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State Contemplating TIFs 
 
If the state Senate Majority Leader gets his wish, Pennsylvania will soon add yet another 
member to the alphabet soup of state economic development programs.  The proposed 
new program expands the tax increment financing scheme, which is already available to 
municipalities in the Commonwealth.  The new program would commit revenues from 
the state corporate income tax, the capital stock and franchise tax and the sales tax to 
underwrite subsidized development.  
 
Tax increment financing (TIF) has been available in Pennsylvania since the early 1990s, 
but has not been widely use outside Allegheny County.  To remedy the perception that 
TIF is underutilized, Senate leadership wants to get the state into the TIF picture by 
creating a new Economic Enhancement Financing Authority (EEFA). The new Authority 
would issue bonds and use the proceeds to provide assistance to developers in the state 
approved TIF districts. EEFA would receive 25 percent of the state taxes produced by 
subsidized projects to retire its debt.       
 
There are many problems with the Senate proposal.  First of all, while the intentions are 
good, it is almost a certainty that the program will become the favorite first stop for 
developers looking for government money.  That has certainly been the case with the 
current TIF program. Projects of increasingly questionable merit will be awarded state-
backed funds as a result of credible sounding -- but specious -- arguments from 
consultants and pleas from local officials.     
 
Second, the state�s TIF borrowing will be repaid from revenue sources that are much less 
reliable than property taxes. Credible long-term forecasts of revenues from corporate 
income tax, sales tax and capital stock and franchise tax for a particular project will be 
difficult to achieve. This will make the projects much less attractive to bond underwriters. 
The new Lazarus department store in Pittsburgh is a notable case of economic developers 
making overly optimistic revenue projections for a TIF project.  
 
Third, the fact that sales taxes are part of the state TIF program implies that retail 
development will be a major component of the state TIF program. This is silliness 
stretched to the limit. Subsidizing retail will not generate additional sales taxes for the 
Commonwealth. It merely redistributes sales among shopping areas.  Indeed, many 
existing shopping districts will be harmed and their property values artificially depressed 
as a result of the state�s subsidy of new shopping centers.  
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Fourth, many of the distressed areas the new state TIF program is designed to help are 
already included in Keystone Opportunity Zones. Since these zones are designated as tax-
free areas, TIF funding could not be used because there would be no tax revenues to 
retire the TIF debt--unless the project is a retail development, which is strictly not 
permitted in Keystone Opportunity Zones. 
 
Fifth, based on projects in Allegheny County, the TIF share of a project will generally not 
exceed 10 to 15 percent of the total cost.  Bear in mind that workers on TIF funded 
projects receive prevailing wages.  Since prevailing wages raise projects costs 10 to 15 
percent the benefits of using TIF are wiped out.  And, because the prevailing wage 
requirement is unlikely to be lifted, the TIF program will be little more than a make work 
program for union labor and unionized contractors.   
 
Finally, the proposed state TIF program establishes another special purpose authority and 
a new bureaucracy in the Department of Community and Economic Development. If 
there is one thing Pennsylvania does not need it is another complicated program with 
more bureaucrats and another independent authority.  
 
We have learned over the past several years that most of the state�s economic 
development schemes have been dismally ineffective. This one will be no exception. 
Instead of enacting another complex, bureaucrat-laden program, the legislature ought to 
lower taxes for all businesses, improve the regulatory environment and pass right-to-work 
legislation. Those actions would do far more to stimulate growth than all the alphabet 
soup of programs put together. 
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