrial firms newly 
located within Illinois or expanding an existing facility. 

PROGRAM: Goods in Transit 
PURPOSE: To exempt from use tax goods stored in transit and building 

materials for use outside state. 

PROGRAM: Pollution Control Equipment 
PURPOSE: To exempt from sales and use tax the sale, use, or transfer 

of pollution control facilities. To exempt from property taxation water
and air-pollution control equipment. 

PROGRAM: Industrial Machinery and Equipment 
PURPOSE: To exempt from sales and use tax manufacturers' and graphic 

arts machinery and equipment, carriers' interstate rolling stock., and 
motor vehicles used for rental. 

PROGRAM: Industrial Fuels and Raw Materials 
PURPOSE: To exempt from sales tax watercraft fuel, newsprint and 

ink, and raw materials and component parts incorporated into tangible 
personal property. 

PROGRAM: Energy and Fuel Conservation Measures . 
PURPOSE: To exempt from use taxes devices fueled by low sulphur 

dioxide emission coal. To allow a special valuation property tax on newly 
installed solar energy heating and cooling systems. 
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APPENDIX II: THE ROLE OF TEXAS STATE GOVERNMENT 
IN THE ADMINISTRATION OF FEDERAL PROGRAMS 

IN URBAN ECONOMIC DEVELOPMENT 

In addition to the various state and local efforts in local economic 
development discussed in this report, there are several federal programs 
that offer various types of assistance to Texas state and local govern
ments. The purpose of this append"ix is to delineate the eight most im
portant programs which make federal aid available to cities for economic 
development purposes: General Revenue Sharing, Urban Development Action 
Grants, Community Development Block Grant Entitlements, the Job Training 
Partnership Act, Public Housing, Urban Mass Transit, Wastewater Con
struction, and Economic Development Administration programs. 

A. GENERAL REVENUE SHARING 

The objective of General Revenue Sharing is to provide financial as
sistance to general purpose local governments. Based on a formula in
cluding population, per capita income, the federal individual income tax 
liability, taxes, transfers, and other variables, funds are automatically 
allocated to eligible governments. The money is provided directly to the 
locality; no state agency is responsible for the pass-through of any 
funds. 

The recipient government may use the funds for any purpose which is a 
legal use of its own-source revenues. Any person, group, or agency may 
seek such funds from the recipient local government.(1) The federal agency 
administering this program is the Department of the Treasury, which has 
supplied approximately $247 million to Texas cities and counties in FY 
1982.(2) 

B. URBAN DEVELOPMENT ACTION GRANTS (UDAGs) 

The objective of UDAGs is to assist severely distressed cities and/or 
pockets of poverty in alleviating economic deterioration through public 
and private investment in specific projects. These investments are in
tended to strengthen the economic, employment, and tax bases of these 
cities. UDAG awards are made on a project-by-project basis. Proposals for 
projects to alleviate pockets of poverty which originate from local gov
ernments in collaboration with private investors are considered sepa
rately from those submitted by distressed cities and urban counties. The 
primary criterion for each category is the comparative degree of physical 
and economic distress among applicants. 

Projects which include financial assistance from the state or other 
public entities receive more favorable consideration than those which do 
not. No activity will be funded unless there is a firm commitment of 
private resources to the proposed project. Federal assistance is provided 
to discrete projects which can be completed in approximately four years. 

204 



No assistance may be provided for projects intended to facilitate the 
relocation of industrial or commercial plants or facilities unless the 
Secretary of Housing and Urban Development finds that such relocation does 
not significantly and adversely affect the unemployment level or economic 
base of the area from which the plant or facility is to be moved. UDAGs 
provide funds directly from the federal Department of Housing and Urban 
Development to the recipients, rather than passing the money through a 
state agency.(3) 

Eight projects in Texas received UDAG funding in 1983. The federal 
contribution to these projects varied from $110,000 in Pottsboro to $3.5 
million in Ft. Worth.(4) The average small-city grant for FY 1982 was 
$981,000, and the average large-city grant for the same year was $2 mil
lion.(5) Texas received $8.475 million in UOAG grants in 1983, which was 
1.5 percent of the total UDAG awards made in that year.(6) 

C. COMMUNITY DEVELOPMENT BLOCK GRANTS (CDBGs) 

The primary objective of CDBGs is to develop viable urban communities 
by providing decent housing and a suitable living environment and by ex
panding economic opportunities, principally for persons of low and mod
erate income. The entitlement component of the program distributes funds 
by formula among urban jurisdictions. These grants are based upon the 
greater of two formula amounts. One formula uses data on poverty, popu
lation, and overcrowded housing, while the other uses data on housing 
built before 1940, poverty, and growth lag in population. 

Eligible economic development activities under the program fall into 
three basic categories: site development, business development, and 
planning and administrative services. Site development includes the ac
quisition of real property and the acquisition, construction, or reha
bilitation of specified public, commercial, and industrial facilities. 
The business development category allows cities to fund nonprofit organ
izations which provide direct assistance to business in the area, and to 
finance private, for-profit entities if such assistance furthers local 
economic development. The planning and administrative services category 
may only receive 20 percent of a city's block grant for activities such 
as comprehensive economic development planning and individual project 
planning, and reasonable costs for the development of a management plan
ning capacity.(?) 

The federal administrative agency for the CDBG program is the Depart
ment of Housing and Urban Development. The Community Development Division 
of the Texas Department of Community Affairs (TOCA) is the state agency 
responsible for the pass-through of the funds. Texas received approxi
mately $216 million from this entitlement in FY 1982.(8) TOCA also ad
ministers the nonentitlement portion--the small-cities program discussed 
in Chapter 3. 
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D. JOB TRAINING PARTNERSHIP ACT 

This program, which is a important form of federal aid to cities, is 
fully described in Chapter 3 of the text of this report. 

E. MASS TRANSIT 

Federal urban mass transit system funding and assistance comes prima
rily from the U.S. Department of Transportation's Urban Mass Transporta
tion Administration. This federal agency assists in the development of 
mass transportation facilities, equipment, techniques, and methods. In 
addition, the agency is involved in the planning and establishment of 
areawide urban mass transportation systems and provides assistance to 
state and local governments in financing such systems.(9) In FY 1981, the 
State of Texas received approximately $34 million in operating assistance 
funds and $32.6 million for capital development expenditures. These funds 
were then passed on to localities in the state. The federal funds for 
capital expenditures accounted for about 95 percent of the state's total 
capital funds. The federal operating funds accounted for about 19 percent 
of total state operating revenues. During that same year, federal com
mitments to the state totaled approximately $70.7 million, of which $34 
million was for operating expenses, $33 million for capital expenses, and 
$3.7 million for planning.(10) 

F. ECONOMIC DEVELOPMENT ADMINISTRATION (EDA) 

This federal agency has the responsibility of promoting long-range 
economic development of areas with severe poverty and unemployment prob
lems. The agency also assists in the development of public facilities 
and private enterprises to help create new, permanent jobs.(11) In 1983, 
Texas was the recipient of fifty-one EDA projects which totaled $12.4 
million in federal funds. The largest programs were public works projects 
and business loans. This agency also provides project grants for state 
and local economic development planning organizations.(12) 

G. WASTEWATER CONSTRUCTION GRANTS 

Administered through the Texas Department of Water Resources, this 
federal program is part of the activity of the Environmental Protection 
Agency (EPA). The EPA develops national water programs, technical poli
cies, and regulations for water-pollution control and water supply. It 
also is involved in the management and operation of wastewater activi
ties.(13) For FY 1983, the federal government provided the State of Texas 
$92.9 million for wastewater construction out of its $2.4 billion budget 
for this purpose.(14) 

H. PUBLIC HOUSING 

The U.S. Department of Housing and Urban Development administers fed
eral public housing programs through its Texas regional offices. The HUD 
division associated with the programs is the Community Planning and De-
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velopment Office. It is responsible for the development of viable urban 
communities, principally for moderate- and low-income communities. The 
specific purposes include elimination of slums and urban blight, funding 
and management of increased low- and moderate-income housing, improvement 
of health conditions, conservation of existing housing, and improvement 
of public services. The funding mechanisms used are entitlement grants, 
formula grants, and project grants to localities.(15) Total expenditures 
for public housing in the state of Texas for FY 1982 were approximately 
$197 million.(16) 
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