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goal of promoting economic development.”

The report explains the history and mechanics of TIF, details how several cities and
regions are currently using the tool, and recommends how policy makers can
improve TIF practices going forward.

“Tax increment financing has the potential to draw investment into long-neglected
places, but its success requires rigorous analysis, transparency, and oversight to
ensure that the expenditure of taxpayer dollars truly benefits the public,” Merriman
said.

First implemented in the 1950s, TIF is a method of funding economic development
in a designated area— a TIF district— by earmarking increases in future property tax
revenues that result from increases in real estate values in the district. The tax
revenue can be used for public infrastructure or to compensate private developers
for their investments.

In theory, TIF generates new property tax revenue by spurring development that
would not otherwise occur, which results in a larger tax base. The tool can help build
trust and provide for a mutual commitment between local government and
developers, and it can facilitate political support for investments by stipulating that
taxpayers outside the TIF district will not have to contribute.

However, TIF is prone to several pitfalls. In practice, TIF often captures some
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incentives, which can lead to inter-city competition and short-term decision-making.

Merriman makes five recommendations to improve the performance of TIF:

e States should track and monitor TIF use. Most states already monitor
property tax assessment and could easily report on the number of TIF districts
and the changes in property values. Wisconsin and lllinois can serve as models
for other states.

e States should allow counties, school districts, and other overlying
local governments to opt out of TIF. This measure would reduce the
incentive for cities to use TIF to capture revenues that otherwise would have
gone to overlying governments.

e States should review their “but for” TIF requirements to determine
whether they are effective. States sometimes require proof that a proposed
TIF development would not occur “but for” the establishment of a TIF district,
but the rules are often open to loose interpretation. A 2015 California law could
serve as a model.

¢ Local governments should provide extensive, easily accessible

information about TIF use, revenues, and expenditures. Greater
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makers might opt to develop alternative tools for financing infrastructure, affordable

housing, and economic development.”

This article was originally published on the At Lincoln House blog.
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