GOVERNMENT
ACCOUNTABILITY:

b Fixes for Arkansas’s
Quick Action
Closing Fund

Jacob Bundrick, Policy Analyst

ARKANSAS CENTER FOR RESEARCH IN ECONOMICS

UN VERSITY OF CENTRAL ARKANSAS



About ACRE

The Arkansas Center for Research in Economics
(ACRE) is an Arkansas focused research center
housed in the College of Business at the University
of Central Arkansas. ACRE scholars and policy
analysts use research and analysis to find solutions
for Arkansas'’s problems. Our research focuses on
barriers to employment, taxes and subsidies, K-12
education, government transparency, and property
rights. We educate and provide resources for
students, teachers, voters, activists, legislators, and
business leaders.

ACRE promotes solutions that respect the personal
and economic freedoms of individuals because
protecting and expanding these freedoms has a
proven record of improving the lives of people
around the world and here at home.

If you have questions about this, or any of our
work, please contact us at ACRE@QUCA.EDU.




TABLE OF CONTENTS

Introduction

Policies to Increase Transparency
Policies That Reduce Tax-Dollar Waste
Conclusion

Endnotes

7

15

23

24



TEFTTEYTR ETETTRRT




The Governor’s Quick Action Closing Fund (QACEF) is
one of many targeted economic development incentive
programs the state of Arkansas uses to try to increase
economic activity. Established in 2007, the QACF al-
lows the state to provide discretionary cash grants to
businesses, local governments, and other public institu-
tions to “compete with other states to attract new busi-
ness and economic development to the state or to retain
existing business in the state”! QACF subsidies are ap-
proved by the governor and subsequently reviewed by
the legislative council,” a committee comprised of legis-
lators that, in part, “provides legislative oversight of the
executive branch of government” The QACF’s design
“allows the governor to act quickly and decisively in
highly competitive situations to finalize an agreement
with an employer to locate its business in Arkansas.™

At the time of its creation, then-governor Mike Beebe
endorsed the QACF as “powerful new ammunition to
improve economic development in the short- and- long
terms” and to “help Arkansas effectively close deals
to bring in new jobs” A decade later, the Arkansas
Economic Development Commission (AEDC) esti-
mates that the $185.731 million that has been appro-
priated to the QACF will ultimately be responsible for
creating and retaining 26,684 jobs and spurring cumu-
lative investment of $2.948 billion.®

However, empirical analysis does not support this
optimistic view of the QACE. In a 2018 study pub-
lished in the Review of Regional Studies, University of
Central Arkansas Associate Professor of Economics Dr.
Thomas Snyder and I found no statistically significant
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relationship between QACF subsidies and county-lev-
el private employment and establishments.” In other
words, we found no evidence to suggest that Arkansas
officials are able to increase employment or business
establishments in Arkansass counties by providing
QACEF subsidies to favored businesses.

This isn’t just an Arkansas problem. A 2018 study pub-

lished by the Mackinac Center for Public Policy found
that a similar subsidy program in Michigan known as
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the Michigan Business Development Program is also
ineffective at stimulating job growth.® Moreover, two
recent peer-reviewed studies by Dr. Nathan Jensen of
the University of Texas at Austin found no evidence to
suggest that targeted economic development incentives
employed in Kansas, Maryland, or Virginia convinced
firms to alter location decisions or increase hiring.’ Even
outside the United States, such incentives are found to
be ineffective. Research by Drs. Raffaello Bronzini and
Guido de Blasio, economists at the Bank of Italy, found



no evidence to indicate that government grants led to
business investment beyond what would have occurred
in the absence of government intervention.'’

It is also likely that many projects partially funded by
the QACF would have taken place without the subsi-
dies. Consider the case of Bad Boy Mowers, a lawn-
mower manufacturer in Independence County. In
January 2016, Brian Fanney reported in the Arkansas
Democrat-Gazette that Bad Boy Mowers received $3.8
million in incentives from 2012 to 2014, including
$2.2 million from the QACE, for an expansion project
in Batesville.!" Yet, Mr. Fanney also reported Bad Boy
Mowers’ general counsel Scott Lancaster as saying that
the company would have expanded in Arkansas even
without government aid."? In other words, Arkansans
could have kept their tax dollars and still reaped the
economic benefits of Bad Boy Mowers’ expansion.

Based on the best existing academic literature, the ide-
al policy prescription is to eliminate the Quick Action

WITHOUT THE SUBSIDIES




CONTINUING TO FUND THE QACF NOT ONLY
REDUCES ARKANSANS’ FREEDOM OF CHOICE TO
SPEND AND INVEST THEIR MONEY AS THEY SEE FIT,
IT ALSO FORCES THEM TO FINANCE PROJECTS THAT,
ON AVERAGE, HAVE NOT PRODUCED MEASURABLE
BENEFITS TO THE BROAD ECONOMY.

Closing Fund. Arkansas would not be alone in doing
so. In recent years, the Florida legislature has refused
to fund Florida’s Quick Action Closing Fund despite
protests from the governor.”” And in 2013, New Jersey
shuttered a similar subsidy program, the Business
Incentive Employment Program, after the state was un-
able to provide millions of dollars’ worth of grants it
had promised to hundreds of companies.'*

Rather than spending taxpayer dollars on subsidies
that do not increase economic activity, Arkansas offi-
cials could use this money for other, potentially more
productive purposes. For instance, the savings could be
used to help pay for rate reductions on economically
harmful taxes, to build and maintain highways, or to
fund a rainy day fund.
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At a minimum, though, Arkansas officials should in-
crease the level of accountability to taxpayers with re-
spect to the use of the QACE Continuing to fund the
QACF not only reduces Arkansans’ freedom of choice
to spend and invest their money as they see fit, it also
forces them to finance projects that, on average, have
not produced measurable benefits to the broad econo-
my. Arkansans deserve (1) increased transparency into
how public officials are spending QACF funds and (2)
evidence-based policies that reduce the risk that tax-
payer money is wasted. This policy review provides five
recommendations for accomplishing that, beginning
with policies to increase transparency and followed by
policies to reduce tax-dollar waste. Policy recommen-
dations are provided in order of their importance with
respect to their grouping.









POLICIES TO INCREASE
TRANSPARENCY

POLICY 1: Improve Reporting Standards

Providing adequate transparency into the QACF’s
operations is an important part of being accountable.
Arkansans have a right to know how their money is
spent, what they can expect in return, and whether
those expectations are met, are surpassed, or fall short.

Arkansas Act 510 of 2007 requires the Arkansas
Economic Development Commission (AEDC) to pro-
duce a report at the end of every fiscal year detailing
the state’s use of the QACE These reports include the
names of the companies receiving subsidies, the loca-
tions of the projects at the city level, the dates the grants
are disbursed, the purposes of the grants, and the dollar
value of the grants. Company repayments to the state
for underperformance, which are commonly referred
to as “clawbacks,” are also included.

These annual reports are a good start, but much more
is needed. For instance, not every company receiving
QACEF grants signs a job-creation agreement, but the
reports make no distinction between the companies
that promise to create jobs and those that do not. If
companies are not expected to create jobs in return for
the subsidies, Arkansans should know what they can
expect in exchange for their money.

Other pertinent information is also missing. For ex-
ample, the projected capital investment of each QACF
project is omitted, leaving Arkansans to wonder how
much companies, particularly those not promising to
create jobs, are planning to invest in the local economy.
Moreover, the reports do not provide projected average
wage data for the full-time jobs companies promise to
create—a statistic important for determining the ex-
pected benefit to the average employee of the company

GOVERNMENT ACCOUNTABILITY  PAGE7



Asa Hutchinson Michael Praston
A maenad far budoen

July 11, 2018

Senator Bill Samiple, Chair
Representative Jim Dotson, Chair
Arkarsas Legislative Council
Room 315, State Capite!

Lintle Rock, AR 72201

Dear Senator Sample and Represantative Dotson:

Antached is the annual report of the Economic Development Incentive Quick Action Closing Fund (QACF) for
Fiscal Yoar 2018, Below are the expenditures and commitments of the Fund:

Fis gy g v Act 510 of 2007 requires AEDC to publish an

Committed funds 7,168,908

Rt A b o Maoesz annual report of QACF activity at the conclusion of
Clawbacks/loan repayments (L624.001) . .
i 71126 each fiscal year.The reports provide the names of
Act 510 of 2007 stipulates that the annual report will contan the fallowing: . - - . . -
:. The:dmnanrluddrnn:sesnhﬁl.-ﬁuslnn:surtctwmonwﬁowlmhnﬂ {5ee Attachment) the companies receiving SUbS|d|eS, the locations
% :he nle,amou:!t.a “nufnounl|r‘|=":shursem-nholmru\;’:omn:;:ehrumm iSee Artachment) ) )
3. Kt sipnesions o Kmghoving 14 (o4 115 g ' of the projects at the city level, the dates the
Y e Y Lo ey e o sk o grants are disbursed, the purposes of the grants,
The cipank o creaton ot tention projects hat v receed monies fom the QACE and the dollar value of the grants. Pictured below

project the creation and retention of 26,684 jobs a1 an average hourly wage of $20.52. The projected
cumulative imvestment of these projects was 52.948 billion. As of June 30, 2018, these 85 projects have crested

and reained 2142 obs is the annual activity report for fiscal year 2018.

The Quick Action Closing Fund Is a vital tool for our state, Continuing to fund this appropriation on an annual
basis, as well as increasing its amount, will aliow for greater success in bringing quality companies with quality
jobs that will help increase Arkansans' per capita persanal income and broaden our tax base.

smcer_el_v.
D S Economic Development Incentive Quick Action Fund {Governor’s Quick Action Closing Fund) Information
Mefkn Annual Report of Expenditures for Fiscal Period July 1, 2017 - June 30, 2018
Raceny Company Name Location Date: Purpose Amount
NBMC INC Conway 12/20/2017 Building renovation 296,058.00
NBMC INC Conway 4/26/2018 Building renowvation 9,699.01
Sub total 305,757.01
DBG ARKANSAS LLC Comway 12/20/2017 Building renovation 105,077.44
DBG ARKANSAS LLC Conway 2142018 Building renovation 79,810.55
Sub total 184,887.99
SILGAN PLASTIC FOOD CONTAINERS CO Fort Smith 2/20/2018 Construction 1,880,000.00
NBMC INC Conway 3/13/2018 Building renovation 159,355.00
CENTRAL STATES MANUFACTURING INC Lowell 3/28/2018 Infrastructure and building renovation 300,000.00
Site preparation , building renovation,
WESTERM FOODS LLC Pine Bluff 3/28/2018 and rail spur 280,000.00
Northwest
VALLEY INN FILM LLC Arkansas 5/4/2018 Film 36,850.11

Total 3,146,850.11



KNOW WHAT THEY CAN EXPECT

and for comparing their wages to those in both the local
and state economies. Similarly, median wage projec-
tions for full-time employees are missing. This figure
is important because high earners, such as executives
and upper management, can drive up the average wage
statistic, thereby distorting the perceived benefit to the
average worker. Reporting both average and median
wages for full-time employees provides a clearer picture
of the proposed benefit to those employed by the com-
pany receiving QACF grants.

The largest omission, though, is the absence of any in-
formation regarding each company’s progress toward
realizing job, investment, and wage targets. The current
practice of including dollar values of repayments for
underperformance is important, but it leaves several
questions unanswered. For example, how short of ex-
pectations did these projects fall? How many projects
went bankrupt and were unable to repay grants, as
the wind turbine mainframe manufacturer Beckmann

Volmer in Osceola did? Which projects that are no lon-
ger in operation did the state make only partial recov-
eries of grants, as the Nordex wind turbine manufac-
turing project in Jonesboro? Politicians may claim that
protecting the proprietary hiring information of subsi-
dized companies prevents them from being transparent
with taxpayers, but being accountable to Arkansans
requires that actual results of QACF projects be report-
ed. After all, there are no hiring secrets to protect when
businesses are no longer in operation. As then-guber-
natorial-candidate Asa Hutchinson stated, “[T]here
should be greater transparency when a company fails
to meet its end of the bargain."®

Accordingly, the first policy recommendation for im-
proving accountability in the QACF is to improve the
program’s reporting standards. Ideally, the legislature
would enact the transparency measures proposed by
Rep. Warwick Sabin in the 2017 regular legislative
session. House Bill 2030 called for the creation of an
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online database that would greatly improve economic
development incentive reporting standards so that (1)
taxpayers are able to better understand how and where
their tax dollars are spent and (2) public officials are
able to make better policy decisions related to the use of
targeted economic development incentives. At a mini-
mum, though, the following data should be added to
the annual reports for every QACF project:

« job-creation target and target date

« project investment target and target date
o average wage target and target date

« median wage target and target date

o realized job creation

o realized project investment

o realized average wage

o realized median wage

POLICY 2: Make “Clawback” Formulas
Public and Void of Renegotiations

QACEF grants are what economists call “up-front” in-
centives. As the name implies, up-front incentives
are provided to businesses early in the project’s lifes-
pan, as opposed to long-term incentives, such as most

job-creation tax credits, that are provided to businesses
as specific targets are met later in the project’s lifespan.
As Dr. Timothy Bartik, an economist with the W. E.
Upjohn Institute for Employment Research, points out,
the danger in up-front incentives is that “the business
location or expansion may fail, and the incentive funds
will have been wasted.”*® Given this risk, up-front in-
centives are often accompanied by “clawback” agree-
ments, which require companies to repay a portion
of their incentives if targets outlined in the incentive
agreement are not met. The state of Arkansas frequently
attaches clawback agreements to QACF projects, which
is a good start to protecting Arkansans from projects
gone wrong.

However, there are at least two limitations to the pro-
tection afforded by clawback agreements. The level of
protection is determined by (1) the severity of penalties
for missed targets and (2) the likelihood of enforce-
ment. More severe penalties for missed targets provide
more insurance to taxpayers, but if penalties are weak
or unenforced, Arkansans are the losers.

Consider the case of Hewlett-Packard (HP) in Conway.

In 2008, the Arkansas Democrat-Gazette reported
that state and local officials offered HP more than $43
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4.59 PERCENT

30-40 PERCENT SHORT

million worth of incentives, including $10 million in
QACEF subsidies, to locate a customer service center
in Conway." In return, HP agreed to create 1,000 jobs
by December 2013." In January 2014, though, Jack
Weatherly reported in the Arkansas Democrat-Gazette
that HP had missed expectations, employing approxi-
mately 600 to 700 individuals at the deadline.” Yet, the
state of Arkansas asked HP to repay just $459,000 of
the $10 million QACF grant. In other words, the state
clawed back just 4.59 percent of the taxpayers’ money
from a company that came up 30-40 percent short of
employment targets.

The effectiveness of clawbacks is also dampened if
public officials renegotiate repayment terms to a less-
er penalty after a company has failed to deliver on its
promises. Former AEDC spokesman Joe Holmes told
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Arkansas Business in August 2013 that “there’s a differ-
ent [clawback] formula for each year” and “we always
reserve the right to maybe renegotiate an agreement.”*
Clawback terms that are regularly changed or renegoti-
ated are a weak protector of taxpayer money.

Accountability to taxpayers requires that QACF claw-
back formulas be made public and after-the-fact re-
negotiations of clawback penalties be prohibited. By
making clawback formulas public, government offi-
cials demonstrate how they are protecting Arkansans
if a project is not as successful as hoped. Arkansans are
then also empowered to determine whether clawback
penalties are appropriate and to hold public officials
accountable if they are not. By prohibiting the renegoti-
ation of clawback penalties, Arkansans are assured that
their protections will not be arbitrarily weakened.









POLICIES THAT REDUCE
TAX-DOLLAR WASTE

POLICY 3: Limit the Value of Subsidy
Awards on a Per-Job Basis

States regularly compete to land economic development
projects. Naturally, this competition has led to bidding
wars between states that have dramatically increased
the cost of economic development projects. Recent esti-
mates from Dr. Bartik indicate that the cost of state and
local economic development incentives nationwide has
more than tripled since 1990.*' As bidding wars have
ramped up, so has the risk that state officials will over-
pay for economic development projects. Economists
call this the winner’s curse.

The winner’s curse occurs when the amount of tax
dollars Arkansas officials provide to a given project ex-
ceeds the value of the project to Arkansas’s economy.””
For instance, the state may provide $1 million in QACF

subsidies for a project that is only worth $100,000 to
the economy. In this case, the state is worse off than it
would have been had the state simply not recruited the
company. This phenomenon is quite evident in cases
where tax dollars are lost to company bankruptcies like
Beckmann Volmerss.

With the known risks of incurring the winner’s curse
steadily growing, Arkansas officials must be even more
cautious with taxpayer money. They can do this by
capping the value of subsidy awards on a per-job basis.
Tying the value of QACF subsidies to jobs decreases the
risk that bidding wars will lead Arkansas officials into
overpaying for projects because it prevents them from
paying exorbitant prices merely to win the bid.

Capping incentive awards on a per-job basis is a com-
mon feature of state incentive programs. In fact, Good
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Jobs First, a national policy resource center focused on
corporate and government accountability in economic
development, reports that “at least nineteen states im-
pose dollars-per-job caps on at least one of their incen-
tive programs”* The majority of these caps are set at
$6,000 or less. Lower caps decrease the risk of overpay-
ing for economic development projects.

On average, Arkansas has paid $6,597 for each job AEDC
reported as being created or retained by the companies
receiving QACF grants.** However, several QACF proj-
ects have greatly exceeded this average. For instance,
John Magsam reported in the Arkansas-Democrat
Gazette that Remington Arms in Lonoke received $2.5
million in QACEF grants for a project expected to create

84 jobs, a subsidy of $29,762 per new job.*® Remington
Arms, though, filed for Chapter 11 bankruptcy in March
2018.% Furthermore, HP was provided $10 million in
QACEF subsidies for a project expected to create 1,000
jobs, a subsidy of $10,000 per new job.*” Yet, the compa-
ny missed employment expectations by 30-40 percent.

There is no magic number that is the “right” amount
to pay for one more job in Arkansas. After all, not all
jobs are created equal, and the opportunity costs to
Arkansans of spending tax money this way are not al-
ways the same. But failing to cap the value of QACF
subsidies on a per-job basis fails to protect taxpayers
from the risk of officials greatly overpaying for projects
that underdeliver.




POLICY 4: Pay Subsidy Awards
as Targets Are Achieved

Arkansas officials attempt to protect taxpayers from
QACF projects gone wrong by attaching clawback
agreements. Despite these agreements, Arkansans still
face the risk of losing their tax dollars when projects
do not go as planned. Companies are sometimes unable
repay grants, such as when they go bankrupt. Consider
the case of Beckmann Volmer in Osceola.

In May 2010, the Memphis Business Journal reported
that Beckmann Volmer, a German manufacturer of
wind turbine mainframes, planned to hire 300 employ-
ees at a new $10 million plant in Osceola.”® In return,
the state offered approximately $4 million in incentives,
including $1.5 million from the QACE However, the
company was bankrupt by 2014 after uncertainty in the
wind industry forced primary customer Nordex to close

its Jonesboro operation.”? QACF annual reports indicate
that none of the $1.5 million QACF grant was repaid.

Arkansas could mitigate this risk by changing the pay-
out structure of QACF subsidies. As previously dis-
cussed, Arkansas currently disburses subsidy awards on
the front end of projects, before employment targets are
met. When projects go bankrupt quickly, as Beckmann
Volmer did, recouping the money paid for employment
that never materialized is difficult.** However, paying
out subsidies as companies meet employment mile-
stones reduces the risk of a total loss in the event of an
early bankruptcy.

The One North Carolina Fund (OneNC), a North
Carolina deal-closing fund similar to Arkansas’s QACF,
could provide a model for Arkansas. According to the
Economic Development Partnership of North Carolina,
“OneNC funding is dispersed in 25% increments as the
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THE FOURTH POLICY RECOMMENDATION
FOR IMPROVING ACCOUNTABILITY IN THE
QACF IS TO DISBURSE SUBSIDY AWARDS IN
INSTALLMENTS AFTER COMPANIES MEET
MILESTONES TOWARD THEIR DEFINED

TARGETS, NOT BEFORE.

company creates new jobs. For instance, if a company
commits to creating 100 jobs over three years, as soon as
the company has created the first 25 jobs, it is eligible to
receive 25% of the award”*! The state also requires com-
panies to “maintain at least 90% of the new jobs in oper-
ation at the project location, or at another approved site
in North Carolina, for a period of up to two years after
the grant end date”** Arkansas should follow this model,
or a similar one, to protect taxpayers from early default.
Thus, the fourth policy recommendation for improving
accountability in the QACF is to disburse subsidy awards
in installments after companies meet milestones toward
their defined targets, not before.

POLICY 5: Cap the Number of QACF
Projects Allowed in Any Given Year

Ideally, QACF grants would only be provided to the proj-
ects with the highest expected net benefits to the state.
However, both empirical and anecdotal evidence suggest
this has not always been the case. One way to increase
the likelihood of funding more worthy projects over
less-worthy projects is to cap the number of new QACF
project agreements allowed in any given calendar year.

Currently, the QACF is constrained by the judgement of
the governor and by the amount of funding the legislature

GOVERNMENT ACCOUNTABILITY  PAGE 19



appropriates to the program. As the legislature increas-
es the amount of funding devoted to the program, the
constraints on the QACF loosen, creating more flexi-
bility for tax dollars to flow to less-worthy projects.
Capping the number of QACF projects allowed in
any given calendar year, though, means there is an in-
creased cost to each investment decision Arkansas offi-
cials make. Put more simply, a cap encourages officials
to prioritize QACF spending on projects with greater
expected benefits to the economy. Consider the follow-
ing hypothetical example.

Suppose three companies approach Arkansas offi-
cials about securing QACF grants. The first is a film
company looking to produce a movie, the second is a
textile company wanting to open a T-shirt factory, and
the third is a start-up cybersecurity firm. All three are
appealing to public officials. If the state can only subsi-
dize one company, then officials are more likely to ex-
plicitly consider the benefits and costs more carefully.
If subsidizing the film company means not subsidizing
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the textile or security firms, officials’ decision making
parameters must change. Ideally, the decision is made
according to the costs and benefits associated with
each project. Public officials must evaluate the risks,
likely returns, and estimated economic impact of each
project. QACF funding should then flow to the project
with the highest expected net benefit to the state, given
the constraints.

By capping the number of new QACF project agree-
ments in a single calendar year, Arkansas would join
other states that have taken steps to restrict the num-
ber of incentive projects undertaken. For instance,
Michigan’s recently enacted Good Jobs for Michigan
program is limited to 15 new agreements each calendar
year.”® Although total funding for the QACEF is limited
by legislative appropriation, forcing officials to consider
other trade-offs because of a project count cap could
improve their results. The smaller the cap, the greater
the trade-off, and the more incentive there is to avoid
funding weaker projects.









CONCLUSION

Rigorous analysis suggests the Quick Action Closing Fund fails to deliver broad
economic growth across Arkansas. Anecdotal evidence also suggests that our
state government may award QACEF subsidies to companies that would have
located or expanded in Arkansas without the government aid. The policy action
that would benefit Arkansans the most would be to sunset the QACF program
and either return the savings to taxpayers as part of comprehensive tax reform
or use it to fund other, more productive activities. At a minimum, Arkansas
officials should enact policies that increase the program’s transparency and
accountability to taxpayers. Arkansas’s elected leaders can do this by includ-
ing more information in their reports, by ensuring that clawback formulas are
public and void of after-the-fact negotiations, by capping the value of subsi-
dy awards on a per-job basis, by disbursing subsidy awards only as targets are
achieved, and by limiting the number of new QACF project agreements allowed
in any given year.
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