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Building a More Sustainable Economy
 
Economic Development Strategy and
 

Public Incentives in Austin
 

EXECUTIVE SUMMARY 

From a national perspective, Austin’s remarkable economic growth over the past three decades is 

viewed with awe. But for many who live here, it is not clear where Austin’s economic 

development strategy comes from, how it is implemented, or what institutions and actors shape 

our economic development policies and programs. 

Recently, these local economic concerns have focused on the issue of city incentives. Why 

should public money be given to private firms? How much are we giving? And what are we 

getting in return? Though incentives are just one piece of the city’s overall economic 

development strategy, the public and policymakers should clearly understand what they are 

giving and what they are getting in return. Furthermore, it is essential that we understand the role 

incentives play in our larger economic landscape to make more informed decisions about what 

will truly benefit our community as a whole. 

In recent decades, the City of Austin has used a variety of incentives to attract business 

investment and to shape the physical development of our community. In just the last ten years, 

Austin City Councils have approved over $100 million dollars for a variety of incentives to 

private businesses intended to spur economic activity. Economic development incentives, largely 

in the form of substantial property tax rebates, played a role in stimulating major investments in 

the high technology sectors that have contributed to Austin’s stunning growth since the 1970s. 

In addition to spurring or guiding growth, city incentives can affect jobs, wages, tax rates, traffic 

and other factors that influence the quality of life in our community. 

While many have lauded the overall economic development performance of city government, 

Austin is now experiencing growing tension between continued growth and important aspects of 

our quality of life. Individual incentive deals have come under increasing criticism and there is a 
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growing belief that the economic development process is detached from community priorities, 

that it is secretive and removed from informed decision-making and accountability. 

In response to these concerns, Liveable City commissioned a review of Austin’s economic 

development efforts and incentive policies. 

In this report, we examine the city’s economic development strategy and its relationship to 

community priorities and sustainable growth opportunities. We identify the major city and civic 

institutions involved in economic development policy and review the record of public subsidies 

for private development. We distinguish two major categories of incentives, firm-based and 

project-based, and evaluate them separately. In both cases, we attempt to illuminate the process 

– how the city decides if and what kind of incentives it will offer. 

Finally, we provide policy recommendations regarding needed reforms for incentives and for the 

economic development process as a whole. 

THE USE OF FIRM-BASED INCENTIVES IN AUSTIN 

Firm-based incentives, usually in the form of substantial tax breaks, are subsidies offered to 

encourage companies to locate or expand in Austin. From 2000 to 2007, the City of Austin 

approved five firm-based incentive deals involving tax subsidies totaling more than 64 million 

dollars. In the area of firm-based incentives, we found that Austin’s lead economic development 

institutions – the Greater Austin Chamber of Commerce and city government - do many things 

well, though we also found aspects of the process that would benefit from significant reform. 

Compared to many other communities, the city and Chamber have demonstrated a sophisticated 

approach to economic development and have been reasonably disciplined in the granting of 

public incentives to desired firms. The Austin Chamber, through its Opportunity Austin 

initiative, has substantially upgraded its business recruitment and retention efforts, adding a 

major new effort to promote retention and expansion of resident firms to its traditional firm 

recruitment portfolio. The Chamber has also recently identified a new set of potentially fast-

growing target industries, such as green industries, to diversify our economy and augment our 

traditional strengths in the microelectronics and computing sectors. 
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The way that the Chamber and the city structure public incentives to encourage firm investment 

also has several positive features. The city employs a formal review and scoring process that 

incorporates reasonable criteria to screen companies seeking incentives. The city also recently 

set aside its former requirement that incentives only be offered to large establishments, allowing 

resources to be targeted to small- to medium-sized firms to promote a more varied economic 

landscape. Another strength of local policy is that most incentives are granted based on the 

annual performance of the firm that receives them: before the city pays out, the firm must first 

prove it has met agreed-upon job creation and investment commitments. 

Though the past use of firm-based incentives has been generally sound, Austin would benefit 

from a fuller public discussion involving a broader range of stakeholders about overall economic 

goals to determine when firm-based incentives should be used and how they should be targeted. 

Such a discussion should include an accounting of the full costs and benefits associated with firm 

location or expansion, such as the number of jobs created, the number of jobs expected to be 

filled by in-migrants versus Austin residents, income and tax gains as well as additional 

infrastructure costs, environmental impacts and service costs such as healthcare. In addition, the 

cost-benefit methodology used by the city in judging proposed firm-based incentives should be 

considerably strengthened. Both the public and policymakers should have access to clear, 

concise information about proposed incentives with sufficient time for informed deliberation 

before decisions are made. 

THE USE OF PROJECT-BASED INCENTIVES IN AUSTIN 

In addition to firm-based subsidies, the city also employs project-based incentives. Incentives of 

this type have been used to encourage larger businesses, such as Computer Sciences Corporation, 

to locate in central Austin, rather than in outlying areas; to stimulate residential and retail 

development, such as the Domain; and to promote a new model of denser mixed-use 

development on major transit corridors, such as the Triangle project. 
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City subsidies to encourage denser, mixed-use projects in Austin’s Desired Development Zone 

have had certain environmental payoffs, but the overall record on project-based incentives is 

decidedly mixed. In general, project-based incentives would benefit from the same thorough 

public discussion and rigorous cost-benefit analysis summarized above for firm-based incentives. 

However, project-based incentives involve additional issues that must be addressed more 

effectively by the city. 

While individual projects such as the Mueller Redevelopment and the preservation and reuse of 

the Seaholm site have had strong public input, the city’s overall policies on redevelopment or the 

weighting of community benefits associated with project-based incentives were not the result of 

an open participatory process. Project-based incentive policies were established without broad 

public discussion or consensus about specific community benefits that might warrant direct city 

incentives. Such a discussion is now crucial to clearly prioritize the community benefits that can 

be leveraged from new development in the context of larger citywide planning efforts. 

In addition, it is extremely difficult to determine how much the city has actually spent, directly or 

indirectly, on past projects or to accurately assess the net tax or other community benefits that 

these projects may have generated. After intensive research by the author and a former city 

auditor for this report, we were unable to fully determine from the publicly available documents 

the complete costs of many recent project-based incentives or what benefits the city may have 

derived from these investments of public funds. A clear and simple accounting of the costs and 

benefits of project-based deals is crucial to ensuring community support for these initiatives. 

This report uses the Domain project to underscore troubling flaws in the current incentive-

granting process. The Domain incentives were poorly considered and stand out as second-rate 

economic development practice. In fact, the use of project-based incentives to stimulate retail 

business generally is very difficult to do in a way that yields net benefits to the city. 

To understand the problems inherent in retail incentives, it is important to recognize that retail 

activity is generally the result, rather than the cause, of economic growth in a city or region. 

Retail activity cannot grow faster than disposable income within a given economy. To the extent 

that new or expanding retail establishments grow faster than local purchasing power, there will 
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likely be crowding out of existing retail establishments. In most cases, retail incentives simply 

shift economic activity from one place to another, rather than generating new products or jobs. 

This is why it makes little sense to offer public incentives to retail except in special cases such as 

trying to bring basic retail services to underserved neighborhoods. 

Similarly, the continued use of direct retail incentives simply to promote mixed-use development 

should be questioned. At one time, these incentives may have been justifiable to introduce the 

mixed-use concept to the Austin market. Now that it is established as a profitable and desirable 

model, the further use of incentives for this purpose should be very carefully considered. 

As a community, Austin must have an open and informed debate about exceptional cases in 

which retail incentives might be warranted, such as bringing retail to underserved communities, 

adaptive reuse of important historic properties or perhaps spaces that support local artists. This 

discussion is especially crucial in light of the upcoming November ballot initiative to severely 

restrict incentives for retail development. 

INCENTIVE PROCESS NEEDS SIGNIFICANT REVISIONS 

For all types of incentives, we find that Austin’s current process of awarding public subsidies 

needs to be significantly revised. 

Currently, neither the public nor the city’s policy makers have access to clear and concise 

information about the costs and benefits of Austin’s economic development initiatives. Under the 

current screening process, the full cost of incentive deals to city taxpayers is not clearly 

delineated, nor are the job, income and tax benefits fully estimated. 

The current process also fails to provide sufficient time or space for serious deliberation of 

proposed incentive deals by policymakers or the public. Full and accurate information and a 

more open process are both crucial elements for wise decision-making about allocations of 

scarce public resources. Our current incentive process must be redesigned to ensure these 

conditions are met. 
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REFORMS NEEDED TO ENSURE A UNIFIED, SUSTAINABLE ECONOMIC STRATEGY 

The report concludes that Austin’s economic development strategy and incentive-granting 

process need significant reform to meet future challenges. Continued success demands an 

economic development process that is more inclusive, rigorous and diversified in its approach. 

The fundamental questions about our city’s future development must be addressed as a 

community. What kind of jobs and industry growth do we want to encourage? How do we want 

our city to grow? How do we better balance economic growth with the preservation of our 

quality of life? 

As a community, we must build the foundation for future growth in emerging industries, such as 

clean energy, environmental services and artistic and cultural industries, with the same passion 

and attention we devoted to seeding the microelectronics industry in past decades—and with the 

public fully informed and on board. At the same time, we must ensure that Austin remains 

livable for all its citizens, providing equitable and affordable opportunities in housing, 

employment, education, transportation, healthcare, and other critical areas. 

One area for which the community has already demonstrated strong support is sustainable 

development, generally defined as that which "meets the needs of the present generation without 

compromising the ability of future generations to meet their own needs."1 In light of a softening 

economy and a profound need to reduce the environmental impacts of growth, Austin should 

undertake a comprehensive discussion about our economic future that places sustainable 

development at the center of the local economic development process. Other cities including 

Rochester, Seattle, Portland, London, and Toronto have laid aggressive plans to propel economic 

growth in ways that conserve water, fuel, air quality, and affordability. Austin’s many existing 

assets and well-founded initiatives to promote green industries can be better leveraged in this 

effort, both to attract the growing sector of new green industries and to ensure the highest 

possible environmental standards for our community. 

1 Brundtland Commission Report, World Commission on Environment and Development. established by United 
Nations General Assembly, 1987. 
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RECOMMENDATIONS FOR AN IMPROVED ECONOMIC STRATEGY: 

Based on our review of local economic development policies and best practice lessons from 

other cities, we recommend the following policy initiatives to better position Austin for the 

challenges ahead: 

1. Increase Community Involvement and Investment in Local Economic Goals and Strategies 

2.	 Create a Unified Economic Development Budget 

3.	 Reform the Process of Evaluating and Granting Incentives 

4.	 Reformulate Goals and Policies on Physical Development and Project-Based Initiatives 

5.	 Reform Process of Evaluating Community Benefits for City-Supported Development 
Projects 

6.	 Prioritize Sustainable Development of Green Industries and Green Jobs 

1.	 Increase Community Involvement and Investment in Local Economic Goals and 

Strategies. The city should engage a much larger group of institutions and stakeholders in 

the economic development planning process, as has been successfully done in Atlanta and 

Rochester, New York. Working with stakeholders, the city should create an ongoing public 

outreach campaign that includes an annual “Economic Development Summit” to review 

goals, strategies and specific initiatives, and to forge a new sustainable economic 

development plan with strong community support. 

2.	 Create a Unified Economic Development Budget. The city’s Economic Growth and 

Redevelopment Services Office (EGRSO) should produce an annual unified economic 

development budget that maps city departments and sub-departments to specific policies, 

expenditures and activities directed to economic development. 

This document will: (1) provide the public with clear information about all the city’s 

activities and spending related to economic development; (2) help the city avoid duplication 

of effort, allowing it to direct responsibilities and funding to the most appropriate and 

competent departments; and (3) enable the city to assess performance and returns on public 

investment to promote more efficient resource allocation. 
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The city should also produce and publicize an annual report updating progress on all ongoing 

incentive packages including a performance review of each firm or project receiving 

incentives and an accurate account of public funds associated with each deal. 

3.	 Reform the Process of Evaluating and Granting Incentives. The current incentive 

evaluation process should be made more rigorous and open, without compromising 

efficiency and timeliness, through adoption of the following measures: 

A.	 Disclosure of Competing Cities by Applicant. The city should require disclosure, by 

either firm representatives or site selection consultants, of other cities that are competing 

for a firm location as part of the application process for any city incentives. 

B. Disclosure of All Costs by City. The city should disclose, in a simple format, all costs 

related to a proposed incentive package including tax incentives, fee waivers, 

infrastructure improvements, Austin Energy subsidies, site-related improvements, or 

other costs. 

C. Adoption of Rigorous Cost-Benefit Methodology. The city should create a technical 

advisory committee charged with developing a rigorous methodology for performing 

cost-benefit analyses on all city incentive deals. 

D.	 Third-Party Cost-Benefit Analysis for Major Deals. For any significant incentive 

proposal, the city should require a full and thorough cost-benefit analysis conducted by a 

neutral third party (e.g., neither city staff nor consultants to the city) based on the adopted 

cost-benefit methodology. The Capital Area Council of Governments (CAPCOG) has 

expertise in this area and may be the appropriate entity to conduct this analysis. 

E. Public Hearings. All major proposed incentive deals should include a full public hearing 

before the City Manager makes a recommendation to the City Council regarding the 

proposed incentive. An information package, including the complete cost-benefit 

analysis, should be publicly distributed at least 21 days before the initial public hearing, 

which should be well-publicized in news outlets, on the city’s website and other outreach 

venues. At the hearing, the City Council should conduct a non-voting open review of the 
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project with public testimony. After the initial hearing, a recommendation may be made 

by the City Manager and the matter may be referred to the Council for a vote, again with 

a well-publicized two-week notice. Any changes or revisions in the deal after the initial 

hearing should be made public before the next two-week notice is issued and should 

require an additional public hearing before the Council votes. 

4.	 Reformulate Goals and Policies on Physical Development and Project-Based Initiatives. 

The goals animating the city’s policies on project-based incentives including density bonuses 

should be reviewed and revised through a participatory process involving neighborhoods, 

developers, policymakers, and other community leaders. City project-based investments 

should flow from broader community-based planning efforts and not be considered as 

individual “stand alone” deals. 

In particular, this reformulated process should limit direct or indirect incentives for retail to 

very exceptional cases where community benefits are clear. It should also explore models, 

such as those used by Denver and San Diego, to provide affordable housing in central 

locations close to jobs. In any case, a strong public consensus on a new scoring process for 

project-based incentives is needed to ensure that incentives are linked to the specific benefits 

most valued by the community. 

5.	 Reform the Process of Evaluating Community Benefits for City-Supported 

Development Projects. In light of clear problems with the city’s project based incentive 

policies, we applaud the December 2007 resolution of the City Council ending public 

incentives to private developers. However, the city must develop a much more rigorous and 

open process to evaluate projects involving redevelopment of public land or other 

development processes with direct city involvement, such as Waller Creek or the Green 

Water Treatment Plant. 

This process should first include the identification of clear priorities about the types of 

community benefits expected in city-supported development. Once a new set of community 

benefit priorities are established, an open and deliberative evaluation process should be 

implemented that includes: (1) a thorough cost-benefit procedure that provides accurate and 
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legible information on all direct or indirect incentive costs associated with supporting a 

development; and (2) a public deliberation procedure similar to that recommended above for 

granting city firm-based incentives. 

6.	 Prioritize Sustainable Development of Green Industries and Green Jobs. Green 

industries are widely expected to experience rapid growth in the coming decades and Austin 

should take immediate steps to establish itself as a leader in these high growth sectors. The 

City of Austin, the Chamber of Commerce and other organizations are engaged in the push 

for greener, more sustainable economic development. At the same time, Austin lags 

significantly behind states such as California and New York and regions such as northern 

California in the actual development of green industries. 

The city and Chamber should undertake a major study and planning initiative to focus 

resources more effectively on green industry development, with the goal of building a more 

diverse, sustainable economy. Austin already boasts many assets in this area, which can and 

must be far better leveraged to ensure a truly sustainable future for our city. 
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Building a More Sustainable Economy
 
Economic Development Strategy and
 

Public Incentives in Austin
 

I. INTRODUCTION: AUSTIN AT A CROSSROADS 

Austin’s economic growth and industrial development over the past four decades has been, by 

any measure, remarkable. Just 38 years ago, Austin was at the center of a small region of just 

under 400,000 residents linked to an economy dominated by state government and the University 

of Texas. Today, this area is home to over 1.5 million people, a host of high technology 

manufacturing and service firms, and boasts a per-capita income above the national average. In 

percentage terms, Austin’s growth has outstripped that of other storybook growth centers such as 

Raleigh-Durham, Phoenix, and Silicon Valley. Local leaders promote the prominence of 

Austin’s tech economy, our high quality of life, and the metro’s high position in various business 

“top ten” lists, such as Best Places To Do Business, Top Tech Cities, and Best Cities for Young 

People. 

The basic storyline of our economic development describes an exhilarating climb from a sleepy 

state capital/university town to a vibrant high tech center, but our hothouse growth has also 

generated ambivalence and real costs. Some residents view our current status as just “too much 

and too many,” and others feel the pressure of higher costs and increasing congestion. While our 

region continues to add population at a rapid clip, Austin is also experiencing a number of 

vulnerabilities that could dampen economic growth, tilt job opportunities to lower wage jobs and 

undermine some of the unique qualities of place that are widely cherished. 

On the economic front, we have lost over 20,000 jobs in high technology sectors since 2000. Our 

core computer and microelectronic manufacturing sectors continue to decline seven years after 

the “dot com” bust and even high tech services such as software design and internet service 

provision are experiencing slow and spotty growth. Our regional economy is adding more 

employment in lower-wage occupations versus middle-income jobs. While city and business 

leaders have been very active in trying to diversify the economy and stimulating new growth 

sectors, we have not fully made up for big declines in our older tech sectors. With an economic 
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downturn on the horizon, these economic vulnerabilities will likely come into sharper relief. 

City residents are also experiencing a growing tension between continued population growth and 

important aspects of our quality of life. The Austin region faces two specific problems that 

threaten the growth process: (1) increasing inequality and stratification in the region's labor 

market, communities, and opportunity structure; and (2) intensifying transportation and 

environmental problems associated with sprawl and lack of transportation alternatives. These 

challenges, if unmet, will seriously threaten future growth and development. The reputation of 

Austin as an affordable place with unique environmental and urban amenities has been sullied as 

environmental stresses accumulate, housing prices climb, and traffic jams worsen. 

For many, it is not clear where Austin’s economic development strategy comes from, how it is 

implemented, or what institutions and actors shape the economic development policies and 

programs. In the past year, these broad economic concerns have come into sharper focus on the 

issue of incentives. Why should public money be given to private firms? How much are we 

giving? And what are we getting in return? Though incentives are just one piece of the city’s 

overall economic development strategy, it is important that the public and policymakers clearly 

understand what they are giving and what they are getting in return. Moreover, it is essential that 

we understand the role incentives play in our larger economic landscape, to ensure informed, 

transparent decisions that will truly benefit our community as a whole. 

This report is intended to provide an in-depth look at the many factors that determine Austin’s 

overall economic strategy and the use of incentives. We begin by describing the role of 

incentives in Austin’s economic strategy and defining the two major types of incentives Austin 

commonly uses, firm-based and project-based. We next provide a discussion of the rationales for 

providing incentives, followed by a section on the history of economic development strategy and 

incentives in Austin. We then identify the actors and institutions that shape our local economic 

policies, delineating the roles played by the private sector, the public sector, and chambers of 

commerce and other non-profit civic organizations in economic development planning and 

policymaking. We also describe the current processes the city uses in determining whether to 

grant incentives. 
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We then explain and critically evaluate recent incentive deals the city has offered private firms 

and developers. What major types of development incentives does the city offer and do they 

make sense in terms of our strategy and in terms of the specific benefits they yield to the 

community? How do we decide when to offer incentives and what kind? How can we determine 

if the benefits of proposed incentive deals exceed the costs? In the final section, we draw upon 

some best practice examples from other cities and discuss needed reforms in how we craft and 

communicate our economic development strategy, how we can better design and target 

incentives, and how we can open up the process to secure greater community support for 

economic development initiatives. 

On balance, our city and region have formidable strengths to meet current economic 

development and growth challenges. Compared to most other cities, we have a young and highly 

educated workforce. We host leading universities and public and private research institutions that 

can nourish the growth of existing and emerging industries. Austin also has a rich network of 

institutions and public and private sector leaders that are sophisticated, innovative and 

experienced in the realm of economic development. Our historic record clearly shows that our 

civic institutions know how to successfully renew and reposition our local economy to seize 

upon emerging growth opportunities. 

This report concludes that Austin is at an important crossroads. Citizens and leaders need to 

reevaluate our strengths and vulnerabilities and adjust our economic development strategies and 

incentives to forge a more sustainable path of future growth. If we do our work well, future 

generations will enjoy a better balance between economic growth, environmental conservation, 

and expanded opportunities for all segments of our urban community. 

II.	 ECONOMIC DEVELOPMENT IN AUSTIN: WHERE INCENTIVES FIT IN THE BIGGER 
PICTURE 

Many Forces Influence Local Economic Performance 

When most citizens think about local economic development, they likely recall a few well-

publicized deals where firms were given tax breaks to locate in the city or developers received 

inducements to build a project in a certain way. These types of deals between the city and 

specific firms are only a small part of the local economic development enterprise. Broadly 
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speaking, local economic development strategies aim to create an environment that encourages 

private sector investment and business expansion and tries to influence the kinds of industries 

and activities that form the economic base of a city. 

Economic growth and development in a metro region is primarily the outcome of the investment 

decisions of thousands of private firms. The Gross Metropolitan Product (GMP) of the Austin 

region was estimated to equal $49.8 billion in 2001.2 Compared to this total, modest direct public 

sector investments in economic development are infinitesimal (depending on what is counted as 

city economic development spending, it is likely between .1% -.2% of Austin GMP). It is 

important to keep the role of the public and non-profit sectors in perspective; local economic 

development policy can have only a minor effect on overall economic and population growth in 

the short- to medium-term. 

At the same time, flows of private investment and the migration of labor are strongly influenced 

by a range of local conditions such as housing costs; quality of life factors including 

neighborhoods, public schools, labor force, environment, and cultural activities; as well as 

infrastructure, taxes and public services, including the small share of public resources dedicated 

directly to economic development. These multifaceted “qualities of place” all influence decisions 

about where people and firms work, sell, and invest. Some argue that cities can best ensure 

healthy economic growth by providing high quality basic services such as K-12 education, 

healthcare, utilities, infrastructure, and neighborhood and environmental improvements. If these 

basic conditions are well tended, there is little need for specific economic development policies 

targeted to firms. 

Austin, like many cities, strives to provide high quality local services, infrastructure and 

educational opportunities for residents with an eye to how these services might also attract firms 

and skilled workers to the region.3 We can call this the general economic development 

enterprise. When a city invests in its community college, for example, this expenditure provides 

2 The U.S. Conference of Mayors, Top 100 Metro Economies 2001. Washington D.C: U.S. Conference of Mayors 
3 See Joan Fitzgerald and Nancy Green Leigh, Economic Revitalization: Cases and Strategies for Cities and Suburb, 
Thousand Oaks, CA. Sage Publications, 2002. pp. 9-38 and Peter Eisinger, The Rise of the Entrepreneurial State, 
Madison WI: University of Wisconsin Press, 1988, pp. 34-54. 
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educational opportunities for residents, but also produces graduates whose skills can increase the 

competitiveness of local businesses. City investments in arts and culture enrich the quality of life 

for citizens, but are also attractive to workers and firms considering locating in the area. Public 

sector programs to support local small business, such as providing assistance with regulatory 

matters or improving their access to capital, help local businesses grow, but also expand market 

choices for local consumers. These types of local policies aid the broad business base by 

improving factors that make firms more competitive and places more attractive. 

What Are Economic Incentives? 

In addition to these general economic strategies, Austin – like most other cities - also provides 

financial incentives designed to encourage specific economic outcomes, such as a desired 

company locating its headquarters here. Incentives may take many forms including tax 

abatements or rebates, fee waivers, expedited site approval process, up-zoning, or other types of 

grants or guarantees. Direct incentives are used to change the economic landscape by attracting 

new economic activities or new types of physical development that would not be generated by 

the private sector without specific inducements. In Austin, incentives can be generally 

categorized in one of two ways: “firm-based” or “project-based.” 

Firm-Based Incentives Encourage Firms to Locate and Expand in the City 

Like most local governments, Austin makes use of economic development incentives that are 

directly targeted to specific firms or industries. These firm-based incentives or public 

investments are typically aimed at attracting new firms to the city or facilitating the expansion of 

resident firms or industries. More specifically targeted incentives aim to change or augment local 

investment and growth trends set by the private sector by attracting lead firms in high growth 

industries, encouraging the expansion of resident firms, seeding new economic sectors to 

diversify the economy, and promoting the creation of high-wage jobs 

Project-Based Incentives Guide Location and Type of Development 

Since the 1990s, the City of Austin has also made use of “project-based” incentives. These have 

generally been used to guide the location of developments or, more recently, to encourage certain 

kinds of development – such as mixed-use projects – in specific areas or neighborhoods. These 

project-based incentives originated as part of the city’s effort to grapple with the consequences of 
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rapid growth and development in the 1990s, under pressure from citizens. After the passage of 

the Save Our Springs Ordinance, the city launched a Smart Growth Initiative in 1998 that used 

development incentives – such as an expedited approval process - as a strategy to pull a greater 

share of new development into a designated Desired Development Zone. The city later began to 

offer more extensive subsidies, including substantial tax rebates, for specific, large-scale 

downtown and centrally-located development projects. These project-based incentives have been 

used to encourage larger firms to locate in central Austin rather than outlying areas, stimulate 

residential and retail development downtown, and to promote new models of denser mixed-use 

development on major transit corridors. 

The primary rationales for project-based incentives are environmental and fiscal. Investment of 

public resources to shape development has been said to: 1) generate net environmental benefits 

compared to building the same projects outside the city core; 2) facilitate market demonstration 

projects to prove the economic viability of new mixed-use development models; 3) generate net 

tax revenue for the city by promoting more valuable development on underdeveloped land. It is 

these incentives that have sparked the greatest public concern in recent years, due to their 

controversial use in projects such as the Domain. 

III. WHY USE INCENTIVES: ECONOMIC BENEFIT RATIONALES 

The burning question for most citizens is why public tax dollars should be given to private firms 

to secure a local investment. The quick answer is that an incentive might make sense if the 

community gets a high return on the incentive investment – that is, the benefits significantly 

exceed the cost of forgone revenues. If an incentive causes a firm to make a major investment in 

a city, then citizens potentially gain in two ways. The investment creates new jobs and wage 

income for private households. In addition, the new investment expands the tax base by adding 

to the value of real property and generating new sales taxes from the hired workers who re-spend 

their wages in the local economy. The public sector gain from tax base expansion can be 

translated into better public services or lower taxes. However, determining the private and public 

benefits is not a simple matter and a number of factors must be considered. 
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What Makes An Incentive a Successful Investment? 

First, public incentives should only be used to create economic activity that would not occur 

otherwise under prevailing market conditions or trends. It must be the case that the private 

investment in question would not have occurred in the absence of the incentives. If incentives are 

offered and taken by entities that would have made the same investment without the subsidy, the 

result is simply a transfer of funds from taxpayers to company owners - a loss of community 

resources that could have been better spent elsewhere. 

Second, the investment induced by tax incentives must generate new economic activity for the 

region, not displace existing business. New investments in industries that sell most of their 

products in the local market (such as most retail sales) will likely displace some sales of other 

regional firms. 

Third, the actual net income gains to employees of a new or expanded enterprise must be 

significant in contrast to their other options in the local labor market.4 This condition implies that 

new jobs must pay higher wages than average in the local economy for that industry or that there 

will be hiring of previously unemployed workers. Absent a high existing unemployment rate, the 

presumption is that most new employees would be employed elsewhere without the incentive, so 

the only net economic gain to the household is the extra income provided by the incentive-

induced job. 

Finally, for benefits to exceed the tax incentive contributions made by current residents, a 

significant share of the jobs should flow to local residents rather than new migrants brought in by 

the firm to take the new jobs. If local citizens are paying for the incentives, a share of the 

employment and income gains should be enjoyed by those who pay. Also, if new jobs are 

occupied by in-migrants this creates new demands for infrastructure, utilities, public safety, 

education, and other costly public services. (See Figure 1 for key questions in using tax 

incentives wisely). 

4 Timothy Bartik, "The Market Failure Approach to Regional Economic Development Policy," Economic Development 
Quarterly, Vol2, No.4, November 1990, pp. 361-370 
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Figure 1 - Using Tax Incentives Wisely: Eight Key Questions 

1. How do proposed tax incentives relate to broader local economic development strategies? 
The likelihood that a proposed incentive will have real payoffs depends upon whether it is part of a coherent economic 
development strategy based upon clearly articulated goals and careful assessment of strengths and weaknesses in the local 
economy. 

2. How important is the tax incentive to the firm’s investment decision? 
If incentives are offered and taken by entities that would have made the same investment decision without the subsidy, this is 
simply a transfer from taxpayers to company owners. There will be no net gain in social welfare. 

3. Will investment stimulated by tax incentives generate new jobs or income for the region or redistribute jobs 
and income within the region? 
When job impacts and cost-benefit analyses are used to support tax incentives, it is typically assumed that all jobs and 
income generated by the new investments are net additions to the region. Yet new investments in industries that sell most of 
their products in the local market will likely displace sales of other regional firms. 

4. Will the incentives generate new jobs for local residents or for in-migrants? 
Consideration is rarely given to the residency of the employees who will get the new jobs resulting from the tax incentives. 
If local citizens are paying for the incentives, yet a substantial share of the benefits will be enjoyed by newcomers to the 
region, equity and fairness are compromised. In fiscal terms, in-migrating workers and their families often consume more in 
local public services than they contribute to local tax revenues. 

5. To what extent will the new jobs generate net income and benefits for workers? 
Most impact and cost-benefit assessment of tax incentives implicitly assume that all new jobs go to unemployed workers. If 
a significant share of the new hires were employed previously (highly likely in most cases), the net income gain linked to the 
incentives would equal only the wages and benefits they received in the new jobs over and above what they received in their 
previous, non-incentive-related jobs. The correct assumption is that most new employees would be employed elsewhere 
without the incentive, so the only net economic gain to the household is the extra income and benefits such as health 
insurance provided by the incentive-induced job. 

6. Are the proper multiplier and discounting numbers being used? 
Direct employment and income generated by incentive-induced investments are generally expanded by a multiplier to 
estimate how much net economic activity will be generated in local supplier companies and service sectors. When 
multipliers are being used it is important for citizens to ask two questions: What kind of multiplier is being used, and is the 
value of the multiplier reasonable? Another technical issue involves discounting to estimate the present value of the stream 
of costs and benefits that will accrue over the life of the project. A dollar today is worth more than a dollar a year from now. 
If the costs of an incentive deal are greater in the early years, while the benefits are concentrated in out years, the benefits net 
of costs over the life of the deal would be lower when converted to present dollar values by discounting. 

7. How will commitments associated with incentives be monitored and enforced? 
Perhaps the most crucial element of any tax incentive deal is the mechanism for monitoring and enforcing agreements. 
Without explicit attention to this issue up front, ensuring compliance when projects go sour will be difficult. 

8. How does the proposed project compare with possible alternatives? 
Ideally, any investment should be compared to feasible alternative uses for the same money. While difficult in practice to 
specify a comparable investment, it is important to consider how the tax money forgone might have been spent in other ways 
while serving the same public goals. 
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The full set of questions delineated in Figure 1 should be addressed by local economic 

development leaders and the broader community when deciding to grant public incentives to 

specific firms. The process used by the City of Austin in its firm incentive review process 

addresses many, but not all, of these key issues. As will be shown later in this report, the city 

employs a relatively thorough qualitative review process for firm-based incentives, but does not 

develop a full cost benefit analysis in many cases to more accurately assess the net benefits of 

firm incentive deals to the community. 

Other Factors That Influence Economic Development Success 

General and more targeted local economic development policies stimulate local economic 

growth through three basic channels: attracting new firms to a region; facilitating the retention 

and expansion of existing firms; and increasing the birth and survival of new small businesses. 

Direct tax incentives are only one tool in the local economic development toolbox. Maintaining 

and expanding the business and job base requires local government, chambers of commerce, and 

other non-profit civic organizations to address the key factors that influence business investment 

or dis-investment in a particular locale. Considerable research and practice in local economic 

development indicates that six factors strongly influence where firms invest:5 See Figure 2 for 

the key factors affecting firm investment. 

5 See for example: John Blair, Local Economic Development: Analysis and Practice, Sage Publications, 1995, pp. 
41-94 and James Segedy, "How Important Is Quality of Life in Location Decisions and Local Economic 
Development," in Bingham et al. (eds.) Theories of Local Economic Development, Newbury Park, CA: 1993 
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Figure 2: Key Location Factors Affecting Firm Investment 

1.	 Labor force quality: the size and skills of the local workforce. 

2.	 Quality and availability of sites: availability of land and buildings that meet the needs of 
firms for space, transportation access and facilities. 

3.	 Infrastructure quality: quality of local utilities and access to markets through highways, air 
travel, and intermodal terminals. 

4.	 Access to business support services: access to local privately provided professional 
business services (e.g., legal, accounting, advertising, and information services) and to 
services provided by local government and non-profits, such as training and technical 
assistance, assistance with regulatory compliance, publicly assisted access to technology and 
finance, and business incubation. 

5.	 Cost of doing business: basic labor, utility, housing and tax costs, and specific public 
incentives to reduce these costs. 

6.	 Quality of life: neighborhood amenities (quality affordable housing, schools, safety), 
environmental amenities (climate, clean environment, outdoor recreation) and urban 
amenities (cultural activities, entertainment, historic or unique urban districts). 

Local economic development planners and policymakers must keep an eye on all these local 

factors and often join with other city departments, county or state government, or civic 

organizations to push for improvements to these firm location factors. But agencies and 

organizations leading the economic development effort have very limited resources to strongly 

influence these factors and must pick and choose their efforts carefully and strategically. 

Above all, city and civic leaders must fashion strategies based upon the kind of industries and 

economic development they want to encourage. The primary goals of a city’s economic 

development enterprise must correspond to the community’s vision of what kind of jobs, 

businesses, and products they want to promote in their city. To be effective, economic 

development strategies and policies must be tied to goals consistent with deeply held community 

values and visions for the future. Setting clear goals based upon the kind of economic activities a 

region wants to stimulate and carefully targeting public investments based on a clear and 

sophisticated strategy is what separates successful local economic development efforts from 

unsuccessful and wasteful initiatives. The goals determine what kinds of industries and activities 
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a city wants to attract. Strategies to attract target industries must then build on existing strengths 

and address key gaps in the location factors, detailed in Figure 2 above, that might be holding 

back desired industry development. 

IV. LOOKING BACK: PAST ECONOMIC STRATEGY IS KEY TO UNDERSTANDING THE 
FUTURE 

When evaluating Austin’s current challenges and today’s economic development goals and 

strategies, it is important to understand where we came from. Looking back on Austin’s 

economic development enterprise, there is evidence that consistent goals have shaped economic 

strategy and policies, even if public involvement in determining the goals has been limited and 

public communication of goals and strategy has been spotty. General and targeted economic 

development policies have been directed to recruit and retain firms that met two standards. They 

were in high growth industries with high paying jobs and they were in industries that have 

limited effects on the environment. These criteria influenced initiatives to attract “clean” high 

tech industries in the 1970s and 1980s and are embodied in the current economic development 

policies of the city.6 In the 1980s, attracting innovative firms, or firms that conducted research 

and new product development in Austin, emerged as a third industrial development goal. More 

recently, direct incentives have been offered only to firms that locate in sites outside 

environmentally fragile areas in west and southwest Austin. 

6 Many of the high-tech manufacturing industries promoted in earlier decades were not especially clean. The 
environmental footprint of semiconductor manufacturing was quite large with heavy water consumption and many 
toxins in the production process. The semiconductor industry has made great strides over the past 20 years in 
resource consumption and waste management. 
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Figure 3: Austin’s Economic Development Goals and Strategies (1980-2008)7 

Goals Economic Development Strategies 

Attract and retain firms in high 
growth industries paying high 
wages 

Attract and retain firms innovating 
in their Austin facilities 

Attract and retain firms whose 
activities have limited impact on 
the environment 

Provide incentives to lead firms in target industries 
conducting research and product development in 
Austin 

Build up the local research and development base by 
investing in universities and attracting public and 
private research institutions 

Invest in University, Community College, and 
employment and job training programs relevant to 
target industries 

Invest in business incubation of small firms in 
emerging technology sectors 

Maintain and improve environmental and urban 
amenities 

Tech Boom Sparks Three Decades of Rapid Growth 

In the late 1960s, Austin was a sleepy, small city whose economy was based almost entirely on 

the income generated by state government functions, including the University of Texas. Its 

exponential growth in the following decades is seen as a unique and successful case in which a 

major high technology complex took root without a significant initial base to support the 

development of high tech industries. 

Austin's rapid and impressive industrial evolution can be explained by three factors: (1) 

favorable basic location factors including relatively low costs of doing business, numerous 

accessible sites, and an educated workforce; (2) a high quality of life, including a relatively clean 

environment, good, safe, and affordable neighborhoods, and great opportunities for outdoor 

7 See for example: SRI International, 1985. "Creating an Opportunity Economy," April; Gibson, David and George 
Kozmetsky. 1993. "Networking the Technopolis: Cross-Institutional Alliances to Facilitate Regionally-Based 
Economic Development," The Journal of Urban Technology, Spring, 1988, pp. 21-37; Engelking, Susan. 1996. 
"Austin's Opportunity Economy: A Model for Collaborative Technology Development," New Academy of Sciences 
(Website) April, ICF Kaiser, 1998. "Next Century Economy: Sustaining the Austin Region’s Economic Advantage in 
the 21st Century." 
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recreation and urban entertainment; and (3) a very disciplined and sophisticated economic 

development planning effort led by a durable local business and government coalition. Over 

three decades this coalition - comprising the Chamber of Commerce, other business groups, and 

local, state, and occasionally federal government leaders - patiently put together crucial support 

mechanisms that nourished the growth of Austin’s high technology. This growth coalition 

supported the build-up of UT science and engineering departments, brought in major 

government-sponsored research institutions, created workforce training institutions, developed a 

highly successful tech incubator, and attracted tech firms that conducted research and 

development and created new products and services for the market in their Austin facilities. 

Tax breaks and other direct incentives were important in these efforts, but not a predominant 

factor. In the 1980s and 1990s, incentives were carefully designed and targeted to the strategy of 

moving Austin from a tech branch plant center to a center of innovation and new product 

development. 

In 1983, incentives were offered to attract the Microelectronics and Computer Technology 

Corporation, a research consortium of major U.S. electronics and computer companies.8 During 

the 1980s, the city also began to direct tax incentives only toward operations that involved 

research and product development, because these kinds of activities were more powerful in 

stimulating long-term innovation and high-wage job growth. A major 3M corporate R&D 

laboratory was recruited and a successful bid for Sematech was made in 1987. Sematech, a large 

research center/consortium dedicated to semiconductor process innovation, was supported by 

major federal government expenditures and contributions from corporate partners. This rapid 

expansion of the region's research and development, led by local economic development efforts, 

was crucial to the expansion and upgrading of major tech facilities such as Motorola (now 

Freescale), IBM, Advanced Micro Devices, and the region's continued successful recruiting of 

high-tech firms in rapidly changing microelectronics and computing sectors9. 

8 Susan Engelking. 1996 " Austin's Opportunity Economy: A Model for Collaborative Technology Development," New 
Academy of Sciences (Website). Ibid. 1988 Gibson and Kozmetsky. pp. 21-37. 
9 Michael Oden and Bige Yilmaz.2008. “From Assembly to Innovation: Learning from the Birth and Development of 
a High Tech Region,” Module 4: Strategies for Locally Generated Growth; Paris: UNESCO. 
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Strategic planning and local action from a very active public-private partnership helped bring 

higher-level innovative activities to the region. In this process, incentives were used in a 

generally effective way to attract public research institutions and select firms that would add in 

important ways to the growing tech complex. However, other institution-building activities -

such as upgrading UT and other education and trainings facilities, developing business 

incubation programs, and creating connections between technology entrepreneurs, venture 

financing and customers and markets - were probably more crucial to long-term success. 

Austin’s Growth Challenges Since 2000 

The year 2000 was the crest of the most recent boom in U.S. technology sectors and venture 

investment, both locally and nationally. The technology bust that began in 2001 uncovered a set 

of difficult regional problems that were “papered over” by the hothouse growth of the 1990s. The 

Austin region had a high level of industrial specialization, especially in the declining field of 

high tech manufacturing, which led to massive job losses between 2000 and 2005. Employment 

and population growth have picked up briskly over the last two years, but growth has been more 

concentrated in lower-wage service jobs than in the past 10. In addition, Austin is increasingly 

challenged by the residual costs of the boom period, including high housing costs, transportation 

and environmental problems associated with sprawl, and lack of transportation alternatives. 

Recent efforts to influence where firms and development locate within the region are related, in 

part, to past economic development successes that contributed to the region’s rapid growth. In 

the past decade, the intrinsic tension between economic growth and quality of life has intensified. 

Highly attractive places, with competitive conditions for business, draw increasing flows of 

investment and population. The resulting growth undermines certain conditions that contributed 

to the attraction of investment and talent in the first instance. The new emphasis on sustainable 

development as a strategic principle, now a central part of Austin’s policy pronouncements, 

seeks to find dramatically better balances between growth, environmental conservation, and 

greater access to economic opportunity and services for all residents. 

10 Texas Workforce Commission, Projections by Occupation, Wages by Profession. 2005 
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V. WHO DECIDES: THE INSTITUTIONS AND ACTORS BEHIND AUSTIN’S ECONOMIC 
DEVELOPMENT STRATEGY 

This brief review of Austin’s local economic development history underscores the multitude of 

institutions and actors directly or indirectly engaged in Austin’s economic development 

enterprise. Figure 4 outlines the broad economic development enterprise in Austin. It specifically 

highlights key firm location factors detailed above and links them to the types of government and 

non-profit civic organizations that play a role in influencing these factors as part of the economic 

development strategy. Different institutions and actors intervene and collaborate in different 

ways to influence each of these firm investment factors in the region. 

For example, a wide range of institutions contributes to building a quality workforce in Austin. 

The University of Texas, St. Edwards and Huston-Tillotson all produce skilled graduates for the 

local labor market. Austin Community College (ACC) offers a variety of curricula emphasizing 

training for specific occupations, and non-profit training organizations, such as Capital IDEA, 

provide targeted career training for underemployed people in Central Texas. The city and the 

Austin Chamber are only indirectly involved in labor force development through advisory 

activities and some funding contributions to specific programs. 

A part of the workforce training activity is targeted to specific firms or industries. For example, a 

program training operatives and technicians for the semiconductor manufacturing industry was 

established at ACC in the late 1990s. This workforce training was implemented to meet specific 

needs of several firms in that industry (indeed, industry representatives helped design the 

curriculum) and hence improved their competitiveness by increasing the local pool of workers 

with industry-specific skills. This program could be considered an indirect subsidy to the 

companies in that industry. 
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Figure 4: Austin’s Broad Economic Development Enterprise 

Goal: Robust Economic Growth 
OBJECTIVES 

 Attract New Firms to Region 

 Retain and Expand Existing Businesses 

 Increase Birth and Survival Rate of New Firms 

STRATEGIES 

Quality Provide Provide Small business Outreach, Technology Manage 
workforce quality sites quality support & marketing & development growth to 
development & locations physical 

infrastructure 
capital access incentives 

for firm 
attraction & 
retention 

& emerging 
sector 
incubation 

provide access 
to opportunity, 
environmental 
quality & 
quality of life 

INSTITUTIONS AND ACTORS 

Universities, City, Austin City, state & City, nonprofit City, Austin University, City, state & 
ACC, AISD, Chamber, federal service Chamber, state federal 
nonprofit private real government, providers (e.g., other government, government, 
training estate brokers CAMPO, Cap People Fund, Chambers of IC2, nonprofit AISD, 
providers and Metro, Austin Chambers of Commerce providers, neighborhood 
investors Chamber Commerce, research groups, private 
(e.g., Capital Austin centers (e.g., developers 
Idea, Austin Independent Sematech, 
Chamber, Business Austin 
City of Alliance Chamber) 
Austin) 

City of Austin and the Greater Austin Chamber of Commerce: Primary Partners in 

Economic Development 

The two institutions that are involved in economic development across the board -- sometimes as 

secondary actors, sometimes in leadership roles -- are the Greater Austin Chamber of Commerce 

and the City of Austin. It is important to acknowledge the important roles of the Hispanic, 

Capitol City and Asian-American Chambers, but as the lead actors in the local growth coalition, 

the roles and actions of the Greater Austin Chamber and the City of Austin will receive the most 

attention in this report. Yet even within these two institutions, there exist a host of departments 

and sub-departments engaged in various aspects of economic development. 
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The Austin Chamber of Commerce is a non-profit membership organization with about 2,500 

members. The Chamber is the lead outreach and marketing organization in the Austin region for 

firm recruitment and retention. It works closely with city government in bringing the needs of 

prospective or resident firms to city departments, passes on requests for special services, and 

sometimes directs incentives to the relevant city agencies. Their economic development 

organization aggressively markets the city to outside companies and also addresses the needs and 

concerns of larger local employers. 

But the Chamber is also active in other development-related activities. It has an education and 

talent development group that works on K-12 education issues and workforce training programs, 

as well as a small business department that provides educational programs and networking 

events for smaller firms. The Chamber is also the lead organization in the Central Texas 

Regional Center of Innovation and Commercialization, an organization that allocates funds from 

the State of Texas’ $200 million Emerging Technology Fund to firms and company research and 

development (R&D) partnerships with universities in a 15-county region of Central Texas. They 

further partner with minority Chambers, push for regional transportation investments, and refer 

some member small businesses to a group insurance health plan. 

The Roles of City Departments 

The economic development related activities of the City of Austin stretch across numerous 

agencies, department and sub-departments. 

The lead agency in the city engaging in economic development is Development and 

Environmental Services, overseen by an Assistant City Manager. Within this agency, the 

Economic Growth and Redevelopment Services Office (EGRSO) is the lead economic 

development organization. This office is the main actor evaluating and managing all economic 

development incentives offered by the city. It participates in Central Business District 

development, including new residential, commercial, retail, and mixed-use projects, and projects 

on redeveloped city land. But EGRSO is also the home of the Cultural Arts division, which 

coordinates the city’s cultural arts programs and economic development initiatives in music, 

film, and other cultural industries. 
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EGRSO further houses the Small Business Development Program, which assists small 

businesses with contracting and selling to government customers, provides seminars and 

workshops to help start up companies, and offers technical assistance to small firms in getting 

access to capital and managing their credit. This office has also recently established an Emerging 

Technology Program (ETP) geared toward providing an array of marketing, financing and 

business development services to companies in a group of five target industries: Clean Energy, 

Digital Media, Wireless, Biotech and Life Sciences, and Nanotechnology. This group is focused 

on providing support services for start-ups and small- to medium-sized firms in these sectors. 

The establishment of the ETP as a city undertaking is somewhat of a departure from past 

practices, since the Chamber has traditionally been the institution involved in targeting, 

marketing and provision of support services to firms. 

Other divisions of Development and Environmental Services are central to the project 

development process. Watershed Protection and Development Review handles most reviews and 

approvals for development projects in Austin, including review for compliance with wastewater 

and environmental regulations and subdivision and site plan applications. Neighborhood 

Planning and Zoning vets projects for zoning compliance with neighborhood plans and also 

manages participation and incentives for city initiatives and ordinances related to design 

standards and vertical mixed-use, transit-oriented development, and historic preservation. 
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Figure 5: City Economic Development Roles 

CITY DEPARTMENT, SUB-
DEPT AND PROGRAM 

ECONOMIC DEVELOPMENT ACTIVITIES 

DEVELOPMENT AND ENVIRONMENTAL SERVICES 

Economic Growth and 1. Reviews and makes recommendations on firm- and project-
Redevelopment Services based incentives 

2. Manages small business loan program (BRE) for businesses 
on East 6th Street and Congress 

3. Coordinates projects and studies to encourage mixed-use 
downtown 

4. Manages and reviews redevelopment projects on city land 
5. Manages Art in Public Places program 
6. Funds community arts programs 
7. Manages small loan program for artistic and cultural 

businesses 
8. Provides general education and technical assistance to small 

businesses 
9. Provides outreach, marketing, and technical assistance to 

firms in emerging technology target industries 
Neighborhood Planning and 
Zoning 

1. Provides information, review, and compliance services 
related to zoning and land use 

2. Provides information, review, and compliance services 
related to neighborhood plans and special planning and 
zoning initiatives including Vertical Mixed Use (VMU) and 
Transit Oriented Development (TOD) 

3. Manages designation, review, and incentives for historic 
preservation 

Watershed Protection/ 1. Provides information, review, compliance, and inspection 
Development Review services regarding site and sub-division plans, water 

wastewater, environmental regulations, and building codes 
2. Austin Brownfield Revitalization Office provides 

information and incentives, and loans to developers for clean 
up and reuse of properties 
TRANSPORTATION SERVICES 

Public Works Department 1. Manages redevelopment of city property 
2. Provides management, review, and compliance services for 

easements, parking, and transportation access to sites; 
manages and collects fees for construction-related activity 
such as street closures 

3. 3. Provides for general street improvement, reconstruction 
and repair 
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CIP MANAGEMENT SERVICES 

Austin Convention Center Manages and markets Austin Convention Center and Palmer 
Events Center; attracts convention and tourism business and 
trade shows linked to local industries 

Small and Minority Business 
Resources 

1. Assists small minority- and women-owned businesses in 
pursuing city contracts 

2. Certifies minority- or women-owned businesses for 
participation in city program and on vendor availability list 

Austin Energy Provides special utility hook-up services, site-based 
infrastructure and fee waivers as part of firm- or project-based 
incentive deals 

Other city agencies and sub-agencies also play a role in economic development. The Public 

Works Department oversees development projects on city-owned property and works with firms 

and developers on site-based issues such as property easements, street and road access, and 

construction-related fees. Public Works construction-related fees are sometimes waived as part 

of an incentive package to a firm or developer. The Austin Convention Center and Palmer Event 

Center management fall under the city’s Capital Improvement Management Services 

Department. These centers help bring convention and tourism dollars to the region and also host 

special events and conventions important to local firms. Austin Energy, the municipally owned 

utility, has often participated in incentive deals by providing hook-up and special utility 

infrastructure to a project and waiving certain hook-up related fees. 

The Need for a Unified Economic Development Budget 

It is a challenge to map all of the departments and sub-departments of the city involved in 

economic development. It is even harder to relate specific city policies and tools to efforts of the 

Chamber and other non-profit civic organizations such as industry trade groups. In the interest of 

clarity, it would be helpful for the city to produce a unified economic development budget that 

mapped the various department and sub-departments to specific policies, expenditures and 

activities directed to economic development. 
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VI. EVALUATING AUSTIN’S FIRM-BASED INCENTIVE POLICIES: GOALS, PROCESS, AND 
CASE STUDIES 

In the remainder of this report, we will concentrate on policies and incentives targeted to specific 

firms or development projects. In particular, we will review the economic development activities 

of the Austin Chamber and the City of Austin related to two main areas: (1) strategy, marketing, 

and use of incentives to attract new firms and encourage the expansion of resident firms in the 

region; and (2) use of incentives for growth management, especially the promotion of dense 

mixed-use development in the Desired Development Zone of the city. Other important issues 

such as small business and technology development, workforce, site selection and basic 

infrastructure will be discussed as warranted, but will not be a primary focus. 

Goals and Strategies of Austin’s Targeted Firm-Based Incentives 

The first task in evaluating Austin’s firm-based incentives is to gain a better understanding about 

the strategy and logic of offering targeted incentives to specific firms and development projects. 

As noted, the region’s success in economic development was the result of clear economic 

development goals, a defined strategy, and local public and private institutions collaborating to 

meet agreed-upon objectives. In this broad effort, direct incentives targeted to firms were used 

judiciously to advance toward development goals. As we turn to the future, we need to 

understand how the Chamber and city leadership is changing strategies and incentive policies to 

deal with current economic vulnerabilities and the intensifying social and environmental pressure 

of growth. 

The “dot com” bust and associated decline in high tech employment prompted the Austin 

Chamber of Commerce and the city to review and revise the regional economic development 

strategy. Historically, the Chamber of Commerce has been the lead institution in setting 

economic development strategy, firm recruitment, and retention of large employers, with the city 

taking its cues from the Chamber on economic development strategy and the offering of firm-

based incentives. However in 2002, at the bottom of the last downturn, the city set up a Mayor’s 

Task Force on the Economy. This taskforce carried out a broad review of economic development 

polices and commissioned a major report to review strategy and current policies. While the 

major industries targeted for future growth identified in the report were consistent with historic 
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goals and a subsequent study by the Chamber, the report also urged the city to focus on cultural 

activities, such as live music and film, and on the broader community of local small businesses. 11 

Need to Diversify Prompts New Targets, Initiatives 

In 2003, the Austin Chamber launched a major new strategy and related set of initiatives with the 

founding of Opportunity Austin. Opportunity Austin raised $12.8 million from members to 

substantially upgrade business recruitment and retention efforts and launch a more aggressive 

marketing campaign for the region. This Chamber initiative broke some new ground when it 

added a major effort to promote retention and expansion of resident firms to its traditional new 

firm recruitment portfolio. 

Opportunity Austin also identified a new set of target growth industries that were consistent with 

the long-term goals of clean, high-growth, high-wage industries, but went beyond the traditional 

microelectronics and computing sectors. During the period of 2003-2007, the Chamber and the 

city identified seven target industries. In 2008, under its new Opportunity Austin 2.0 program, 

the Chamber released a revised set of five industry/activity areas.12 (See Figure 6). 

Figure 6: Opportunity Austin Target Industries 

2003-2007 2008 
Semiconductors Convergence Technologies* 
Medical Devices/Biosciences Healthcare and Life Sciences 
Wireless Creative Media 
Automotive Green Industries 
Digital Media Corporate Headquarters/ 
Clean Energy Offices 
Corporate/Regional Offices and Headquarters 

* Convergence technologies are products and applications that combine microelectronics, software and 
telecommunications technologies in various configurations. 

11 Texas Perspective Inc. (TXP) 2003. “Austin Economic Future, The Mayor’s Taskforce on the Economy: 
Subcommittee Findings, prepared for the City of Austin, April 9. 
12 Opportunity Austin 2.0, “Taking it to the Next Level,” Greater Austin Chamber of Commerce. 2008. 
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These target sectors encompass a much more diverse set of industries and activities than prior 

strategies because of the pressing need to diversify an economy highly specialized in declining 

microelectronics and computer manufacturing sectors. These lists are an important reference 

since the city considers whether a firm is in a target industry in its decision to offer firm-based 

incentives. 

Since 2003, actual large firm recruitment by the Chamber and the city have not mapped directly 

to the target list. While Samsung’s new semiconductor plant and the incentives given to retain 

Sematech are related to sustaining strength in the semiconductor industry, two major data center 

relocations (Home Depot and Hewlett Packard) correspond very loosely to the target sectors. 

The reasons to target a particular set of industries for economic development investments are 

often not well understood by, or well communicated to, the broader public. It is noteworthy that 

the Chamber and its consultants basically determine the designation of the latest target industry 

list with input from a few representatives of the city. The strategy and targeting process does not 

directly involve a broader set of institutions and stakeholders and is not the subject of widespread 

participation or public communication. 

A target list of industries for recruitment and retention should reflect well-defined community 

goals of the region’s economic development effort; a clear understanding of local assets and 

strengths that might make the region a competitive location relative to other regions; and 

strategies to overcome specific gaps to industry development. The 2008 target industry list may 

be consistent with long-term goals and underlying strengths, but specific targets and strategies to 

build up these industries are not as well articulated as in previous periods, nor is the list the 

product of a broader community consensus. 

Target Firm List Needs Specificity, Clearer Vision 

Diversification of the Austin economy away from the tech manufacturing sectors is a compelling 

priority, but these target lists are perhaps not specific enough. Austin’s position in the automotive 

sector primarily involves automotive electronics designed and produced in the semiconductor 

industry. It is noteworthy that Semiconductors, Wireless and Automotive were collapsed into a 

single “Convergence Technologies” category in the latest target industry list that denotes a wide 
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range of production and service activity related to microelectronics, software and wireless 

telecommunications. Austin has little resident strength in the biomedical area with no major 

medical school or health research institutes and a tiny smattering of small firms in this sector. 

This sector likely makes the list because the Chamber, the city and other civic organizations are 

conducting a major push to attract a medical school to Austin. “Corporate Headquarters or 

Office” is a fairly general category, not corresponding to a specific industry that could 

encompass a very large range of firm relocations. Convergence Technologies, Creative Media 

and Green Industries are the major new growth industries where Austin has some local presence 

and potential competitive advantage. 

Based on the recent strategy and related industry targets, the Chamber has asked the city to grant 

a number of direct incentives to attract new firm investment over the past five years. We will 

discuss and evaluate the specific incentive deals in a subsequent section, but we want to first 

review the process and conditions for offering public subsidies to attract private firm investment. 

The Process of Granting Firm-Based Incentives 

Compared to many communities, the City of Austin has a relatively thorough and sophisticated 

approach to granting and managing direct incentives to firms. The process insures that incentives 

are consistent with economic development goals and strategies and that the actual allocation of 

tax incentives is made only when the firm meets performance standards such as investment and 

job creation. 

On the other hand the current process has important flaws related to producing and distributing 

adequate information about the full costs and benefits of incentive deals and allowing for 

meaningful public communication and deliberation. To better understand the strengths and 

weaknesses of the current incentive granting process, we will evaluate step-by-step the way in 

which deals come to the city and how the city decides if, and how much, they should grant to 

specific firms. 

The firm incentive process typically begins when the Austin Chamber of Commerce recruits a 

prospective firm interested in locating in Austin or determines the expansion plans of a company 

already residing in the city. The Chamber provides substantial information to these prospects 
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about local conditions and regulations, labor force availability and, working with real estate 

brokers, potential sites for the location or expansion. In most cases, the Chamber and the city 

simply facilitate the firm’s location through site selection assistance and other services – no 

direct incentive is requested or offered. When a large firm (typically over 500 employees) 

decides to locate or expand, it often employs a site selection firm or broker. It is often this broker 

who makes it known to the city that a firm is considering multiple sites and is looking for direct 

incentives to reduce their costs of location.13 Site consultant brokers may play one community 

off against the other in an effort to maximize the value of the incentives offered. 

When a firm requests a tax abatement or other incentive, the Chamber makes an initial 

assessment as to whether the firm will qualify based on the city’s evaluation criteria. If the firm 

meets the broad economic development goals and appears qualified for incentives, the prospect 

is presented to the city to be evaluated under the city’s designated process (See Figure 7). 

13 The role of site consultant firms is controversial and problematic. The fees they are paid by client firms are 
sometimes based on the value of tax and other incentives the site election consultant negotiates from local 
government. They hence have an incentive to play one locality off against the other to maximize the value of 
incentives offered. Local governments are counseled to keep their bids secret or risk being disfavored by the site 
consulting industry. This creates a situation where one party, the city considering incentives, is purposefully kept 
in the dark, violating the principle of full information in economic transactions that is central to the efficient 
operation of markets. 
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Figure 7: City of Austin’s Development Incentive Review Process 
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After a preliminary screening, the city requests information from the firm prospect, makes an 

initial assessment, and then evaluates the firm’s location proposal according to a detailed list of 

criteria. The firm requesting incentives must meet two minimum requirements to be considered: 

it must locate in the city’s Desired Development Zone; and it must comply with all water quality 

regulations on all projects during the term of the incentive agreement. This is a very positive 

aspect of the city’s firm incentive process: economic aspects are considered in the context of key 

environmental criteria and firms that do not locate in the Desired Development Zone do not 

receive incentives. 

Staff in the Economic Growth and Redevelopment Services Office (EGRSO) then evaluates the 

proposed deal according to the criteria and point allocation system in Figure 8 (detailed city 

policy brief in Appendix A). Firms that score between 81-100 points may qualify for a reduction 

of up to 50% of the net present value of their city tax liability for up to 10 years. Firms that score 

between 61-80 points may qualify for a 30% reduction of their city tax liability over 10 years, 

while those that score less than 60 points do not qualify for tax incentives. This is a very 

thorough review that, on paper at least, ensures that incentives are only granted to firms that meet 

the goals and strategies for local economic development and provide significant net economic 

and community benefits. 

After this evaluation and scoring is completed, the firm is invited to make a presentation to the 

city’s Economic Development Committee, composed of key city and Austin Energy staff.14 The 

Committee reviews the firm’s proposal and the city’s scoring, and then makes a recommendation 

about the value of the incentive package to the City Manager. The City Manager then sends a 

proposal letter to the firm outlining the proposed incentive package, subject to approval of the 

City Council. The City Manager then briefs the City Council, has the legal agreement drawn up, 

and places the agreement on the City Council agenda for a vote. If the incentive package is 

approved by Council, the economic development agreement is executed with the prospect firm. 

14 The Economic Development Committee comprises Assistant City Manager-Deputy Director Economic Growth and 
Redevelopment Services, Economic Development Manager-Austin Energy Governmental Relations, Deputy Chief 
Financial and Budget Officer, and Director and Assistant Director, Small and Minority Business Resources Division 
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Figure 8: City of Austin’s Firm Incentive Evaluation Matrix15 

Article I. Overall Economic and Fiscal Impact 
(jobs and income, net fiscal impact, desirable public 
benefits, in growing target industry, firm 
headquarters operation, large employer-500 or more). 

Small Medium Large 
Points 10 20 30 

Linkages to the Local Economy 
(underutilized segments of 
workforce or space, contracting 
opportunities with local firms, add to 
local economic base, compete 
with existing local firms) 

Poor Acceptable Strong 
Points 0 15 25 

Character of Jobs/Labor Practices 
(hiring from local labor force versus in-migrants, 

average and median wage, wage structure 
commitment to worker training, diversity in hiring 
and promotion) 

Poor Acceptable Excellent 
Points 0 15 25 

Infrastructure Impact 
(disproportionate demand on 
community infrastructure - water, 
utilities, transportation) 

Disproportionate Proportionate 
Low 
Impact 

Points 0 5 10 
Quality of Life/Cultural Vitality (firm has cultural 

outreach and employee philanthropy program) 
Unacceptable Acceptable Excellent 

Points 0 5 10 
Austin Green Building 
Program (2-star green building or LEED certified 

rating) No Yes 
Bonus Points 0 10 

Total Possible Points 110 

15 The City of Austin, ”The City of Austin Economic Development Policy,” 2005 
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Positive Features of Current Firm-Based Incentive Process 

The incentive review process of the city is laudable in a number of respects. Most of the eight 

key questions in Figure 1 of this report are addressed in some way in the city review process. 

Proposed firm-based incentives are evaluated for consistency with broader economic 

development goals and specific industry targets. Environmental impacts and overall job and tax 

benefits are assessed, and the relationship of the prospect firm to lead industries and suppliers in 

the region is considered. The wage standards and distribution of new hires between residents and 

in-migrants are evaluated and workforce training and diversity hiring practices are considered. 

An excellent feature of Austin’s firm-based incentive policy is that tax reductions are contingent 

on a firm living up to its promises. The city now uses Chapter 380 agreements under which the 

company first pays its taxes and then receives the promised tax rebate only if it complies with its 

investment and job creation commitments. This avoids situations, like the Intel deal, where the 

city forgoes tax or fee revenues and the company fails to meet its commitments. Each firm must 

demonstrate on an annual basis that it is fulfilling the agreement and the city visits the firm’s 

facility to ensure compliance (see performance-based compliance framework in Appendix B) 

Gaps in Current Firm-Based Incentive Process 

Despite these positive features, there are also critical gaps within the city’s firm-based incentive 

process. While the scoring matrix is thorough, the estimating procedures and results are not fully 

and carefully reported to the public. Also, in a number of areas, the evaluation appears 

qualitative, based on judgment rather than on a full and objective cost-benefit analysis of the 

project. 

The most troubling aspect of the current policy is that Austin is operating under an economic 

development strategy and incentive evaluation process that is generally closed to the public. 

There is little space for the citizens or other civic institutions to obtain clear and complete 

information, or to deliberate or participate in the process. There is no clear and-well publicized 

avenue to understand or comment on economic development goals and strategies. When an 

incentive deal is put on the Council agenda, there are typically only a few weeks for an interested 

party to attempt to gather information. The information provided by the city prior to the vote is 

very general and there is little opportunity to verify or understand assumptions, impact estimates, 
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or net benefits of the project. This closed process has led many to conclude that public hearings 

regarding incentive deals are not deliberative or meaningful. The suspicion is that the City 

Manager has already lined up the Council votes before the public hearing. The vote itself is 

merely pro forma. 

There are also a few important issues regarding the mechanics of the evaluation process that 

warrant improvement. First, the formal “matrix-based” evaluation applies only to tax incentives 

and is not applied systematically to a host of other city incentives including fee waivers, 

infrastructure improvements, Austin Energy incentives, and other benefits that are often part of 

firm incentive packages. All these direct incentive costs should be estimated, reported and 

evaluated together to provide a clear picture to policymakers and citizens of the total cost of a 

proposed deal. 

Furthermore, the city should conduct a formal cost-benefit analysis of all major incentive deals 

that estimates all direct and indirect jobs (with a multiplier), net income, jobs for residents, and 

non-refunded tax benefits from direct and indirect economic activity. The city only goes part of 

the way in its current evaluation process. Having a thorough cost-benefit analysis conducted by 

an independent third party entity, and sharing these results before decisions or votes are made, 

would fill a major void in the current process. 

Case Studies: Evaluating Recent Firm-Based Incentive Deals 

Compared to other Texas cities, the city of Austin remains quite disciplined in the granting of 

incentives to private firms. It is estimated that Austin has approved 19 economic development 

incentives between 1991-2006, compared to 67 granted by San Antonio, 91 granted by Houston, 

and 208 granted by Dallas.16 Over the past seven years, Austin has concluded five major 

incentive deals to attract firm investment. Using information from available public sources, we 

have evaluated these five most recent deals in terms of operative economic development goals 

and strategies, the costs to the city, and the benefits to households and the city. 

The direct tax expenditure commitments for these five deals add up to a little over $64.4 million. 

16 League of Women Voters of the Austin Area, “ Tax Abatements and Rebates, Fact and Issues Series,” February 
2007, City of Austin, Audit and Finance Committee, Performance-based Chapter 380 Economic Development 
Grants, August 28, 2007 http://www.ci.austin.tx.us/redevelopment/downloads/AFCommitteePres.pdf 
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On the benefit side, the city only calculates the net revenue it expects to receive from incentive 

deals. This includes any property tax net of rebates from the investment, the sales taxes from new 

employee spending (only those directly employed at the facility), and the general fund transfers 

from new electric sales to the facility by Austin Energy. Based on this estimate of benefits to the 

city, these five deals will yield roughly $74.6 million in additional revenue. Using these 

numbers, city revenues exceed tax expenditures by about $10.2 million over the 10 to 20 year 

timeframe of these agreements. 

Figure 9: Firm-Based Incentives 2000-2007 

Project/ 
Company 

Type of Subsidy Jobs Created Value-
Chapter 

380 Grant 

City’s Estimated 
Revenue Return 
From Property 
and Sales Tax 

Austin Energy 
General Fund 
Transfer from 

Project 
Home Depot 
Data Center 

100% Property Tax 
Rebate for 10 
Years 

500 $6.7 M $6.1 M $910,000 

Advanced 
Technology 
Development 
Facility 
(Sematech) 

100% Property Tax 
Rebate on New 
Investment for 10 
Years 

100 $6.3 M $1.4 M $1.4 M 

Samsung 
Fabrication 
Plant 

100% Property Tax 
Rebate for 10 
Years, 75% years 
11-20 

500 full time 
200 contract 

jobs 

$47.6 M $8.0 M $43.1 M 

Hewlett-
Packard Data 
Center 

40% Property Tax 
Rebate for 10 years 

140 $3.2 M $5.3 M $6.3 M 

HelioVolt 
Corporation 

60 % Property Tax 
Rebate for 10 years 

168 $607,000 $941,000 $1.1 M 

Total 1,408 -1,608 $64.41 M $21.74 M $52.81 M 

Page 47 of 82 



 
 

 
    

      

               

           

         

        

       

         

        

                

          

               

             

     

           

             

        

                

              

                 

     

            

        

         

           

       

                                                
              

                
                  
               
                

         

Full Costs and Benefits Remain Unclear 

However, these estimates don’t tell the whole story on either the cost or benefit side. Total costs 

to the city exceed the value of the property tax rebates (detailed in Figure 9), since many of these 

deals involve fee waivers, infrastructure subsidies and subsidies from Austin Energy not 

accounted for above. For example, the fee waivers and other city and Austin Energy 

infrastructure investments for Samsung could amount to over $10.8 million, according to the 

agreement; further, there is a modest Austin Energy $445,000 service upgrade associated with 

the Home Depot deal and $1 million Austin Energy upgrade for Sematech (ADTC). 

Unfortunately, there is no clear or legible record of the total amount of these various fee waivers 

and energy infrastructure improvements that have been paid out as these agreements have been 

implemented. However, if we add the total value of these incentives to the cost side, the city’s 

net revenue gain disappears (in fact, if all fee waivers and associated costs are added, the tax 

expenditures by the city exceed tax benefits by approximately $2 million).17 In addition, 

counting the 9.1% transfer of Austin Energy sales at these projects to the City of Austin General 

Fund as pure revenue is somewhat ambiguous. This assumes that the new demand and sales will 

not trigger any capital costs that might be associated with stretching generating capacity. 

Moreover, this net fiscal impact analysis is only a partial measure of the full costs and benefits of 

these projects. On the one hand, the city “low balls” the total benefits because they do not 

estimate a dollar value for the private benefits of its firm incentive deals - the extra income 

earned by workers employed at the facility and indirectly employed at suppliers through 

multiplier effects. It also does not include any indirect sales tax benefits from the spending of 

workers who are indirectly employed by suppliers of the firms receiving incentives. Samsung, 

for example, is investing around $4 billion to construct and equip its new semiconductor 

fabrication facilities. Because a number of Austin firms have a significant presence in 

semiconductor manufacturing equipment, a share of the Samsung construction spending will 

17 The tax expenditures (380 rebates) and additional fee waiver, utility and infrastructure costs associated with 
these deals were derived from city records. Numerous city documents were reviewed, but the key documents were 
for: Home Depot - City of Austin Ordinance No. 20040624-67, July 5, 2005; Sematech-ATDF - Austin City Ordinance 
No. 20040902-5, September 2, 2004; Samsung Semiconductor - Austin City Ordinance No. 20050818-008 , August 
18, 2005; Hewlett Packard Data Center - Austin City Ordinance No. 20060302-008, March 13, 2006, HelioVolt 
Corporation Austin City Ordinance no. 20071018-002, October 18, 2007. 
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employ workers at Austin firms who will then spend wages and pay local taxes in the Austin 

economy. In a study commissioned by the Greater Austin Chamber of Commerce, a local 

consulting firm, TXP Incorporated, made an estimate of direct and indirect employment, 

spending, and tax effects from these projects and estimated that the city enjoyed a total net tax 

benefit of $93.6 million.18 

But there is another important issue in deriving a more complete estimate of cost and benefits for 

these deals. In published documents, the city gives no estimate of the share of direct employment 

at the firms receiving incentives that goes to Austin resident workers. This is an important factor 

if we are concerned with linking new jobs to the local workforce. Furthermore, the above TXP 

estimate does not account for the share of local versus in-migrant workers and hence does not 

account for the additional city services and infrastructure that might be demanded by new 

workers coming from outside the region. 

On balance, these firm-based incentives can be viewed as generally consistent with broader 

economic development goals. They were targeted to a mix of high tech, high value-added 

establishments and aimed to bolster existing tech export industries (Samsung and Sematech) and 

to diversify the local economy by adding new clean energy (HelioVolt) and professional service 

firms (Home Depot and HP data centers). 

The data center investments only vaguely relate to the recent target industry list, being perhaps in 

the Regional Headquarters/Office category. They do seem to be advanced data operations and 

could therefore be seen to augment the region’s software/ producer service sectors. With the 

HelioVolt deal, the city has decided to put aside the former requirement that incentives can only 

be offered to large establishments of over 500 employees. Given changes in the economy, this 

new targeting of small- to medium-sized companies is a smart policy. 

18 It is unclear if this study, commissioned by the Austin Chamber, was actually finished and officially released. All 
that we could uncover was a draft dated January 11, 2007, titled “The Economic Impact of Business Expansions 
and Relocations Receiving City of Austin Incentives”, Austin, TXP Incorporated 
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More Complete Information, Rigorous Evaluation Needed 

It is very difficult to systematically evaluate the net costs and benefits of recent firm-based 

incentives based on the criteria detailed above. Although the Chamber can make a good case that 

each of these new firm investments would have gone to other regions without the incentives, 

there is no requirement that companies or their site selection brokers verify competing offers 

from other locales. These incentives did go to firms that will sell most of their products outside 

the region and hence will not directly compete with other local businesses. The corporate 

facilities receiving these incentives do pay high average wages so many workers and households 

will likely receive net income benefits. Presumably, there will be significant local hiring 

associated with the projects, but there is no discrete estimate of local hiring provided by the city. 

Without a complete accounting of the full costs to the city, including fee waivers and 

infrastructure enhancements, and an accurate assessment of the private and public benefits, there 

is no way of definitively evaluating the real returns on the city’s incentive-based investments. 

While the five recent deals reviewed seem reasonable and consistent with economic development 

goals, the limitations on publicly available information and the closed nature of the incentive 

deliberation process increase the risk that a bad deal could be approved in the future. 

VII. EVALUATING AUSTIN’S PROJECT-BASED INCENTIVES: GOALS, PROCESS, AND CASE 
STUDIES 

Evolution of City Goals for Project-Based Incentives 

If the rationale for firm-based incentives is to increase jobs and incomes for households and tax 

revenue for the city, what are the basic rationales and criteria for project-based incentives? 

Again, the initial baseline is the kind of development that would have occurred without direct 

incentives and the net benefits that accrue to the community from projects that receive incentives 

relative to this baseline. Numerous communities around the nation provide incentives to 

developers to produce projects that have characteristics that benefit the community in specific 

ways. Common community benefits that are tied to development incentives include: 

•	 Provision of affordable housing that would not be forthcoming in market projects 

•	 Open space or community facilities for public use that would not be forthcoming without 
incentives 
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•	 Environmentally beneficial dense, mixed-use development that would not be forthcoming 
without incentives 

•	 Special amenities such as community entertainment facilities, historically preserved 
buildings or districts that would not be supported in pure market projects 

•	 Commercial and retail development in underserved. low-income communities 

•	 Extra tax revenues from redevelopment or reuse that would not have been generated by 
market development 

In the case of Austin, the community benefits originally linked to project-based development 

incentives were essentially developed by the city and emphasized environmental goals related to 

the specific growth management challenges of the region. The passage of the Save Our Springs 

(SOS) ordinance in 1992 focused the city on more stringent limitations of development over the 

aquifer recharge zone.19 A State law that “grandfathered” some developments from the 

regulations quickly undercut the SOS ordinance. 

In response to this weakening of water quality regulation, the city launched its Smart Growth 

Initiative (SGI) in 1998. In developing the initial SGI, city officials divided Austin into two 

zones: the Desired Development Zone (DDZ) which included the eastern two-thirds of the city 

and the Drinking Water Protection Zone (DWPZ) including the aquifer recharge zone in the west 

and southwest. The stated goals of this initiative included: determining more forcefully where 

and how the city would grow; improving the quality of life; and enhancing the tax base of the 

central city.20 

This is not just old history. These geographic designations and goals have driven planning and 

zoning policies and the granting of project-based incentives over the past decade. In particular, 

the rationales offered for numerous development incentives such as the Triangle Development, 

various downtown projects, and the Mueller Redevelopment Project consistently reference these 

Smart Growth goals. 

19 Efforts to protect water quality from rapid development began earlier with the passage of the Lake Austin and 
Barton Creek Watershed Ordinances in 1980. It was the perception that these and subsequent water quality 
regulations had failed that prompted the passage of the more substantive SOS ordinance in 1992 
20 City of Austin, Smart Growth Matrix Results, June 23, 2003, 
https://www.austintexas.gov/smartgrowth/matrixresults.htm 
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In 1999, the city crafted a set of incentives that applied to projects in the Desired Development 

Zone that met a fairly extensive set of criteria. Projects were scored according to a Smart Growth 

Matrix that gave points for central locations in the city, proximity to transit, mixed-use especially 

with retail, density, attractive urban design elements, and so on. Projects that met the criteria and 

scored high got a series of fee waivers from the city and were fast tracked through the city’s 

development review process. Any new development consistent with neighborhood plans and in 

the DDZ could apply, but the smart growth scoring weights favored larger scale mixed-use 

projects in central Austin.21 

This program was generally consistent with the environmental goals of the community expressed 

through the ballot box, but was criticized on a number of grounds. First, the initial SGI 

incentives were seen as being ineffective. Developers saw the SGI process as being too 

cumbersome and not offering high enough subsides to change the basic parameters of their 

planned projects. But more important, the stated goals of SGI did not come from an open 

participatory process and were seen by some as dominated by insiders and the city’s interest in 

generating tax revenue from new development projects. 

Small retail businesses in central Austin objected to incentives that would favor new retailers 

who could cannibalize their sales. Residents of east Austin communities viewed these Smart 

Growth subsidies as a boon to projects that would add to intense gentrification pressures in their 

neighborhoods. Residents in south and central Austin were also concerned about gentrification 

and other problems. And many advocates wondered why other important community concerns 

such as affordable housing or open space were not more central goals. In fact, the goals of 

Austin’s project-based incentives were delineated by the city without substantial citizen 

involvement and remain the source of much contention. 

To supplement the early SGI incentives, the city also offered more extensive subsidies for 

specific, large-scale downtown and central Austin development projects. The aims of these 

targeted incentives were to encourage larger firms to locate in central Austin versus outlying 

areas, stimulate residential and retail development downtown, and promote a new model of 

21 City of Austin, “Smart Growth Criteria Matrix,” February 2001, 
http://malford.ci.austin.tx.us/smartgrowth/matrix9.pdf 
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denser mixed-use development on major transit corridors. These project-based incentives were 

targeted to private development and to the redevelopment of city-owned properties for dense 

commercial, retail, and residential uses. 

Evaluating Incentives for Private Projects vs. Redevelopment of City Property 

In evaluating these project-based incentives, it is important to distinguish between incentives 

offered to private developers to develop in ways that yield community benefits and those offered 

in conjunction with the redevelopment of city property. Determining the costs of incentives 

offered to private developers is reasonably straightforward. These are tax incentives, fee 

waivers, infrastructure enhancements and the value of zoning changes offered to private 

developers to get community benefits that would not be forthcoming without incentives. 

Estimating costs in public redevelopment projects is more complicated. If the city wanted to get 

greater return on public land, in most cases it could simply sell the land to a developer at a 

market price. This price would be determined by the scale of development allowed under 

existing zoning and regulations and local demand for real estate. This sale price would be the 

baseline value of the city property. 

Alternatively, the city could specify the kinds of uses, scale and design parameters that it wanted 

in the redevelopment and take bids from developers to buy the land and develop according to 

city requirements. The price the city gets in this case is strongly driven by demand for certain 

uses in the market, city restrictions, and whether the city project allows for more intensive 

development than would be permitted under current zoning. On balance, the city would likely 

forgo some revenue in its sale price to get the project it desires. Conversely, if it allows much 

more intensive development than current zoning permits, it might command a higher sale price. 

A third scenario is possible if the city seeks a type of redevelopment that is weakly supported by 

the market. In this case, the city may have to lower land or lease costs and/or provide direct 

incentives. The cost of these inducements, compared to what the city could make through selling 

the land without conditions, is the basic cost of the project-based incentive. 
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The benefits are also more difficult to value in dollar terms for project-based incentive deals. 

Some dollar estimates of affordable housing benefits or the land and recreational value of parks 

and open space can be developed. Similarly, the tax revenues net of incentives on newly 

developed property can also be estimated. But even these partial estimates are sensitive to 

assumptions. For example, would you count the full property and sales tax revenue of an 

incentive-based development even though it may be absorbing demand that would go to already 

developed properties or new properties developed without an incentive? In addition, the job, 

income and tax benefits from retail development supported by incentives must account for 

moves by firms already located in the city to the incentive project site and the crowding out of 

sales of competing retailers not benefiting from the incentive. Assessing some community 

benefits of project-based incentives involves qualitative evaluation and judgment. Because the 

dollar value of benefits is more difficult to estimate, it is crucial to develop strong community 

buy-in through discussion to identify and agree on what community benefits to prioritize. 

The Process of Granting Project-Based Incentives to Private Developers 

Specific incentives were targeted to private developers under the Smart Growth Incentive 

policies from 1999-2003. Some 15 projects received modest fee waivers and other non-cash 

benefits (examples of SGI projects include the Nokonah Condominiums and Pedernales - Live 

Work Lofts).22 According to one account, roughly $5 million dollars worth of fee waivers were 

granted through the formal Smart Growth matrix evaluation procedures under the SGI.23 This 

program was disbanded in June of 2003. 

But during this period, several other private development projects received smart growth and 

much richer direct incentives from the city. Only one, the Triangle development, came to fruition 

(the Intel and the Vignette projects from this period were never completed). The Triangle project 

stands out as a special case for two reasons. First, it was the result of very intense community 

and neighborhood negotiation over the contours of the project and direct public input in the 

determination of community benefits was present. Second, the project received a much larger 

incentive than was available through the standard SGI process. 

22 City of Austin, “Smart Growth Matrix Results”
 
23 The Austin Chronicle, “Austin at Large: Smart Growth: The Good, the Bad and the Ugly,” July 4, 2003.
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After the Smart Growth matrix process was dismantled, the city developed an incentive 

evaluation process for projects carried out by private developers on private land. The steps in this 

evaluation are similar to the process for firm-based incentives. Typically, the developer and other 

interested parties approach the city for incentives to produce a development with special 

attributes seen to benefit the community. 

The developer requesting incentives is required to meet a set of threshold requirements: the 

project must be in the Desired Development Zone; it must conform to any adopted neighborhood 

plans; it must include two land uses, with no single use being more than 75% of total square 

footage; and it must comply with all environmental regulations. Staff in the Economic Growth 

and Redevelopment Services Office (EGRSO) then evaluates the proposed deal according to 

criteria and point allocation system in Figure 10 (detailed city policy brief in Appendix A). 

Projects are scored according to these criteria and up to 10% or 18 points may be added if the 

project meets Smart Housing requirements (meaning at least 10% of residential units are 

affordable to households making 80% of median family income). It is interesting that these 

criteria are heavily weighted toward economic and fiscal impact, location, and various urban 

design characteristics. Much less weight is given to neighborhood and environmental 

considerations, public buildings and facilities, or affordable housing. Curiously, and without 

much explanation, the overall scoring system lets projects that score over 31 points or more out 

of 180 qualify for up to a 50% reduction of the net present value of their city tax liability for up 

to 10 years. Developments that score between 21-30 points may qualify for a 30% reduction of 

their city tax liability over 10 years, while those that score 20 points or less do not qualify for tax 

incentives. 
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Figure 10: City Project-Based Incentive Matrix24 

Overall Economic and Fiscal 
Impact (jobs and income, net 
fiscal impact, desirable public 
benefits) Small Medium Large Weight 

Points 0 15 30 20% 
Public Facilities & Public 
Benefits (project include parks 
open space, library, hike & bike 
trail; programs or services that 
have direct public benefit, small 
businesses, affordable housing, 
public art) 

Unacceptable Acceptable Excellent Weight 
Points 0 10 30 15% 

Neighborhood and Environment 
(project relates well to 
surrounding neighborhood, 
meets green building or LEED 
standards) 

Unacceptable Acceptable Excellent Weight 

Points 0 10 20 10% 
Location Consideration (in 
Central Business District, 
distance and quality of 
connection to transit) 

No Acceptable Excellent Weight 

Points 0 5 20 20% 
Urban Design Consideration 
(long list of design 
characteristics such as 
structured or underground 
parking, shop fronts for 
commercial uses, pedestrian-
friendly walkways or retail 
plazas) 

Unacceptable Acceptable Excellent Weight 

Points 0 38 80 35% 
Total Possible Points 180 

24 The City of Austin, ”The City of Austin Economic Development Policy,” 2005 
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The key questions regarding the matrix are who determined these standards and the associated 

weighting scheme and what is the real level of community benefit and buy-in? In researching 

this report, we found only one private project, the Domain, which apparently went through this 

process and received project-based tax incentives. In this case, the allocation of tax benefits to 

this project exceeded the 50% net present value of their city tax liability. 

The Process for Granting Incentives for Redevelopment of City Land 

Both the Smart Growth matrix scoring and the more recent incentive evaluation process 

described above apply to private development on private land. Over the past ten years, there 

have also been a number of showcase redevelopment projects on city land. In some cases, such 

as the Mueller Airport Redevelopment and the upcoming Seaholm Power Plant adaptive reuse 

project, a very high level of community involvement had shaped the developments, and the 

design and public benefit parameters have a high level of community support. In other cases, 

such as the CSC project surrounding City Hall, the specific aspects of the development were 

determined inside City Hall with limited public input or evaluation. 

These city redevelopments are very different from one another in scale, location, and site 

characteristics. Hence, the goals, incentives and community benefits are in some sense unique to 

each project. However, city projects in particular must be consistent with broader planning goals 

and demand a high degree of community input. The basic and understandable inclination of the 

city is to favor dense commercial or residential development that generates high tax revenues. 

But because these projects are in a sense “owned” by the public, this fiscal goal must be balanced 

against other community goals such as parks and open space, affordable housing, or public 

facilities that may have lower direct tax revenue yields. 

Gaps in Current Project-Based Incentive Process Require Major Revisions 

Though few projects have undergone a formal evaluation process, it is our impression that the 

SGI criteria and its progeny were used in some form or fashion in granting incentives and other 

non-tax inducements to private projects and in justifying expenditures on redevelopment projects 

on city land. It can legitimately be argued that projects that met some of these evaluation criteria 

generated net environmental benefits compared to development on the edge of the city. The city 

also claims with some justification that these targeted project-based inducements over the past 
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ten years demonstrated the market for new mixed-use development models that led to more 

environmentally friendly development across the city. Finally, these projects can be further 

justified in some cases as generating net tax revenue for the city by promoting more valuable 

development on underdeveloped land. 

However the goals, strategy and evaluation associated with Austin’s project-based incentive 

process need to be considerably sharpened. There must be a thorough review and more open 

public discussion of economic and community goals. 

Though there is strong consensus on the environmental benefits of denser mixed-use 

development, this basic trend is now being supported by the market. Central Business District 

residential development has boomed in Austin and elsewhere, and incentives have played only a 

modest role. 

The big environmental payoffs in the future will come from substantially expanding 

transportation alternatives, improving transportation within and between denser mixed-use areas, 

and ensuring the availability of affordable housing – in short, allowing better links between jobs 

and residences. While there is still a place for civic public-use projects and historic preservation, 

current trends suggest that affordable housing, employment links, and public transit financing 

may be the high environmental payoff areas in the future. 

Moving forward, the city must do a much better job of detailing the full costs of various project-

based incentives in a clear and legible fashion before incentives for development deals are 

debated and approved. As will be shown in the following section, it is currently next to 

impossible, using publicly available information, to tabulate the direct and indirect costs of 

recent project-based deals in Austin. 

A better job must also be done in delineating the benefits of various projects. In public projects, 

the fiscal benefits need to be compared to what would have accrued if the land were developed 

under current zoning and regulations without special project demands. Incentives to any retail 

development must consider within-city relocation and potential crowding out of other retail 

sales, not simply assume that all retail sales at a project are net gains to the city. Finally, 

community benefits that are more difficult to quantify need to be more carefully explained and 
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justified. Having an attractive mixed-use project near some form of transit may no longer be 

sufficient to be viewed as a community benefit justifying public spending since the market is 

increasingly producing such projects without incentives. 

Case Studies: Evaluating Recent Project-Based Incentive Deals 

In this section, we review a number of project-based incentives for public and private projects in 

Austin over the past ten years to evaluate basic costs and community benefit rationales. During 

the last decade, the city has considered a variety of deals including, private developments and 

major redevelopments of city property. A number of these deals were only partially completed or 

not completed at all. 

All of these projects were justified at a general level by Smart Growth objectives. More 

specifically, it has been argued that these projects: 1) generated net environmental benefits 

compared to building the same projects outside the core city; 2) acted as market demonstration 

projects proving the economic viability of new mixed-use development, which led to more 

environmentally friendly development across the city; 3) generated net tax revenue for the city 

by promoting more valuable development on underdeveloped land. 

However, it is important to note that all of these deals are extremely complex, with a large 

number of “moving parts.” Despite considerable research, it is impossible to precisely determine 

how much the city actually spent directly or indirectly to support these projects.25 Most of these 

deals involved direct fee waivers and other subsidies affecting the city operating budget, 

complex transfers from the capital budget (sometimes out of bond financing), and various 

subsidies and infrastructure improvements from Austin Energy. Furthermore, there has been no 

effort to more concisely measure the net tax or other community benefits that these projects have 

generated as they are completed. Finally, there has been no concise annual updating of incurred 

costs or benefits as these projects evolved and in some cases changed. 

25 For example, the main author of this report, together with a former city auditor, did an extensive review of city 
record in an attempt to determine how much was collected and spent out on the CSC deal. It was impossible to 
piece together, from public records, a picture of the total costs of this project to the city. We did not consult 
extensively with city staff to solve this puzzle because our goal was to see if the full costs of this deal could be 
determined by interested citizens. The answer to this question was a resounding no. In the case of the other 
projects, a long list of city ordinances, Council minutes and other sources were consulted. With most projects, no 
definitive costs estimate could be derived and no estimate of how much the city spent out as the projects were 
completed was available. 
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It could not be determined how much public financing was allocated directly or indirectly to 

these projects. It is likewise not possible to determine, nor does the city report, quantitative or 

qualitative community benefits associated with these or other projects. In sum, no meaningful 

cost-benefit analysis of these projects has been done with the sole exception of the Domain deal 

that received explicit Chapter 380 tax subsidies. This also happens to be the most controversial 

project of this entire group. 

Figure 11 - Major Project-Based Incentives 1999-200726 

Project Incentive Types Incentive Value Completion 
Computer Science 
Corporation Project 
and City Blocks 2,3, 4 
and 21 

 Demolition and site 
improvement costs 

 Subsidy for construction 
of retail space 

 Parking garage 
construction for 
employees of tenants 

 Possible loss on buyback 
of purchase rights to 
Block 21, Tax Increment 
Financing (TIF) of 2nd 

Street infrastructure 
improvements 

 $7,980,000 for retail 
construction and parking 
garage 

 $2,300,000 in TIF 
financing for Second Street 
and other infrastructure 

 There are likely other 
significant indirect 
subsidies associated with 
the overall project 
including possible losses 
from leasebacks and below 
market lease revenue 

Not fully 
completed, Block 
21 currently under 
development, 
parking garage not 
completed and 
associated city 
spending 
apparently not 
allocated 

Intel Development 
Center 

 Fee Waivers 

 Electricity subsidies 

 Utility relocation 

 $3,171,229 in fee waivers 

 $7,420,000 in deferred 
capital costs 

Not completed, 
city lost revenue 
from fee waivers 
during 
construction 

As noted, a very large number of Austin City Council resolutions, ordinances, agenda items and council minutes 
were reviewed to come up with the provisional estimates in this figure. Some of the key ordinances detailing 
various fee waivers, infrastructure improvements and capital budget transfers, Austin Energy subsidies and other 
costs include: CSC Project, Austin City Ordinances Nos.990715-31 and 990715-48, July 15, 1999, 000127-20 January 
27, 2000; Intel Development Center Austin City Council Resolution No. 20000518-033 (and Exhibit A), May 18, 2000; 
Triangle Square Development, Austin City Ordinance No. 2000087-48B and Resolution N0. 20000817-48A, August 
17, 2000; Vignette, Austin City Ordinance No. 001214-99, December 14, 2000, Mueller Airport Redevelopment, 
Austin City Resolution 200041202-60, December 2, 2004, Austin City Ordinance 20040826-006, December 16, 2004, 
and Austin City Resolution No. 20060427-003, April 27, 2006 (with Grant Agreement): Domain, Austin City 
Resolution 200030515-04, Chapter 380 Economic Development Agreement between the City of Austin and EGP 
Management, June 13, 2003. 
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Triangle Square  Fee waivers 

 Parkland acquisition 

 Street and wastewater 
infrastructure 

 Up to $7,570,000 in fee 
waivers cost 
reimbursements to 
developer 

 Other contributions 
including parkland 
acquisitions 

 $5,888,634 actually 
recorded as transfer from 
City Capital Budget 

Initial phases 
completed, spend 
out of all approved 
and allocated 
incentives 
uncertain 

Vignette  Fee waivers 

 Direct subsidy to 
developer to develop 
proposed downtown 
campus of the Vignette 
Corporation 

 $4,527,720 in fee waivers 

 $20,472,280 in direct 
grants to the developer 

Project never 
undertaken due to 
Vignette 
downsizing in dot 
com downturn 

Mueller Airport Complex financial  $46,436,807 in dedicated First phases of 
Redevelopment agreement between Catellus, public funding for project completed, 

the master developer, and infrastructure costs at not a direct 
the city. City sets up TIF Mueller site subsidy as 
zone to finance on-site 
infrastructure  Additional $184,995,000 

for infrastructure and other 
project costs will come 
from land sales 

infrastructure paid 
for out of new 
property taxes and 
land sales 
generated from the 
Mueller site 

Domain Sales and property tax 
rebates to developer for 
luxury mixed-use shopping 
center and residential 
development 

Between $37,500,000 and 
$64,000,000 million in sales 
and property tax rebates to 
developer depending upon 
sales growth at Domain 
Center 

Project completed 
in spring 2007 
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The Domain: Anatomy of a Bad Deal 

The Domain deal stands out among all the incentive packages supported by the city in the past 

ten years as a generally bad deal by most meaningful criteria. The Domain project was built by 

Endeavor Real Estate Group (EGP Management) and Simon Properties, one of the world’s 

largest mall developers. It was envisioned as a luxury “lifestyle” development, which would 

include a mix of retail, residential units, and office space in a compact, walkable environment. It 

was proposed as a high-end, luxury shopping area designed to attract shoppers and keep sales tax 

revenues within the Austin city limits. Anchor tenants included Neiman-Marcus, Tiffany’s and 

other high-priced retailers. Other stated goals of the project were to incorporate affordable 

housing and the potential for a public transit connection in the future. 

While this project presumably went through the city’s project-based evaluation process, public 

consideration of this deal was unquestionably rushed and it remains unclear how and why the 

project received such generous incentives. According to City Council agenda documents, the 

Domain proposal was first brought to the Council for consideration on May 8, 2003. It was put 

up for a final vote on May 15 and the $37.5 million plus incentives were approved in a 

development agreement signed on June 13, 2003.27 

The fiscal cost benefit analysis used by the city for the Domain proposal appears rushed and has 

been the source of much controversy and legal dispute.28 Using the city’s estimates indicates 

that the value of foregone tax revenues (Chapter 380 grant) is $37.5 million and the city return in 

non-rebated tax is $39.9 million over the 20-year life of the deal. By this calculation, the city 

ekes out $2.5 million more in taxes than the value of the incentive. However, in present value 

27 Then Austin City Councilmember Daryl Slusher complained that a proper understanding and evaluation of the 
Domain proposal was not possible because the deal was rushed through the process. See May 8, 2003, Austin City 
Council Meeting (minutes) http://www.ci.austin.tx.us/council/2003/council_05082003.htm, May 15, 2003 Austin 
City Council Meeting (minutes)http://www.ci.austin.tx.us/council/2003/council_05152003.htm. In this 
testimony before the Council, the developer clamed that he needed rapid approval so that he could court anchor 
tenants at the ICSC Convention held in Las Vegas, May 18-21 of 2003. 
28 Critics argue that the city used the developer’s (Endeavor’s) numbers in deriving the cost-benefit analysis 
presented on May 15, 2003. As part of the documentation of a court case filed by Brian Rodgers against the City of 
Austin and EGP Management (the developer- Endeavor) (No GN30446, 2004, Travis County District Court), the 
plaintiff claims that the deal was profitable without any incentives and the Endeavor Real Estate Group 
underestimated the per square foot sales revenue that would be generated by a luxury retail center. If the higher 
sales numbers outlined by Rodgers are closer to actual sales at the Domain, the value of the tax incentive from the 
city would be greater – roughly $64 million in foregone tax revenue. If this claim is true, it further undercuts the 
developer’s initial claim that they needed a significant subsidy to make the project profitable. 
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terms (which discounts the value of future returns at 7.5% over the 20 years of the deal), the city 

gets about $1 million less than the value of the incentives because the incentives are 

frontloaded.29 

However, these fiscal cost-benefit numbers fail to capture the more profound problems with the 

Domain deal. To understand the problems inherent in retail incentives generally, it is important 

to recognize that retail activity is the result, rather than the cause, of economic growth in a city or 

region. Retail activity cannot grow faster than disposable income within a given economy. To the 

extent that new or expanding retail establishments grow faster than local purchasing power, there 

will likely be crowding out of existing retail establishments. This is why it makes little sense to 

offer public incentives to retail. In most cases, retail incentives simply shift economic activity 

from one place to another, rather than generating new products or jobs.30 

The city’s estimate of non-abated sales and property tax income as a net benefit to the city is 

deeply flawed on two counts. First, the number the city puts forward -- $39.9 million in new 

sales and property taxes from the project -- assumes that no retail development would have 

occurred on the site without the incentives. There is every indication that the site would have 

been developed for intensive, possibly even upscale retail due to its characteristics and 

location.31 Hence, a significant share of the $39.9 million would have likely gone into city 

coffers without any incentive and the abated taxes would have been paid as well. 

29 From the May 14, 2003 Austin City Council Hearing “Domain Backup #1” the city gives an 80 percent sales tax 
rebate (Chapter 380 agreement) to the developer for years 1 through 5 and a 50 percent rebate for years 5 through 
20. The city used a 7.5% discount rate and calculated the net present value (NPV) of the tax rebate to the 
developer as a little over $14.5 million and the NPV of un-rebated sales tax revenues to the city at close to $9.7 
million. The city also granted the developer a 25% rebate (Chapter 380 agreement) on property taxes (improved 
value) for the 20-year life of the deal. In NPV terms, the developer gets over $1.9 million in rebated property 
taxes and the un-rebated property tax revenue going to the city is over $5.8 million. As part of the documentation 
of a court case filed by Brian Rodgers against the City of Austin and EGP Management (the developer) (No 
GN30446, 2004, Travis County District Court), the plaintiff claims that the Endeavor Real Estate Group 
underestimated the per square foot sales tax revenue that would be generated by a luxury retail center. If this is 
the case, the value of the tax incentive from the City would be greater. If this claim is true it, also undercuts the 
developers initial claim that they needed a significant subsidy to make the project profitable. 
30 See Thomas, Kenneth, “The Sources and Processes of Tax and Subsidy Competition,” in Reigning in the 
Competition for Capital, Ann Markusen (ed.) (Kalamazoo, MI, W.E. Upjohn Institute, 2007), pp. 43-55 and Big Box 
Retail and Austin: An Independent Review, Dan Houston, Michael Oden and Bill Spelman, 2004. 
31 The Domain site was located close to MOPAC in a rapidly growing retail corridor. Simon properties, who 
eventually became the principal partner of the Domain, bought a parcel of land just south of the Domain site just 
after the Domain deal was consummated in the summer of 2003. Simon planned to develop a retail project on this 
proximate site labeled “The Shops at Arbor Walk.” See “Endeavor is Seeking a Partner in Domain,” Austin 
American-Statesman, December 4, 2003. 
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Second, the $39.9 million fiscal benefit estimate assumes that all retail sales at the Domain are 

new to the City of Austin. While the Domain does attract shoppers from Williamson County and 

other jurisdictions, a significant share of the customers are likely to be Austin residents. To the 

extent these residents would spend their retail dollars elsewhere in the City of Austin, these 

revenues would have gone to the city, including the rebated share. 

Further, it is unclear that project met the city’s implied goal of producing high-paying jobs for 

Austin workers. Wage rates in retail are generally low so the project is inconsistent with the 

city’s stated goal of producing high-paying jobs. To date, it is unclear how many jobs have been 

produced, how many are high-paying, and how many have simply been moved from existing 

locations. 

Figure 12: The Domain: Anatomy of a Bad Deal 

1. The Domain deal was rushed through the review process and the City Council. 

2. The city apparently did not do an independent analysis of projected job and sales 
benefits from the projects, leading to a controversial estimate of net fiscal gains for the 
city. 

3. It is likely that a retail use would have occurred on the site without any incentive, as 
suggested by the fact that Simon Properties acquired a site next to the Domain for retail 
development prior to becoming a partner in the Domain project. 

4. A portion of the Domain retail activity supported by the incentives would have gone to 
other Austin retailers who did not benefit from the incentive. 

5. Retail activity generates relatively low-wage jobs, violating the city’s overall goal of
 
using incentives to stimulate high-wage employment.
 

6. Community benefits such as open space and affordable housing are modest in the
 
Domain project.
 

For a considerable expenditure of public tax revenues, the city did get a mixed use retail-

residential development. While a retail development would have likely occurred at the site, it is 

less certain that a residential component would have been integrated into the development 

without an incentive. However, $37.5 million seems a high price to pay just for mixed use. When 
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viewed objectively, the Domain project stands out as a compelling example of how a lot of tax 

money can be wasted when project-based incentive deals are rushed through without a careful 

evaluation or open process of public deliberation. 

The Use of Density Bonuses as a Project-Based Incentive 

A final category of local policy needs to be considered in the area of project-based incentives, 

namely of the relaxing of development regulations on specific properties to allow for much 

greater height and/or density (i.e., density bonuses). The city has begun to formalize density 

bonus policies through the vertical mixed-use (VMU), University Neighborhood Overlay (UNO) 

and transit-oriented development (TOD) ordinances, as well as a set of ordinances that derived 

from the Affordable Housing Incentives Task Force (AHITF). These ordinances define certain 

requirements in the areas of design, affordable housing and other public benefits in exchange for 

increased height and/or density. However, there have been a number of individual deals in 

which existing development regulations have been dramatically changed to allow for high-rise 

development, with very high floor-to-area ratios, outside the sphere of these ordinances. 

Can these major changes in development regulations for particular projects be considered 

project-based public incentives? Significant relaxation of development regulations to allow much 

greater height and density on a property can yield substantial economic benefits to individual 

owners and developers of the property. The incentive contained in these cases is certainly more 

conceptually fuzzy than direct public subsidies to development. 

However, if we assume that existing zoning reflects land use mix, building scale preferences and 

traffic management priorities of the community, major changes in development regulations may 

generate dis-amenities or social costs to neighborhoods and communities. The landowners 

would reap higher returns because the land can be more intensively developed, while developers 

could reap higher profits from a larger scale project. From this perspective, the awarding of 

density bonuses incurs some costs for surrounding residents, and possibly for the city in 

increased infrastructure, while it creates a revenue windfall for land owners and developers. 

In a host of cities, increasing allowed height and density is considered a transfer of “air rights” 

from the public to individual developers. In many of these, the private beneficiaries of the up-
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zoning must provide community benefits, such as affordable housing or extra provision of public 

space in exchange for greater height and density allowance. 

The City of Austin has begun to treat density bonuses as a form of indirect subsidy, and require 

specific public benefits from the developers, with a series of separate ordinances (VMU, UNO, 

TODs and those deriving from the Affordable Housing Incentives Task Force). However, the 

city does not have a general and coherent density bonus policy. 

The city does seem to be moving toward a more comprehensive density bonus program that 

would exchange large increases in allowable density for some requirement on the developer to 

provide community benefits or to pay into a fund that provided these benefits, The city’s current 

initiative to develop a new downtown plan and discussions about the need for a new 

comprehensive plan for Austin provide a crucial opportunity to thoroughly review what kinds of 

new development may be achieved through standards, regulations, investments in new transit 

and other infrastructure improvements, and what specific community benefits should be tied to a 

city density bonus program. 

VIII. PATHS FORWARD: RECOMMENDED REFORMS BASED ON BEST PRACTICES 

In summarizing our findings, it is clear that Austin’s economic development enterprise has 

considerable strengths. It also has certain weaknesses that need to be discussed and addressed. 

We find that Austin’s lead economic development institutions – the Greater Austin Chamber of 

Commerce and city government - do many things well. These partners have a sophisticated 

approach to economic development, have had a reasonably consistent set of goals and strategies, 

and are generally disciplined in the granting of public incentives. The Chamber has identified a 

new set of potentially fast-growing target industries to diversify our economy by augmenting our 

traditional strengths in the microelectronics and computing sectors. 

The way that the Chamber and the city structure public incentives to encourage firm investment 

also has many positive features. The city has a formal review and scoring process to screen 

companies seeking incentives, which incorporates reasonable criteria. Most incentives granted 

are based on the annual performance of the firm. Before the city pays out, the firms must prove 

they have met agreed upon job creation and investment commitments. 
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Many of the city’s project-based incentives are consistent with broad environmental goals 

designed to pull development into the Desired Development Zone and encourage more 

sustainable and dense mixed-use development. Some city-supported projects, such as the 

Triangle Square and Mueller Airport redevelopment, have been strongly shaped by community 

participation and goals set by neighborhood advocates. The city has begun to reform its process 

of granting project-based incentives by doing away with individual project incentives for private 

development and is contemplating a more comprehensive density bonus program. 

We also find that that there are several areas in which Austin’s economic development enterprise 

and incentive granting process need significant reform to meet future challenges. Changes and 

new initiatives could improve policies and prospects in the following general areas: 

•	 Austin needs a broader community discussion about our economic development and 

physical planning goals that involves a more inclusive set of local institutions and 

community members. On the economic development front, the goals and strategies must 

be reviewed to better assess, for example, opportunities in fast-growing green industries. 

•	 The city also needs to better understand and communicate how the broad array of city, 

other public sector, and non-profit institutions participate in and finance the local 

economic development effort. 

•	 The city needs to provide more complete and timely information on the costs and benefits 

of firm-based economic development incentives and amend the current process to allow 

for meaningful public deliberation before incentives are granted. 

•	 The city needs to thoroughly review goals and policies on project-based incentives 

through a participatory process involving neighborhoods, developers, policy makers and 

other community leaders. A broader consensus on priority community benefits that 

should be associated with large-scale development also needs to be forged. 

•	 City leaders and citizens need clear and legible information on all direct and indirect 

costs associated with project-based deals and a clearer delineation of the community 

benefits. 
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In the following section, we will expand on these findings and recommendations, in some cases, 

drawing on best practice examples from other communities. 

BEST PRACTICE RECOMMENDATION: 

1.  INCREASE COMMUNITY INVOLVEMENT IN LOCAL ECONOMIC DEVELOPMENT GOALS AND STRATEGIES 

The New Century Economic Development Plan for the City of Atlanta was produced in 2004 

and 2005 by a very broad group of city and regional stakeholders (see Figure 13). This case 

provides an example of a local economic development planning process that goes beyond the 

current lead organizations (in our case, the City of Austin and the Chamber) to draw upon the 

knowledge and participation of numerous partners and community leaders. 

The Atlanta process began at a fundamental level by establishing an economic development 

vision for the region – what kind of development, what kind of jobs, what kind of industries did 

the community want to attract? Based on this defined vision, the group then established 

economic development goals and secured a consensus from a larger group about economic and 

community priorities. Specific action plans, policies, and public investments were then linked to 

these identified priority goals.32 

32 Bain & Company, New Century Development Plan for Atlanta, Dec 16, 2004, Updated July 14, 2005. 
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Figure 13:  Partners: Atlanta’s New Century Economic Development Plan 

City of Atlanta Staff: Mayor’s Office • Atlanta Police Department (APD) • Atlanta Workforce 
Development Agency (AWDA) • Aviation • Finance • Legal •Parks & Recreation • Planning • 
Public Works • Watershed Management 

Atlanta City Council Members: Community Development/Human Resources Committee 
(CDHR) 

Atlanta Organizations: Atlanta Public Schools (APS) • Atlanta Housing Authority (AHA) • 
MARTA 

Economic Development Organizations: Atlanta Development Authority (ADA) • Atlanta 
Regional Commission (ARC) • Atlanta Convention and Visitors Bureau (ACVB) • DeKalb 
County • Fulton County • Georgia Department of Economic Development • Georgia Power • 
Georgia Research Alliance (GRA) • Metro Atlanta Chamber of Commerce (MACOC) • 
Atlanta Neighborhood Development Partnership (ANDP) • University Community 
Development Corporation (UCDC) 

Business Community and Civic Organizations: Advanced Technology Development Center 
(ATDC) • AmericasMart • Atlanta Committee for Progress (ACP) • Atlanta Regional 
Consortium for Higher Education (ARCHE) • Atlanta Partnership For Excellence In 
Education (APFE) • BellSouth • Buckhead Coalition & Buckhead CID • Central Atlanta 
Progress (CAP) • Clark Atlanta • Emory Healthcare • Georgia Aquarium • International 
Training Center for Local Authorities (CIFAL) • Mallory & Evans Development • Midtown 
Alliance • Reynoldstown Revitalization Corporation • Sheraton Atlanta • Turner Broadcasting 

A more open and inclusive economic development planning process that reviewed Austin’s 

fundamental goals and strategies, based on the Atlanta model, could be a real boon to future 

economic development in a number of ways. It would draw upon a much more extensive base 

of knowledge and information outside city and Chamber circles, it would boost buy-in and 

commitment from a much larger group of community partners, and it would enable 

understanding and the coordination of goals, policies, and actions more efficiently across 

participating organizations. As part of this process, the city should work with stakeholders to 

create an ongoing public outreach campaign which includes an annual “Economic Development 

Summit” to review goals, strategies and specific initiatives, and to forge a new sustainable 

economic development plan with strong community support. 
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BEST PRACTICE RECOMMENDATION: 

2. CREATE A UNIFIED ECONOMIC DEVELOPMENT BUDGET 

This study found that Austin, like most major metropolitan areas, has a plethora of institutions, 

agencies, sub-agencies, and agency initiatives involved in the broad economic development 

enterprise. It is very hard for all the actors involved in economic development, not to mention the 

public and the City Council, to understand who is doing what and where the money is going. 

A cross tabulation of institutions, agencies, and economic development activity areas should be 

made to delineate specific activities associated with each entity. A second cross tabulation 

should estimate expenditures by each entity in each area (see Figure 14). 

Such a unified development budget would serve three very useful functions: 1) it would give the 

public a clear idea of activities and spending related to the city’s economic development 

enterprise; 2) it would task the various functions to the agency with the most competence and 

experience, and help the city avoid duplication; and 3) it would generate more efficient resource 

allocation by assessing performance and returns on public investment across the portfolio of 

economic development activities33 

33 See an unified development budget study at the state level, Eric Riches et al. “Maximizing Returns: A Proposal 
for Improving the Accountability of California Investments in Economic Development,” California Budget Project, 
January 2002, http://www.cbp.org/pdfs/2002/s0201edev.pdf 
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Figure 14: Prototype Unified Economic Development Budget (Cross Tabulation) 

DEVELOPMENT Workforce Industry Small New Technology 
ACTIVITY Development Marketing 

and 
Business 
Support and 

Business 
Incubation 

Development, 
etc. 

INSTITUTION, Recruiting Capital 
AGENCY Access 

City of Austin 
Economic Growth 
and Redevelopment 
Services 

City of Austin Small 
and Minority 
Business Resources 

Greater Austin 
Chamber of 
Commerce 

Austin Energy 

University of Texas, 
IC2 

Austin Community 
College etc. 

BEST PRACTICE RECOMMENDATION: 

3. REFORM THE PROCESS OF EVALUATING AND GRANTING INCENTIVES 

While the city does have a systematic review process for the granting of firm-based and certain 

project-based incentives, our findings underscore the need for significant reforms in the process. 

A clear and complete accounting of all direct and indirect costs of incentive deals and a more 

thorough evaluation of public and private benefits should be provided. Developing a cost-benefit 

assessment methodology that better accounts for net gains or losses from an incentive is a 

challenging task, but this methodology is critically needed. Figure 15 provides a basic 
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description of a reasonably thorough cost-benefit analysis for a firm-based incentive deal.34 

Figure 15: Prototype Cost Benefit Analysis 

PRIVATE BENEFITS FROM INCENTIVE-INDUCED INVESTMENT: 

JOBS: 
A. Direct Jobs Created 
B. Jobs Created for Current Residents 
C. Employment Multiplier for Industry, Region 
D. Total Resident Jobs (B*C) 

INCOME: 
A. Net Income (average wage premium over region average and benefits including health 
insurance * number of jobs) 
B. Income Multiplier for Industry, Region 
C. Total Income (A*B) 
D. Income for Resident Workers (Income * Resident Jobs/Total Jobs) 

PUBLIC BENEFITS: 
A. Property Taxes on New Facilities or Equipment 
B. Sales Taxes on Total Income (from C., above) 
C. Public Service Costs for In-migrating, Non-Resident Workers 
D. Net Public Benefits = (A+B-C) - Cost of Incentives 

DISCOUNTING: 
A. Discount the stream of private and public benefits and the stream of public costs over the 
life of the deal 

The information that provides an accurate estimate is contingent on a series of assumptions about 

how an incentive might affect private employees/households and the net position of public 

sector. A cost benefit methodology that could be consistently applied to a variety of development 

incentive deals would best be developed by a technical advisory committee of academics, 

consultants and practitioners and would certainly take some time and effort to create. However, 

once the methodology was developed and approved, the time it would take to make the estimates 

using that methodology would be minimal. The city should have a neutral third party conduct the 

This general cost benefit framework for firm-based incentives is derived from a number of sources including, 
Bartik, Timothy. 2005. “Solving the Problems of Economic Development Incentives,” Growth and Change, Vol. 36, 
No. 2, pp. 139-166, and Oden, Michael and Elizabeth Mueller.1999. "Distinguishing Development Incentives from 
Development Give-Aways: A Critical Guide for Development Practitioners and Citizens," Policy Studies Journal, 
Vol.27, 1: 147-164. 
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formal estimate. These estimates should not be done in-house by city staff or by consultants who 

rely heavily on the city for contracts and who might feel pressured to “give the city what they 

think they want.” 

A second major flaw in the city’s current incentive review process is the lack of timely 

information and a reasonable period for public deliberation. A revised process is detailed below 

based on the current evaluation steps previously outlined in Figure 7. We have added two critical 

steps to the process (bordered boxes in Figure 16): (1) Make complete information, including 

the cost-benefit analysis, available to the City Council and to the public and (2) provide an open 

non-voting hearing before the City Manager makes a recommendation on the size of the 

incentive and whether it should be approved. 

In summary, the City of Austin should make the current incentive evaluation process more 

rigorous and open, without compromising efficiency and timeliness, through adoption of the 

following measures: 

A. Disclosure of Competing Cities by Applicant. The city should require disclosure, by either 

firm representatives or site selection consultants, of other Cities that are competing for a firm 

location as part of the application process for any city incentives. 

B. Disclosure of Costs by City. The city should disclose, in a simple format, all costs related to 

a proposed incentive package including tax incentives, fee waivers, infrastructure improvements, 

Austin Energy subsidies, site related improvements or other costs. 

C. Adoption of Rigorous Cost-Benefit Methodology. The city should create a technical 

advisory committee charged with developing a rigorous methodology for performing cost-benefit 

analysis on all city incentive deals. 

D. Third-Party Cost-Benefit Analysis for Major Deals. For any significant incentive proposal, 

the city should require a full and thorough cost-benefit analysis conducted by a neutral third 

party (e.g., neither city staff nor consultants to the city) based on the adopted cost-benefit 

methodology. The Capital Area Council of Governments (CAPCOG) has expertise in this area 

and may be the appropriate entity to conduct this analysis. 
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E. Public Hearings. All major proposed incentive deals should include a full public hearing 

before the City Manager makes a recommendation to the City Council regarding the proposed 

incentive. An information package, including the complete cost-benefit analysis, should be 

publicly distributed at least 21 days before the initial public hearing, which should be well-

publicized in news outlets and on the city’s website. At the hearing, the City Council should 

conduct a non-voting open review of the project with public testimony. After the initial hearing, 

a recommendation may be made by the City Manager and the matter may be referred to the 

Council for a vote, again with a well-publicized two-week notice. Any changes or revisions in 

the deal after the initial hearing should be made public before the next two-week notice is issued 

and should require an additional public hearing before the Council votes. 

This amended process would not be onerous to the applicant firm. It might require some 

streamlining of other steps or the condensing of time between other steps, but many communities 

from San Jose, California, to Derby, Kansas, require evaluation materials to be completed and 

made available to the public from 21 to 30 days before a hearing to approve a proposed incentive 

deal35. The recommended 14-day deadline to make deal information publicly available to Austin 

citizens and policymakers is quite reasonable. 

35 See City Council of Derby, Kansas, City of Derby Economic Development Incentive Policies, January 23, 2007 and 
San Jose Sunshine Commission Recommendation - San Jose Cost Benefit Analysis, March 15, 2007 and December 19, 
2006. 
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BEST PRACTICES RECOMMENDATION: 

4.	 REFORMULATE GOALS AND POLICIES ON PHYSICAL DEVELOPMENT AND PROJECT-BASED 
INITIATIVES 

The city has already begun to reform its process of granting project-based incentives by doing 

away with individual project incentives for private development (see appendix). Moreover, the 

city is developing a set of density bonus policies that govern requests for density increases within 

particular zoning categories (e.g., VMU, UNO). However, a comprehensive city-wide density 

bonus policy is needed. That policy needs to be developed through an integrated planning effort 

that includes significant public participation, and that permits a more comprehensive review of 

the kinds of new development that can be achieved through standards and regulation, density 

bonuses, financing for new transit, and other infrastructure investments, as well as the specific 

community benefits that warrant direct incentives. 

In particular, any reformulated process or set of goals should address two important issues. The 

first issue is whether and when incentives should be awarded to retail projects. Many cities 

confine direct or indirect incentives for retail development to very exceptional cases in which 

community benefits are clear. Retail in underserved communities, adaptive reuse of important 

historic properties, and live-work space for artists are examples where limited aid for retail may 

be justifiably targeted. The second issue is that of how to leverage density bonuses and other 

development incentives to achieve larger community benefits. Many cities are searching for new 

and more creative ways to layer local and federal subsidies and modest demands on developers 

of larger residential projects to generate affordable housing in city projects or in targeted 

development zones, such as Austin’s Waller Creek and transit-oriented development zones. 

Examples from Denver and San Diego show that federal tax credits, city incentives and 

developer contributions can be used to provide housing for low- and very low-income 

households in central city locations close to job opportunities. Based on the 2002 Blueprint 

Denver Comprehensive plan, the Downtown Denver Partnership identified affordable housing as 

a critical issue in downtown development. Using a special study of the downtown workforce, the 

partnership found that about 60 percent of the 92,000 workers in downtown Denver earned less 
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than $60 thousand per year36. Providing housing affordable for this workforce was deemed a 

priority in the city’s downtown plan. The city then passed an inclusionary zoning requirement 

that 10 percent of units in developments of over 50 units had to be affordable to households at 

60-80 percent Area Median Family Income (AMFI). In addition, the city, through non-profit and 

for-profit developers, packaged tax credits, housing bond finance and private donations to 

construct five projects with rental housing affordable to very low-income families (below 50 

percent AMFI)37. 

Similarly, the Denver Dry Building project was a mixed-income redevelopment of an older 

historic property in downtown Denver. It was rehabilitated for retail and residential housing with 

40 one- and two-bedroom rental units, leasing for $590-$706 per month, combined with 60 

owner-occupied condominiums and 11 market-rate rental units, starting at over $900 per month. 

This project required deep public subsidies, including $4.7 million in tax credits and $14 million 

in public loans out of a total project cost of $47 million, but it met the community-identified 

priority for providing affordable housing close to job opportunities. 

Compared to Austin, the City of San Diego, California, has a much larger downtown residential 

population, estimated at 42,000 in 2005. California law and local policy have strongly supported 

affordable housing in San Diego’s downtown districts. California law requires that a significant 

20% share of the growth in property taxes in a tax increment-financing district be dedicated to 

“increasing, improving, and preserving the community’s supply of low and moderate income 

housing.” San Diego’s Centre City Development Corporation (CCDC) estimates that this tax 

increment share generates $6-8 million per year for affordable housing in downtown. The city, 

through the CCDC, also provides additional subsidies for downtown affordable housing. Of the 

5,500 new housing units developed over the past two decades, “[c]lose to 2,000 fell within the 

categories of low- and moderate income housing—roughly 36%. More than 55% of those low 

and moderate units address the needs of very-low-income individuals and families”38. 

36 Downtown Denver Partnership, “The Downtown Workforce”, 2003 
37 Downtown Denver Partnership, Affordable Living, 2007, 
http://www.downtowndenver.com/urbanliving/ULLiving.htm 
38 San Diego Centre City Development Corporation, Downtown Today, “Making a Difference in the Housing Market, 
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These cases from Denver and San Diego simply demonstrate how affordable housing was 

identified as a top priority in the context of downtown planning efforts and then incentivized. 

Achieving a broad range of affordability in central cities inherently requires high levels of public 

subsidy in private and public developments. In the context of the larger discussion of community 

benefits called for above, Austin should be given the opportunity to evaluate the trade-offs 

associated with providing varying types and levels of affordability in the central city to 

determine how or whether our resources should be targeted to these areas. Such a discussion 

requires the availability of accurate information about the value of density bonuses and other 

benefits awarded to developers and the value of the community benefits that would be provided. 

In any case, a strong public consensus on the goals and priorities for project-based incentives is 

needed to ensure that incentives are linked to the specific benefits most valued by the 

community. 

BEST PRACTICE RECOMMENDATION: 

5.	  REFORM THE PROCESS OF EVALUATING COSTS AND COMMUNITY BENEFITS FOR CITY-SUPPORTED 
DEVELOPMENT PROJECTS. 

In addition to the recommendations above, the city must develop a much more rigorous and open 

process to evaluate projects involving redevelopment of public land or other development 

processes with direct city involvement, such as Waller Creek or the Green Water Treatment 

Plant. This process should include: (1) identifying clear priorities about the types of community 

benefits expected in city-supported development; (2) a thorough accounting of costs that includes 

accurate and legible information on all tax incentives and all direct or indirect costs associated 

with supporting the development; and (3) a public deliberation process similar to that 

recommended above for granting city incentives. Again, many cities, such as San Jose, require a 

thorough reporting of all public subsidies or investments in public projects and a public 

deliberation process that includes a 30-day advance notice for all public hearings at which 

affordability deals may be slated for a vote. 

“ Spring 2001, http://www.ccdc.com/resources/resource_files/Downtown_Today_2001_Spring.pdf 
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BEST PRACTICE RECOMMENDATION: 

6.  PRIORITIZE SUSTAINABLE DEVELOPMENT OF GREEN INDUSTRIES AND GREEN JOBS 

Green industries are widely expected to experience rapid growth in the coming decades and 

Austin should take immediate steps to establish itself as a leader in these high growth sectors. 

The city and a host of civic organizations in Austin are very engaged in the push for greener, 

more sustainable economic development in our region. The City of Austin and the Chamber have 

recently targeted green industries for recruitment and the first incentives were offered to attract a 

solar energy company, HelioVolt, in 2007. The Austin Technology Incubator established a clean 

energy incubator in 2001 that now supports seven start-up companies39. The city, through its 

Emerging Technologies program under EGRSO, is aggressively trying to build up environmental 

energy sectors. Plans are also underway to develop a clean energy park on a 140-acre site in 

southwest Austin that will house green energy companies and research organizations. 

More generally, Austin boasts such assets as Austin Energy, a leading utility in promoting green 

energy, very active green building programs, attractive open spaces, and a reputation for 

entrepreneurship and innovation. Theoretically at least, we are in a strong position to lead in 

green industries. 

At the same time, the Austin region lags significantly behind states such as California, 

Massachusetts, and New York, and regions such as northern California, in actual green energy 

development40. For example, California had 66 clean technology venture capital deals in 2007, 

Massachusetts had 11 and Texas had just one41. The global market for environmental industries 

was estimated to be $518 billion in 2000 and is now growing very rapidly, making this an 

excellent time for Austin to undertake a systematic study and action plan to identify new growth 

opportunities42. 

39 Austin Technology Incubator, Clean Energy Incubator, 2007 http://www.cleanenergyincubator.org/ 
40 Bruce Kellison et. al, “Photovoltaics in Texas: Strategies for Growth,” Texas Business Review, June 2007. 
41 Dow Jones Venture Source in Bob Keefe, “Most Clean Tech Funding Flows to California” Austin American 
Statesman, March 4, 2008, page. D-1 
42 Organization for Economic Co-operation and Development. (2001).The DAC Guidelines Strategies for Sustainable 
Development. France: OCED. 
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One interesting initiative was recently carried out in Rochester, New York. Rochester brought 

together a large number of firms, experts and community leaders to identify opportunities and 

current gaps for green industry development in their region. The group produced a Greenprint 

Rochester report that systematically reviewed local strengths and weaknesses related to a range 

of green industries, including existing green companies, regional research and development 

assets, workforce characteristics and strengths, and innovation and patenting43. Austin should 

undertake a similarly thorough study and aggressive multi-stakeholder planning process to more 

strongly position our region in this dynamic growth sector. 

IX. CONCLUSION 

The aim of this report was to evaluate Austin’s local economic development goals, strategies, 

institutions, and decision-making processes. We found that, in many ways, Austin is a real 

success story, with key institutions such as the city and Chamber of Commerce that have been 

very effective in a number of endeavors. At the same time, Austin now faces significant 

challenges in repositioning our economy for emerging growth sectors and building a more 

diverse and sustainable economic base. We are also confronted with major ongoing and 

deepening growth management problems. Our economic development future has become much 

more contingent on finding new and, for the region, radical planning solutions to low real wages, 

displacement of lower income working families, and environmental degradation related to auto 

dependent development. 

The objective of this report is not to identify a specific new set of goals or strategies for the 

region; rather, we strongly argue that this is the job of a much larger set of institutions and 

community leaders. We recommend that the key institutions join with new, diverse stakeholders 

to begin a major study and planning initiative to review and renew our economic development 

and physical planning goals and strategies. 

We emphasize that direct incentives to firms and development projects are only a small part of 

what makes our city grow and develop in certain ways. As such, they must be viewed as one set 

of tools in a much bigger toolbox. The biggest issue with public incentives is how we want to use 

43 Greater Rochester Enterprise, Greenprint Rochester, Turning Green Into Growth, February 2007 -
www.sustainhv.org/sites/sustainhv.org/files/presentations/Greenprint_Rochester-FINAL.pdf 
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them in the future and for what purpose. Again, this question underscores the need for a deeper 

discussion about what kind of jobs and industry growth we want to encourage; how we want our 

city to grow; and how we can better balance economic growth with preservation of our quality of 

life. 

This report did reveal serious flaws in the way we evaluate incentive deals, especially in the area 

of project-based incentives. These flaws have contributed to the belief on the part of many 

citizens that the city’s process is detached from real community priorities, that it is secretive and 

removed from rational decision-making and accountability. Most of these problems are 

relatively easy to fix and we propose reasonable reforms to do so, largely focused on improving 

the quality of information and creating space in the incentive-granting process for rational 

deliberation before deals are approved. 

Clearly, our city and region have formidable strengths to meet our current economic 

development and growth challenges. With our highly educated workforce, our diverse and 

creative communities, and our leading edge companies, universities and research organizations, 

we have an incredible foundation for an economy that is profitable, equitable and sustainable. 

From this foundation, we can reemerge as a pioneer in the technologies of tomorrow, while 

ensuring continued opportunities and a high quality of life for all of our citizens. 
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The City of Austin 

Economic Development Policy 


2005 

General Purpose & Objectives 

The City of Austin is committed to serving the public by implementing programs and policies 
benefiting all citizens and geographic areas.  The City of Austin enjoys high levels of quality 
amenities benefiting new and existing businesses and strives to influence economic 
development resulting in an improved quality of life for its citizens.  This economic 
development policy outlines measures adopted by the City Council.  Each project will be 
evaluated using a standard set of criteria including: fiscal impact, linkages to the Austin 
economy, impact on city services, character and number of jobs, quality of life, environmental 
initiatives, project investment and other related items.   

Definitions 

1.	 “Desired Development Zone,” means geographic region of the City of Austin as 
shown on the attached Exhibit A, where development is preferred. 

2.	 “COA Water Quality Regulations,” means the City of Austin’s water quality 
regulations, standards, and requirements, including those appearing in the City Code 
or other ordinance, or administrative rules.      

3.	 “Economic and Fiscal Impact,” means impact any given project may have on the tax 
base of the City of Austin and financial ability to meet the desired level of service 
expected by citizens. 

4.	 “Headquarters,” means the physical location of a company’s center for administrative 
operations and the physical location of the primary office for the Chief Operating 
Officer, President, or principal management of the company.   

5.	 “Local Firm,” means a firm engaged in business and located within the taxing 

jurisdiction of the City of Austin.   


6.	 “Average Wage” means statistical average mean wage being paid or proposed wage to 
be paid by prospective company. 
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7.	 “Median Wage” means statistical median wage being paid or proposed wage to be 
paid by prospective company. 

8.	 “Targeted Industry,” means specific industrial activities, or companies involved in 
specific production activities, that have been designated as desirable for the purpose of 
a community marketing and/or industrial recruitment program. 

9.	 “State economic development funds,” means financial incentives by or through the 
state government.    

10. “Austin Energy Green Building Program,” means the program administered by 
Austin’s electric utility, Austin Energy which provides guidelines for promoting 
environmental standards in buildings.   

11. “U.S. Green Building Council Leadership in Energy and Environmental Design 
Program (LEED),” means Green Building Rating System, a voluntary, consensus-
based national standard for developing high-performance, sustainable buildings. 

12. “Net Present Value,” means the discounted value of an investment's cash inflows 
minus the discounted value of its cash outflows.   

Incentive Policy 

Firm-Based Investments 


The City of Austin strives to maintain healthy existing businesses and works to promote new 
business locations employing a vibrant and educated workforce.  Business investment in 
Austin results in an improved tax base, career opportunities, economic diversity, new ideas, 
business exports, and new money in the local economy.  Austin’s Firm-Based incentive policy 
incorporates community assets into companies either expanding or establishing new locations 
in the city. Each company is evaluated on the following criteria and scored accordingly.  This 
process ensures quality city investment into projects matching the region’s competitive 
advantages and results in viable opportunities for the local workforce.   

Minimum Requirements: 
� The Firm must be located in the Desired Development Zone. 
� The Firm must comply with current City of Austin water quality regulations on all 

current projects and during term of incentive agreement.  (reference: City Council 
resolution 030612-15) 
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A. 	Overall Economic and Fiscal Impact 
� What is the absolute size of the net benefit? 

o	 Economic impact as measured by jobs and income 
o	 Level of desirable public benefits included in the project 
o	 Net fiscal impact to the City 

� Does the project fit with one of the strategic targets identified? 
� Is the firm a headquarters operation?  Does it represent the “headquarters” of a new 

product line/service for the firm? 
� Is the firm growing?  Is the firm in a growing industry?  How stable is the firm? 

Measurements: 
o	 Economic impact analysis (jobs, economic activity) 
o	 Net fiscal impact analysis  
o	 Discussion of other items 

B. 	Local Linkages to the Austin Economy 
� Does the project make use of an especially underutilized asset? 

o	 Certain segments of the labor force/current office space 
� Will the project create significant contracting opportunities for local firms? 

o	 Small/disadvantaged business 
� Does the project fill a hole in the Austin economic base? 

o	 Key supplier relationships 
� Does the project have the potential to either seed a new economic cluster or bring 

additional firms to Austin? 
� Will the firm directly compete for resources with existing local firms? 

� Measurements: 
o	 Analysis of above items in light of information gleaned from both the firm and 

secondary sources 

C. Infrastructure Impact 
� Will the firm make a disproportionate demand on the community’s infrastructure? 

D. 	Labor Force Practices 
� Will the bulk of new hires be local or imported? 
� What is the average wage paid?  How does it compare to the local or national industry 

average? 
� What is the median wage paid?  How are job categories and wages distributed within 

the overall structure? 
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� What training is provided?  Are there opportunities for advancement?  Are there funds 
for additional education (tuition match, etc.)? 

� Does the firm actively promote diversity in hiring and promotion? 

� Measurements: 
o	 Average and median wages compared to national/regional averages 
o	 Estimate of percentage of hiring from local labor force 

E. 	Cultural/Quality of Life Considerations 
� Does the firm have a proactive cultural outreach program? 
� Does the firm actively encourage employee volunteer/charitable efforts? 

� Measurements: 
o	 Analysis of above items, based on objective measures (third-party reports, 

judgments/legal actions, etc.) as well as interaction with the firm. 

F. Extraordinary Economic Impact (only one required) 
� The firm is in a targeted industry 
� The firm is involved in leading edge technology 
� State economic development funds are available for the firm 
� The firm will generate 500 jobs or more 

G. Green Building Initiatives 
� Does the project meet Austin Energy Green Building Program 2 – Star rating or 

USGBC Leadership in Energy and Environmental Design Program (LEED) Certified 
Rating? 

� Measurements: 
o	 Austin’s 5-star Green Building Program 
o	 U.S. Green Building Council LEED Standards 

Minority Participation Process 
The City of Austin adopted an addition to its incentive policy on October 27th, 2005 regarding 
minority participation in contracting and hiring opportunities with businesses receiving tax 
incentives from the City of Austin. The Council also adopted new policies regarding 
opportunities for local small businesses when offering tax incentives to businesses 
considering Austin for a new location or expansion.   
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Three components constitute the policy: 
1.	 Minority contracting opportunities during the construction, rehabilitation, and 


servicing the new or expanded Austin operation.   

2.	 Minority job opportunities with the new or expanded facility.   
3.	 Small Business opportunities with the new or expanded facility.   

Any company receiving incentives from the City of Austin will be offered the following three 
options for complying with the minority participation policy. 

1.	 Ask companies receiving tax incentives/abatements to incorporate the 

City’s MBE/WBE’s goals based on the City of Austin ordinance: or 


2.	 Ask companies to provide historical data that demonstrates that the
 
company has been successful in achieving diversity in contracting and 

hiring through its existing programs or policies; or 


3.	 Ask companies to provide a plan for establishing goals for diversity in
 
hiring and vendor contracting 


Process 
Firm-Based Scoring System  
Under the attached scoring system, points are assigned to each of the major criteria described 
above. This scoring system is used to assess whether incentives will be offered to a firm and, 
based on the final score, the potential incentive amount for the firm. 
Firms with a score between 81-100 may qualify for up to 50% of the net present value of the 
estimated total tax liability over 10 years.  Firms with a score between 61-80 may qualify for 
up to 30% of the net present value of the estimated total tax liability over 10 years.  Firms that 
score 60 and below do not qualify for shared investments.  As a standard practice, total 
investments in a firm will not exceed 50% of the present value of the estimated total tax 
liability over 10 years and will not exceed 80% of the total tax liability in any single year.  
However, the City Council reserves the right to create a unique shared investment package in 
the case of extraordinary opportunities for economic development in Austin.  These may 
include cases where: 

� The firm is in a targeted industry 
� The firm is involved in leading edge technology 
� State economic development funds are available for the firm 
� The firm will generate 500 jobs or more 

The table below represents the scoring system used by city staff to measure each project.  The 
economic development matrix provides additional information for each category scored.   
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Overall Economic and Fiscal Impact 
Small Medium Large 

10 20 30 

Linkages to the Local Economy 

Poor Acceptable Strong 

0 15 25 

Character of Jobs/Labor Practices 

Poor Acceptable Excellent 

0 15 25 

Infrastructure Impact 

Disproportionate Proportionate Low Impact 

0 5 10 

Quality of Life/Cultural Vitality 
Unacceptable Acceptable Excellent 

0 5 10 

Bonus Points 

Austin Green Building Program 2 Star Rating 

No Yes 

0 10 

Total Possible Points 110 
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Incentive Policy 

Project Based Investments 


PROJECT-BASED SHARED INVESTMENTS  

In addition to attracting and retaining quality companies, the City of Austin strives to 
influence projects considered “mixed-use” or “new urbanism.”  These projects have the 
potential to shape many aspects of Austin’s economic environment and inject quality features 
into the Austin landscape and economy.  Attractive components include pedestrian friendly 
neighborhoods, housing diversity, architectural character, accessibility, open space, 
commercial venues and design codes benefiting Austin’s character.  Each project will be 
evaluated on the following criteria and scored accordingly.  This process ensures quality city 
investment and instigates economic development in areas benefiting the public.   

The city will consider inducements to a developer for mixed-use, New Urbanist projects, 
which include a residential component and may include a retail component.   

The economic and fiscal benefits of New Urbanism are summarized as follows: 
•	 New Urbanist developments tend to enhance quality of life, which is crucial to both 

recruitment and retention of companies; 
•	 Mixed-use developments promote greater land-use integration and density, which can 

help ease the pressure on transportation systems and other infrastructure; 
•	 If the development includes “destination” retail, it may well draw shoppers from 

outside the local market, adding to the local tax base by injecting “new” money into 
the local economy.  It may also represent unique retail that is not currently available in 
the local market. 

•	 New Urbanist developments tend to have a longer “shelf-life” than traditional 
developments, which will tend to create a greater fiscal impact over the medium and 
longer-term.1  A portion of this impact is due to the inclusion of housing in the project, 
both through direct enhancement of the tax base and the indirect effects of relocating 
consumers to the central city; 

•	 To the extent that the development includes public facilities (linear parks, hike and 
bike trails, libraries, etc.) and advances public goals, benefits are created.  The public 
interest is served directly to the extent that these benefits are used and enjoyed.  In 
sum, inducements for projects that include retail uses can be appropriate when the 
retail component of the project is part of larger mixed-use development that includes 
the elements of new urbanism and the inducements in essence help pay for amenities 
that have elements of public benefit.  Total investments (sales and property tax) in a 
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project should not exceed 50% of the present value of the estimated total tax liability 
over 10 years and should not exceed 80% of the total tax liability in any single year. 

Project-Based Evaluation Criteria  

In evaluating a mixed-use project for economic development investments, the city will 
consider five major categories of criteria.  These are the economic and fiscal impact of the 
project, the public facilities and public benefits provided by the project, the relationship of the 
project to surrounding neighborhoods and the environmental track record of the developer, the 
location, and urban design of the project. A more detailed description of the project-based 
evaluation criteria is provided below. 

Minimum Requirements 

� The Project is located in the Desired Development Zone. 

� The Project conforms with applicable Neighborhood Plans. 

� The Project includes two or more land uses (land use categories include: 
retail/entertainment, office, residential, civic/cultural) with a required residential 
component.  No single land use may constitute more than 75% of the total project 
square footage.  Note: the total weighted score may be increased by up to 10% for 
Projects meeting S.M.A.R.T. Housing standards. 

� The Developer conducts its business in compliance with environmental 

regulations. 


A. 	Overall Economic and Fiscal Impact 
� What is the absolute size of the net benefit? 

o	 Economic impact as measured by jobs and income 
o	 Level of desirable public benefits included in the project 
o	 Net fiscal impact to the City 

Measurements: 
� Economic impact analysis (jobs, economic activity) 
� Net fiscal impact analysis  

B. Public Facilities and Public Benefits 
� Does the project include new public facilities (parks/public open space, libraries, hike 

and bike trails)? 
� Does the project include programs/services that have a direct public benefit (Great 

Streets, support for cultural groups or facilities, support for small or local businesses, 
public art, affordable housing). 
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Measurements: 
� Documentation of public facilities, programs or services 
� Documentation of project design 

C. Neighborhood and Environment 
� How well does the project transition to residential neighborhoods? 
� Does the Project meet Green Building or LEED standards? 

Measurements: 
� Documentation of project design 
� Discussion of above items, based on objective measures (third-party reports, 

judgments/legal actions, etc.) as well as interaction with the Developer. 

D. Location Considerations 
� Is the project in the Central Business District? 
� Is the project within an easy walk to transit? 

Measurements: 
� Location of the project 
� Distance to, and quality of connection, to transit 

E. Urban Design Considerations 
� Is there an interconnection of the project components through pedestrian friendly 

pathways (sidewalks, interior walkways, enclosed corridors and concourses, retail 
plazas & mall areas)? 

� Does the project locate key components around central public spaces (street, park, 
plaza, atrium, galleria)? 

� Is the parking underground, structured or in the rear of buildings?  If structured, 
ground floor must be designed to accommodate active uses. 

� Do the large single uses occur behind or above habitable street front space? 
� Does the project provide significant physical and functional integration of project 

components? 
� Is there a parking management plan that encourages public transit and alternative 

forms of transportation? 
� Does the project preserve historic elements? 
� Do proposed downtown projects meet the Downtown Design Guidelines? 
� Does the architecture and landscape respond to the unique character of the site 

(regional materials, landscape, streetscape)? 
� Does the land designated for shop fronts contain residential and commercial uses? 
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Measurements: 
� Documentation of project design 

Project Based Scoring System 

Under the attached scoring system, points have been assigned to each of the criteria and 
weights assigned to each category.  This scoring system will be used to assess whether 
inducements will be offered to a project and, based on the final score, the potential 
inducement for the project. 

Projects with a weighted score of 31 points out of 180 or greater may qualify for up to 50% of 
the net present value of the estimated total tax liability over 10 years.  Projects with a 
weighted score of between 21-30 may qualify for up to 30% of the net present value of the 
estimated total tax liability over 10 years.  Projects that receive a weighted score of 20 and 
below do not qualify for shared investments.  In no case will total investments in a firm 
exceed 50% of the present value of the estimated total tax liability over 10 years and will not 
exceed 80% of the total tax liability in any single year. 

Tax Increment Financing 

Projects with qualifying scores may be considered for city projects utilizing Tax Increment 
Financing (TIF). The City Council may desire to create a TIF District as a mechanism to 
finance public infrastructure in conjunction with a mixed-use project.  A TIF district enables 
the incremental increases in property taxes collected as a result of the project to apply toward 
infrastructure improvements.  Typically, these infrastructure improvements aid in the overall 
design and attractiveness of the mixed-use project.   

The table below represents the scoring system used by city staff to measure each project.  The 
economic development matrix provides additional information for each category scored.   

Overall Economic and Fiscal Impact 
Small Medium 

0 15 

Public Facilities & Public Benefits 
Unacceptable Acceptable 

0 10 

Neighborhood and Environment 
Unacceptable Acceptable 

0 10 

Large 

30 

Excellent 

30 

Excellent 

20 

Weight 

20% 

Weight 

15% 

Weight 

10% 
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Location Considerations 
No Acceptable 

0 5 

Urban Design Considerations 
Unacceptable Acceptable 

0 38 

Total Possible Points 

Yes 

20 

Excellent 

80 

180 

Weight 

20% 

Weight 

35% 
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